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Abstract
Purpose: This study departure from the several major changes in the Malaysian auditing
environment, with particular emphasise on the convergence to IFRS. There are no prior
studies in Malaysia that provide evidence on how this has affected the auditors’ work,
considering their ability to maintain independent. Therefore, the purpose of this study has
been to	
  give	
  an	
  understanding	
  for	
  the	
  threats	
  the	
  auditors	
  in	
  Malaysia	
  perceive,	
  after	
  the	
  
convergence	
  to	
  IFRS,	
  and	
  how	
  they	
  safeguards	
  against	
  these.	
  Auditors formed the sample
as they represent the part in the context, which experience the practical problems of auditor
independence. Therefore, they were able to give us an understanding of the threats to
independence and how they safeguard against these.
Method: This is a qualitative study with a descriptive approach. The study examines the
perceptions of auditors in Kuala Lumpur, Malaysia. The empirical data has been collected by
seven semi-structured interviews with twelve auditors, of which two of them are former
auditors.
Conclusions:
Results indicate that auditors in Malaysia are greatly aware of threats to their independence,
as well as how to safeguard against these. In theory, it appears easy to be in compliance with
different standards, and use safeguards against threats to auditor independence. But in practice
it is more difficult then it seems to be. Our results show that auditors sometimes become too
involved in the preparation of the financial statement, which is an effect of all the
accumulated pressure on the auditor.
Suggestions for future research: A larger qualitative study to investigate if the problem of
auditors becoming too involved with the preparation of the financial statements, is extensive
or not.
Keywords: Auditor, Independence, safeguard, IFRS, SME, Accounting standards, auditing
standards
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Sammanfattning
Syfte: Studien utgår ifrån flera stora förändringar som skett i den malaysiska revisionsmiljön
de senaste åren, med fokus på införandet av IFRS. Det finns inga tidigare studier i Malaysia
som bevisar hur det har påverkat revisorernas möjlighet att upprätthålla oberoendet. Syftet
med studien har därför varit att undersöka vilka hot mot oberoendet revisorerna upplever efter
införandet av IFRS, samt hur de skyddar sig mot dessa. Urvalet utgjordes av revisorer,
eftersom de representerar den part i sammanhanget som upplever de praktiska problemen med
revisorns oberoende. Därmed kunde de ge en förståelse för de hot mot oberoendet de upplever,
samt hur de skyddar sig mot dessa.
Metod: En kvalitativ studie med en deskriptiv metod. Det empiriska materialet samlades in
genom sju semistrukturerade intervjuer med tolv revisorer, varav två av respondenterna inte
längre arbetar inom yrket.
Slutsats: Resultaten tyder på att revisorer i Malaysia är väl medvetna om de faktorer som
påverkar oberoendet, samt hur de ska arbeta för att upprätthålla oberoendet. I teorin kan det
verka enkelt att följa de olika standarderna och hantera hoten mot oberoendet med hjälp av de
olika verktygen som finns att tillgå för revisorn, vilket dock är svårare i praktiken. Vårt
resultat tyder på att alla tryck på revisorn kan vara svåra att hantera, vilket i vissa fall leder till
att oberoendet påverkas negativt. Våra resultat tyder på att revisorerna ibland kan bli alltför
involverad i färdigställandet av redovisningsrapporten, vilket är en effekt av det ackumulerade
trycket på revisorn från olika parter i deras omgivning.
Förslag på framtida forskning: En större kvalitativ studie för att bekräfta om problemet
med revisorer som är alltför involverade i utformningen av redovisningsrapporten, är
omfattande eller ej.
Nyckelord:

Revisorn,

oberoende,

säkerställa,

revisionsstandarder
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IFRS,

SME,

redovisningsstandarder,

List of abbreviations and terms used in the study
AOB

Audit Oversight Board

”big four”

The four biggest audit firms: PwC, Deloitte, Ernst &
Young and KPMG.

By-Laws

On professional ethics conduct and practice

IAS

International Accounting Standards

IASB

International Accounting Standards Board

IFAC

International Federation of Accountants

IFRS

International Financial Reporting Standard

ISQC1

International Standard on Quality Control 1

MFRS

Malaysian Financial Reporting Standard

MIA

Malaysian Institute of Accountants

MICPA

Malaysian Institute of Certified Public Accountants

MPERS

Malaysian Private Entities Reporting Standard

SME

Small medium-sized entities
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1. Introduction
This study deals with auditor independence after the convergence to International Financial
Reporting Standard (IFRS). The aim of this chapter is to motivate the area of interest, to
elaborate on how this study can build on the literature on auditor independence and, based
on this, present the overall problem and purpose.

1.1 Background
Today Malaysia is on the verge of being a developed country and it has been so far
categorised as an upper-middle income country, which include countries with a Gross
National Income between: $3.976 – $12.275 per capita (DCD-DAC, 2013). This means that
Malaysia is still considered a developing country with a high economic growth. In 2013
Malaysia’s Gross Domestic Product grew 4,7% (Bank Negara Malaysia, 2014). The
government’s objective is to transform the nation into a high-income nation before 2020
(Malaysian Investment Development Authority, 2014).
A reason why Malaysia economy was partially spared in comparison to other countries in the
region during the Asian crises 1 was that they were successful in attracting foreign
multinational corporations into their country since the 1970´s (Ismail, 2002). 2012 Malaysia
was listed as the world's 10th most attractive country for Foreign Direct Investment (FDI).
This is why the investors’ confidence in FDI is still growing (Laudicina, Peterson, & Gott,
2013). To achieve the objective (to become a high-income nation), it is important to keep
attracting foreign investments. Wu, Shaomin and Selover (2012) emphasise that in an
increasingly globalised economic world, foreign investments have been an important element
and an engine of economic growth. Furthermore, portfolio investments where securities, such
as stocks or bonds are bought into secondary markets are an important part of foreign
investments. In such context, the confidence in accounting and auditing standards in
developing counties is of major importance for the investors, and hence the development of
the economy (ibid.). From this perspective, it is not difficult to understand why Malaysia took
several measures in the areas of accounting and auditing over the last decade or so.
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To start off, the Malaysian Institute of Certified Public Accountants (MICPA) was established
in 1958 to gain trust from foreign investors after their independence in 1957. The purpose of
MICPA was to increase trust for the Malaysian auditors, since the British accountants were no
longer allowed to work as auditors in Malaysia (Ali, Haniffa, & Hudaib, 2006). Finance
Committee on Corporate Governance issued the Malaysian Code on Corporate Governance in
March 2000. The code is a framework for how to practice in corporate governance and was
introduced to optimise structures and internal processes (Wahab, How, & Verhoeven, 2007).
Secondly, 2011 the By-Laws (on professional ethics, conduct and practice) issued by the
Malaysian Institute of Accountants (MIA) revised details with some new changes covering
the ethic conduct for professional auditors. According to the By-Law 290.7, the auditor shall
be independent of the audit client, and use the conceptual framework approach to identify
threats that emerge in a relationship with the client that may impair the auditor independence
(Malaysian Institute of Accountants [MIA], 2013a). The auditor shall apply safeguards to
eliminate or reduce threats to an acceptable level. If the threats are not eliminated or reduced
the auditor has to decline or reject the audit engagement. Reason for this is if the auditor’s
independence is impaired or questioned by the shareholders, the financial statement will lack
credibility (Eleanor, 2011). Thus, the provision of quality audit will not correspond with the
public interest obligation (Wines, 2012).
The convergence to IFRS is expanding further; today the standard is either required or applied
in more than 122 countries (International Financial Reporting Standard [IFRS], 2014) and
according to Chang and Liou (2013, p. 122) “The adoption of International Financial
Reporting Standards (IFRS) is one of the most significant changes in accounting regimes in
modern accounting history”. International Accounting Standards Board (IASB) has an
ultimate objective, which is to harmonise the accounting and facilitate comparability between
listed companies in different countries (Marton, Lumsden, Lundqvist, & Pettersson, 2012).
The goal is that all listed companies should use the same standards, which in turn will lead to
a stronger and more efficient capital market (ibid.). When Europe in 2005 decided to fully
convergence with IFRS and get closer to the Anglo-Saxon accounting standards, it enhanced
worldwide harmonisation, which is consistent with IASB’s objective, and by doing this they
made more countries adopt IFRS (Guggiola, 2010). Malaysia adopted IFRS in the year 2006
and their deadline for fully convergence was set to January 1st 2012 (Yaacob & Che-Ahmad,
2012). Since 1971 Malaysia has been integrating with the provision of International
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Accounting Standards (IAS). According to Malaysia Accounting Standards Board Chairman
Datuk Zainal Abidin Puith this is the reason why Malaysia had it easier to assimilate towards
a convergence to IFRS (Ibarra & Suez-Sales, 2011). This should be revised from a historic
perspective, i.e. as the Malay Federation 1957 gained its independence2 it retained several
traditions, including its legal and accounting systems, associated with the Anglo-Saxon
society (Ali et al., 2006). According to Zeghal and Mhedhbi (2006), developing countries of
Anglo-Saxon cultures have better potential for adopting IAS and global integration than other
Continental cultures in general. It is mainly because the Anglo-Saxon traditions have
influence on the development of IAS. One other important factor is that English is the
language in Anglo-Saxons countries and therefore easier to apply.

1.2 Problem discussion
As mentioned in the background, Malaysia has taken several measures in the areas of
accounting and auditing over the last decade. IFRS, which is a relatively recent adoption to
international accounting standards, affects the auditing profession in several ways. To begin
with, auditors are running a risk of becoming considerably involved in preparing the financial
statements they are claimed to review (Hoogendoorn, 2006). This is because of judgments in
complex areas of IFRS, where companies lack sufficient experience. Furthermore IFRS are
principle-based, complex and sometimes unclear, which leaves room for interpretation and
judgement for accountants3, managers and auditors (ibid.). A study conducted by Al-Ajimi
and Saudagaran (2011) regarding threats to auditor independence in Bahrain concluded that
the number one threat auditors ranked was income of the partner depending on the retention
of a specific client. The flexibility of IFRS was ranked as the second most important factor,
while auditor's desire not to lose a client was ranked as number three. This indicates that IFRS
affect the auditor profession, regarding the independence.
Since IFRS leaves room for interpretations and judgement, there is a chance that the client’s
managers will try to persuade the auditor to accept doubtful accounting, which may impair the
independence. The function regarding independence can be explained with an agency –
relationship, where there might be an occurrence of self-interest between the principals and
the agents. To prevent this issue an independent auditor is appointed by the principals in order
to monitor the managers. The auditor will perform an objective review of the financial
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statement (Messier, 1997). Within an agency – relationship there is a risk that a self-interested
manager will try to manipulate the financial statement (Arnold & Lange, 2004). The cause is
often incentive for management to present a financial statement in the best possible light
(Bazerman, Morgan, & Loewenstein, 1997). According to Bazerman et al. (1997) ambiguity
of financial reporting standards makes it easier for an auditor to rationalise a judgment that is
not consistent with objectivity. Auditors may also unknowingly adapt to small imperfections
required by their client. This will have a negative effect for the shareholders use of the
financial statement. Thus, the auditor may experience more pressure from the managers.
Conflicts of interest may arise and put the auditors in a situation where their judgement may
be impaired. The auditors feel pressures from the audit firm, their clients as well as from the
client’s shareholders. To maintain objectivity from these parties the auditor needs to stay on a
professional and independent stance (Tagesson & Eriksson, 2011).
Other potential threats to independence occur due to the circumstances that managers are
hiring and firing auditors, auditors taking position with their clients and auditors providing
non-audit services (Moore, Tetlock, Tanlu, & Bazerman, 2006). Moore et al. (2006) argue
that legislations and reforms of auditing have contributed to create an environment where the
demand for independence is difficult to achieve for the auditors. This is because unconscious
bias and economic incentives occur in an auditor – client relationship that effects the auditor’s
judgement (ibid.). According to Bakar and Ahmad (2009), Malaysian accountants perceived
the size of the audit fee as the most important factor influencing auditor independence.
Competition, audit firm size and audit tenure are other factors, which have a negative
influence on the independence and are therefore important to consider for regulators. From
another point of view, Bakar, Rahman and Rashid (2005) investigated the Malaysian loan
officers' perception of factors influencing auditor independence. The results showed that the
audit firm size, followed by audit tenure and competition were the most important factors to
consider. The size of audit fee was the least important factor of six different factors
considered. Prior studies show that the auditor independence can be seen from different
perspectives and the factors, influencing auditors independence, varies depending on the
investigated perspective.
The harmonisation of accounting and the convergence to IFRS in Malaysia has resulted in a
significant increase in audit fees. Since IFRS are complex standards, which require detailed
disclosure, the regulation requires more effort and time to conduct an audit engagement
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(Yaacob & Che-Ahmad, 2012). Bakar and Ahmad (2009) imply that the most important
factor to consider, when talking about auditor independence, is the size of audit fee, hence this
affects the auditors the most. Most likely the complexity of IFRS has affected the knowledge
base that is generated within the client – auditor relationship, which makes it an incentive for
the client to keep the auditor and the firm for a longer tenure.
To improve the quality of financial statements and auditor independence in Malaysia, the
Malaysian Code on Corporate Governance, By-Law and IFRS among other measures have
been implemented over the years. The accounting standards were adopted in the year 2006
and Malaysia’s deadline for fully convergence was set to January 1st 2012 (Yaacob & CheAhmad, 2012). Prior studies in Malaysia have mostly focused on the factors influencing
auditor independence from different perspectives. Also, these studies have mostly used
quantitative method approach. That is why a qualitative method with a descriptive approach
was applied. Prior studies have also been conducted before the complete convergence to IFRS,
which makes it interesting to see how the auditors upheld and did not study the auditor’s point
of view.

1.3 Problem area
From previous discussions it is understood that a reliable accounting system is seen as an
integral for the development of any developing country. Malaysia is particularly interesting in
this respect as it is aspiring to become a developed country within a relative short time span
and therefore the country puts a lot efforts imposing new legislations and standards related to
accounting. All these changes have consequences for the auditor and the ability to safeguard
their independence. While there are studies on auditor independence in Malaysia (e.g. (Bakar
& Ahmad, 2009; Bakar et al., 2005)) these have been carried out before the full convergence
to the IFRS and does not give any insights into the auditor’s perception of independence. The
auditor’s responsibility to society is to confirm the truth and justice of the financial statements
(Eleanor, 2011), so auditor independence is considered as the hallmark of the auditing
profession (Vanasco, Skousen, & Santagato, 1997). Thus, being the main character in auditor
independence. It seems logical that their perspective is highly relevant.
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1.4 Problem statement
With this perspective in mind, the following research problem is of main interest in this study:
•

Which	
   threats	
   to	
   their	
   independence	
   do	
   auditors	
   in	
   Malaysia,	
   after	
   the	
  
convergence	
  to	
  IFRS,	
  perceive	
  and	
  how	
  do	
  they	
  safeguard	
  against	
  these?

1.5 Purpose
The purpose of this study is give an understanding for the threats to auditor independence as
perceived by Malaysian auditors, after the convergence to IFRS, and how they safeguards
against these. While there are prior studies on auditor independence in Malaysia (e.g. (Bakar
& Ahmad, 2009; Bakar et al., 2005)), these do not focus on the auditor’s perception and these
studies predate the Malaysian convergence to IFRS. This study, therefore, contribute with a
new perspective in a new accounting and auditing landscape.
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2. Methods
In this chapter the choices of methods concerning this study will be presented, discussed and
justified. It also gives a presentation of how the topic has been investigated and describes
how a semi-structured interview guide was used to collect the empirical material.
Furthermore, the chapter will also explain how to achieve trustworthiness, how the data was
analysed and how it have been categorised and presented. Finally, ethical aspects and a
method reflection will be presented.

2.1 Qualitative method and face-to-face interviews
The purpose of this study has been to give an understanding for the threats to auditor
independence as perceived by Malaysian auditors, after the convergence to IFRS, and how
they safeguards against these. Due to the fact that we wanted to provide an understanding
about auditor independence, qualitative research method was considered as highly applicable
to the study. The concept of qualitative research method is a common term for methods aimed
to describe the phenomenon and explain its characteristics, as thoroughly as possible (Jensen,
1991). Qualitative research method is an approach that could be used to describe and analyse
different cultures and behaviour of humans (Bryman, 1988) and is more appropriate for a
deeper understanding of the studied phenomenon (Jensen, 1991). In order to answer our
research problem, we applied qualitative research method, since quantitative approach would
not provide us with sufficiently detailed answers. According to Jacobsen (2002), respondents
in quantitative approach only answer the given question. Hence, there is no opportunity for
develop the given question in a survey. According to Holme and Solvang (1997), the research
method ensures the empirical basis. Furthermore, they emphasises that an overall picture can
be created, allowing a better understanding of the studied phenomena (ibid.). While there are
studies on auditor independence in Malaysia (e.g. (Bakar & Ahmad, 2009; Bakar, Rahman, &
Rashid, 2005)) these have been carried out before the full convergence to IFRS and does not
give any insights into the auditor’s perception of independence. It is not clear whether IFRS
has affected the auditor’s ability to maintain independent or not, making it difficult to start
from the same variables as prior studies. Therefore, qualitative research method has been
highly relevant for this study.

	
  

7	
  

Interviews are the most commonly used method for gathering qualitative data (Ryen, 2004).
According to Lantz (2013), the interview as a method is applicable when the study has a
research problem studying the respondents' perception of a phenomenon. The purpose of this
study has been to give an understanding for the threats to auditor independence as perceived
by Malaysian auditors, after the convergence to IFRS, and how they safeguards against these.
In order to achieve this we investigate the auditor’s view of auditor independence, based on
the individual’s thoughts, experience and views of the topic. Hence, interview as a method
was presented as a suitable method to obtain relevant and genuine knowledge. This is the
reason why the empirical parts of the study were collected through face-to-face interviews
with auditors and with the help of one interview with two former auditors working in Kuala
Lumpur, Malaysia. The face-to-face interviews were applied, in order to get an understanding
of auditor independence. This could have been difficult to get just from surveys, observations
or experiments. By using face-to-face interviews it was easier to develop and revise the order
of the questions during the interview and to see if any of the respondents thought any
questions were uncomfortable or difficult to answer. Since none of the respondents thought
the topic in particular was sensitive, we were able to ask follow-up questions, which got us
even deeper into the issue.

2.2 Semi-structured interview
A semi-structured interview enables a combined pre-determined set of open questions and
questions that explore a specific theme (Bryman & Bell, 2011). According to Denscombe
(2009) this is a flexible approach that makes it possible for the respondent to develop thoughts
and express detailed answers. The flexibility in the interview makes it possible to follow up
interesting points made by the respondents (Bryman & Bell, 2011). The flexibility becomes
important to varying the order of the questions, following up leads and clearing up
inconsistencies in the respondents’ answers (ibid.). Semi-structured interviews have been a
useful approach to get an understanding of auditor independence, since the respondents had
the opportunity to describe their answers in a more detailed way. By applying semi-structured
interviews it was possible to develop and revise the order of the questions during the on-going
interview; this made it possible to access information from the interviews more efficiently.
Interviews were a useful instrument to interpret the social reality for auditors and how they
safeguard against threats to their independence, together with practical issues, different
pressures and how they are affected by different legislations and standards in their daily work.
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2.3 Interview guide
The questions, that we asked during the interviews, were thoroughly elaborated and based on
the “Institutional theory” from DiMaggio and Powell’s (1983) perspective and an ethic and
moral theory called “Moral seduction” by Moore et al. (2006). The questions based on
institutional theory made it easier to understand how different institutions, new standards and
legislations affect the auditors and their ability to maintain independent. This resulted in a
great deal of relevant data. The questions, regarding auditor – client relationship, auditor
independence and the auditing process, were influenced by Moral seduction theory. Focus
was on the cognitive factors to create an interview guide that was supposed to give an
understanding of what lies beneath the auditor's way of thinking and their unconscious
decisions.

2.4 Data collection
Our contact person in Malaysia, Gustaf Grönberg, supported and provided us with us with
information in order to get in contact with auditors in Kuala Lumpur. The reason why we had
a contact person in Malaysia has been mainly because of the guidelines from SIDA4, the
contact person was supposed to give us support, advices and assist us with practical
arrangements, before and during the study. Which he also did, he helped us get in contact
with four of six audit firms. Above that we also got auditors to participate by contacting
MICPA via e-mail. Most of the arrangements, regarding the specific date and time, was done
over the telephone or via e-mail contact in Kuala Lumpur.
According to Bakar and Ahmad (2009) auditor independence has been a controversial topic in
recent years. To improve the reliability, the respondents were offered anonymity. Hopefully,
this resulted in more honest answers and helped them to be more opened to discussion.
Because of, they did not have to be concerned about the consequences of their answers.
According to Jacobsen (2002), anonymity can contribute to more openness. Therefore,
anonymity was promised before each interview, with the objective to make the respondents
feel more comfortable. This in order to make the respondents speak more freely and more
honestly, rather than to answer in a so-called political correct way to protect their profession
and firms. After each interview the recorded material were transcribed the same day, while
the memories from the interview were still fresh. A concerning thought before the interviews
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was that the participants would not like to provide us with detailed answers on the given
questions, especially questions regarding auditor independence.
Two of the respondents5 have left the auditing profession and started working for their former
client instead. The reason for including them in our study was to get a broader perspective of
the audit profession and to get more reliable answers, since they did not have to protect their
firm anymore. However, we were aware of the possibility that their new employer still was
provided with audit services from their former audit firm. Therefore, they might have
protected their former firm. Since the vast majority of the respondents most of the time
seemed to be honest with us, this interview was therefore not significantly different from the
other.
The empirical part of the study was collected through seven interviews with ten working
auditors and two former auditors, which were representing six different audit firms in Kuala
Lumpur, Malaysia. To reduce the risk of getting a one-side opinion, the auditors that we
choose to interview were of different gender, age and had different experiences. Three of the
interviews had more then one participant, this was not an active choice, since the audit firms
decided this by themselves. Even though this was not by our choice, this way the study may
have gained a broader perspective. According to Bryman and Bell (2011), group interviews
can create a good discussion between the respondents and give a deeper understanding of his
or her perception of the study´s phenomenon. In a group of likeminded individuals, dialogues
will eventually lead to biased opinions (Holme & Solvang, 1997). However, these interviews
did not to a high degree resemble group interviews, but rather ordinary interviews, though
with more than one respondent. In some context these interviews resulted in more detailed
answers. This was the case when the other participant often elaborated and completed the
answers during these interviews. Something we also experienced was that the higher up in the
hierarchy the auditor was, the more detailed answers we were given. On the other hand, the
person in a lower position might have been cautious to express his or her opinions in front of
their colleague.

	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
5	
  Interview	
  G	
  	
  

	
  

10	
  

2.4.1 Presentation of the respondents
A short presentation of each respondent will be given, so the reader can obtain some idea of
the respondents and their answers. The respondents are represented by both, more or less
experienced auditors, which should give the study a greater range. Some of the auditors
worked at the same firm, but they have different audit experience. The interviewed auditors
worked for the “big four” and also from smaller firms.
2.4.1.1 Interview A
Interview A was conducted with two women, who have been working in auditing profession
for three and five years within the same company. The one with the most experience is a
Manager and the other one is a Senior Associate in one of the largest audit firms. The
Manager works with one listed company and two field accounts, the latter category is a little
bit smaller than the listed company. The other woman works with two listed companies.
2.4.1.2 Interview B
Interview B was conducted with a man, who has been working in auditing profession for
more than 25 years. He is the founder and the Managing Partner of a smaller audit firm that
has around 1000 clients, divided in both listed companies and Small medium-sized entities
(SME).
2.4.1.3 Interview C
Interview C was conducted with three men. They all had different experience and they have
been working in auditing profession, in range of 12 to 36 years within the same company. The
oldest one is a Partner of the firm, the second one is Principal learning and Professional
development manager, whilst the youngest is a Senior advisor in one of the largest audit firm
in Malaysia. They are all auditing both listed and non-listed companies.
2.4.1.4 Interview D
Interview D was conducted with a woman, who has been working in auditing profession for
16 years within the same company. She is Executive Director in one of the largest audit firms
and works with five listed company and ten multinational companies.
2.4.1.5 Interview E
Interview E was conducted with a woman, who has been working in auditing profession for
15 years within the same company. She is Executive director in one of the largest audit firms
and works with 80 to 100 companies in SME.
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2.4.1.6 Interview F
Interview F was conducted with two men, who have been working in auditing profession for
three years within the same company. One of them is an Audit Senior and the other one is
Senior Associate in a smaller audit firm. Their audit offices are located in five different
countries. The two of them are working with 50 to 150 companies in SME.
2.4.1.7 Interview G
Interview G was conducted with two women, who have been working in auditing profession
for four and four and a half years. They were both working as Assistance Managers for one of
the largest audit firms. One of them worked with two listed companies and three SME, while
the other worked with two listed companies and one SME. They both left the audit profession
in December 2012 to work as controller specialist in an international company.
2.4.2 Summary of the respondents
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37 min

Auditing
PLC6 or
SME
PLC and
SME
PLC and
SME
PLC and
SME

2.5 Trustworthiness
Since the respondents spoke English, which is not our mother tongue, there might have been
some language barriers. In Malaysia, English is the professional language, while the Bahasa
Melayu is their mother tongue and one of the four official languages used in Malaysia. Their
English accents were sometimes difficult to understand. This resulted in some
misunderstanding during the interviews. Furthermore, to improve the comprehension of the
respondents’ answers, follow-up questions were given to them. To improve the overall quality
of our study, we had it reviewed by a professional translator with a background as a journalist.
Since auditor independence is a controversial topic, no questions were sent out to the
respondents in advance, beside from two interviews8, the object was to avoid prepared
answers. As mentioned in 2.4, the auditor independence was not a particularly sensitive topic,
at least that was our impression from the interviews. The reason why the participants in
interview E and F received their questions in advance, was because of their pressured working
schedule. We did not perceive their answers differently compared to the other respondents,
since they also gave us interesting and detailed answers regarding auditor independence.
To ensure that all the information was documented, a dictaphone was used during six of seven
interviews. According to Denscombe (2009) a dictaphone offers an almost complete
documentation of an interview. We were able to record all the interviews except for one,
because of personal preferences of the auditors concerned. Therefore only notes were taken
during the not recorded interview. This may have excluded some valuable information, since
it was difficult to write everything down during the interview. To achieve more
trustworthiness, focus was on the interpreting the collected data immediately after the
interviews were conducted. We listened through the recorded interviews several times to
ensure we did not misinterpret the respondent’s answers. After the formal part of the
interview, we spoke to respondents in a more casual way and retained some more interesting
information regarding the issues of auditor independence to our study. These informal
conversations were not recorded, but did provide us with some interesting views. We were
granted permission to include these conversations in our study – so we did.
All the interviews took place in the auditor’s offices. By choosing a familiar environment for
the interviewee, the respondent feels more comfortable (Ryen, 2004). To improve the quality
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of the data collection, it is important to be neutral and passive during the interviews
(Denscombe, 2009). The role of the researcher is not to demonstrate, but to listen and learn
from the participants (ibid.). By doing this, we experienced that the respondents opened up on
a personal level, which led to interesting discussions.
Information has been collected from books, course literature and scientific articles regarding
different views on topics covered in this study. To our knowledge and based on our literature
review of international journals in accounting, there were no prior studies conducted in
Malaysia after the convergence to IFRS considering auditor independence from the auditor’s
point of view, with particular emphasises on the subject after the convergence to IFRS
(January 2012).

2.6 Description of the analysis process
To analyse the collected data in a systematic and meaningful way it had to be prepared and
organised. The recorded interviews were transcribed and always supplemented with notes.
The transcripts from the recorded interviews were very time consuming. Normally a recorded
hour takes several hours to transcripts (Denscombe, 2009). Though this phase was very
important, to get a structure in order to facilitate the analysis.
The next step was to get familiar with the collected data. Throughout the interviews the study
gained much empirical data and distinctions had to be made between what to report, attach
and omit. Denscombe (2009) argues that a beneficial way to analyse the empirical material
through interviews, is the use of patterns. Hence, after each interview, the empirical data was
divided into different themes, in order to facilitate the analysis. This was to establish recurring
patterns and interesting answers that could be linked to the theoretical framework regarding
auditor independence. We discovered such patterns when the respondents shared the same
opinion or had an opposite opinion regarding the given question. The similarities and
differences in answers from the respondents helped us draw conclusions to our research
problem.
The theoretical framework was mainly developed before we conducted the interviews.
Though, a long the way we made adjustments, influenced by the answers the auditors gave us
during the interviews. The respondents also contributed to the analysis by bringing up new
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topics, of which we had not considered before the interviews, which were of importance for
the analysis. Therefore, we had to add new scientific articles and also further develop parts of
figure 2, which summarises and explains our theoretical framework. These measures helped
facilitate and improve the analysis. The empirical material and the analysis was distributed
over time, this allowed changes and developments of the interview guide to get more relevant
information regarding independence.

2.7 Ethical aspects
It is important to inform the persons concerned about the purpose of the study and what their
involvement means. It should be clear that their participation is entirely on their own will, and
the question of anonymity should be discussed with the respondents. The information
gathered in a study should be used solely to achieve the purpose of the study (Bryman & Bell,
2011). In the study, we took the ethical guidelines mentioned above into account. Already
when contacting our respondents, we sent out e-mail where we asked whether they were
willing to participate in an interview (see Appendix 4, interview request). The email also
revealed the purpose of the study, and informed that the participation was both voluntarily
and anonymously. The issue of anonymity was also taken up once again before the interview,
and all respondents chose to remain anonymous. The respondents were asked to give their
consent to the recording of the interviews at the time of the interview; only one of the
interviews was not recorded, because of personal preferences of the auditor concerned.

2.8 Method reflections
Qualitative research method is very time consuming, which normally entails a limited number
of respondents (Jacobsen, Vad, hur och varför : om metodval i företagsekonomi och andra
samhällsvetenskapliga ämnen , 2002). A common objection to interview research is that there
are too few respondents for the results to be generalised (Kvale, 2013). Our study comprises
seven interviews and does not allow for a generalisation and this has not been on our agenda.
We are rather more concerned with getting a new, i.e. the auditors, perpective on their
indepence after the convergence to IFRS in Malaysia. Through the interviews, we believe we
got enough information to fulfil the purpose of the study and give answers to the research
problem.

	
  

15	
  

The qualatative research method has been criticized for being too influenced by the
researcher's opinions and therefore the results can be based on subjective interpretations
(Bryman & Bell, 2011). Despite our efforts to be completely objective, it is difficult to avoid
some subjectivity. The awareness has helped us to minimize the problem. In order to
minimize partisanship, we designed open questions and we tried to not ask any leading
question during the interviews and to remain neutral to the questions asked and the answers
we received. Furthermore, the interviews in this study were limited to auditors working in
Kuala Lumpur, Malaysia. Even though, auditors are using similar legislations and standards
all around the world, it is difficult to tell if these geographic boundaries affect the results or
not.
Another critical aspect to consider is the choice of respondents. Besides two of the interviews,
our study was conclusively with respondents from larger firms. This was a deliberate choice
in order to investigate auditor independence after the implementation of IFRS. Larger and
listed companies normally apply the accounting standards, which is often reviewed by larger
audit firms. If we had chosen to interview respondents from local and smaller firms in
Malaysia, the result might have been different. Whether this affects the final outcome of the
study or not, it is difficult to say. Despite these potential challenges, we consider that
qualitative research method was advantageous and the most compatible method for answering
our research question/problem. As mentioned earlier in this chapter, a qualitative approach
gave us opportunities to ask follow-up question, which led to better understanding for auditor
independence.
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3. Theoretical frame of reference
The theoretical frame of the study is divided into three major areas. The first area presents
the auditor’s important role as a third part in an agency – principal relationship. The second
area deals with auditor independence and the final area presents the prior studies and
selected theories. Before closing the chapter the content is summed up in a more illustrative
way that will enable a better understanding how the theoretical framework will be used as a
means of analysing the empirical work in this thesis.

3.1 The auditor’s intended role
The agency theory has its origins in an article, written by Alchian and Demsets (1972). Their
purpose was to form a theory that aims to describe reality i.e. a descriptive theory. With
agency theory you can see that every organisations is based on self-interest. It reinvents the
important role of incentives and self-interests in organisational thinking (Eisenhardt, 1989).
To define an agency relationship, there is a contract between the principals (shareholders) and
the agents (managers), where the shareholder delegates responsibility and controls his or her
agents. Within this relation the agent has more superior information’s about the company than
the shareholders and an information asymmetry exists and is considered as the natural conflict
of interest (Messier, 1997). The agency theory (or often referred as the agency – principal
relationship) explains that if both parties in the relationship are utility maximisers, there is
substantial risk to consider that the agent will not act in the best interest of the principal every
time, because the agent likes to receive personal gain (Jensen & Meckling, 1976).
In economic terms audit is commonly analysed as a third party i.e. an auditor, who reduces
agency costs (Richard, 2006). With agency theory the auditor’s role can be explained by
understanding the need for an independent auditor to review the financial statements (Messier,
1997). The need for an auditor arises when the principal believes that the manager is
manipulating the financial statements to his or her benefit. To avoid this, an auditor is
appointed by the principal to make sure the agent fulfils his or her commitments (ibid.). This
emphasises that auditors must be objective and independent to make sure the agent stays loyal
to the company and the principals receive reliable financial information. Auditing is
demanded from the company because it plays a valuable role for the company’s debt holders,
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shareholders and managers (Messier, 1997). The relationship between the parties can be seen
in figure 1.

Agent

Principal

(Manager)

(The shareholders)

Auditor
(Independent agent)

Audited information

Figure	
  1.	
  Agency-‐principal	
  relationship	
  and	
  the	
  auditor	
  (revised	
  Messier,	
  1997,	
  p.	
  7)	
  

The agency theory alone can not explain the auditor independence (Arnold & Lange, 2004;
Messier, 1997). Since there is a risk, that the auditor has self-interests (such as financial and
social incentives) it is possible that he or she will neglect their loyalty towards the clients
shareholders and the independence will be impaired (Arnold & Lange, 2004).

3.2 The concept of auditor independence
The concept of auditor independence has a long history and until today it still remains a
contentious concept. Since the early twentieth century, independence has been associated with
integrity, honesty and objectivity (Hudaib & Haniffa, 2009). To maintain independence,
relationship that could affect the auditor’s objectivity has to be excluded (Messier, 1997).
Independence can be explained in two different forms: “Independence in mind” and
“independence in appearance” (Mautz & Sharaf, 1964). Independence in mind is basically a
state of mind that permits an opinion without being affected by influences that compromise
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professional judgment and keeps a proper attitude in the planning of an auditor’s review
(ibid.). Independence in appearance is in other words when the auditor has to be as useful as
possible, so he or she must avoid any appearance of lacking independence (ibid.). It also
refers to the publics or others perception of the auditor independence (Bakar et al., 2005).
When the concept is described as an intangible mental quality, it makes the term difficult to
understand in the reality of the auditor’s work (Richard, 2006). Even if the auditor is mentally
independent, he or she must show to the public some visible and accessible signs of
independence. Auditors try to show through the concept of “independence in fact” and the
“independence in appearance”; that their relationship with the clients and the financial market
can be trusted because of their independence and competence (Flint, 1988). With this concept
in mind an auditor has to be independent in fact, but also avoid threats that may affect the
independence. Users of financial statements may lose confidence in the auditor’s ability to
report truthfully, if they perceive the auditor as not being independent (Messier, 1997). Focus
will be on independence in appearance, since the independence in mind is the auditor´s state
of mind.
Several countries governments have implemented professional audit standards, sanctions like
Code of conduct etc., because of the dealing with auditor´s independence (Vanasco et al.,
1997). Since, auditor independence is considered being the major hallmark of the auditing
profession (ibid.). Independence is also an essential element of the audited financial
statements in safeguarding the interest of several parties like management and investors
(ibid.). Auditor´s independence in the Anglo-Saxon countries has, according to Vanasco et al.
(1997), reached a high level of sophistication because the Anglo-Saxon influence on auditing
bodies.
The purpose of a financial statement is, according to Smith (2006) to provide the shareholders
of a company with relevant and reliable information for economic decision-making. Investors,
creditors, suppliers and customers need reliable information to make economic decisions,
concerning the company, which issues the financial statement (Smith, 2006). The auditor’s
contribution and responsibility to society is to confirm the truth and justice in reporting
financial statement (Eleanor, 2011). If the auditor’s independence is impaired or questioned
by the shareholders, the financial statement will lack credibility (ibid.). Thus, the provision of
audit quality will not correspond with the public´s interest (Wines, 2012), where the audit
quality is determined as a balance between competence and independence (Richard, 2006).
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This factors combined make it necessity for the auditor to be loyal to the clients company so
he or she can ensure that the shareholders receive reliable financial information.
A conflict of interests arises when the auditors should fulfil their responsibilities to the
external users but at the same time receive financial benefits because of pleasing their client
(Bazerman et al., 1997). This conflict is commonly referred as a moral-trade off that auditors
face in their everyday work (ibid.). After several years a relationship may occur between the
manager´s team and the auditor and according to Richard (2006) it can take two forms: a
professional and a personal relationship. It appears that a relationship between the manager
and the auditor is often extremely professional, but it does not exclude personal relationships
entirely. The personal relationship arises from several years of working together and that is
why it is difficult not to get involved on a personal level (Richard, 2006). Bazerman et al.
(1997) argue that audit failures are a natural consequence of the auditor – client relationship.
Even for the most honest auditor it is psychologically impossible to maintain objectivity and
avoid cases of audit failure (ibid.). Despite all the criticism in recent years, it is very unlikely
that an auditor and a client deliberately will issue a faulty financial statements (ibid.).

3.3 Prior research of auditor independence
Prior studies show that the auditor independence can be seen from many different
perspectives. The factors that influence the area vary depending on the investigated
perspective. After the corporate scandals9 accounting and audit firms have been more careful
and they have also been working hard to ensure that the quality of their audit work is of a high
standards (Francis & Yu, 2009). Bakar et al. (2005) and Bakar and Ahmad (2009) have
investigated loan officers and Malaysian accountants perspective on factors, influencing
auditor independence. Important factors that influence auditor in-dependence, according to
these studies, are the size of audit fee and the size of the audit firm. The fee the audit firm
gains from one client may be more important, since it presents a larger proportion of the total
revenue for a smaller firm than for a bigger firm (Bakar et al., 2005).
Other studies have showed that auditors, working for the “big four”, have more expertise and
that is why their audit outcomes are consistent with producing higher audit quality than
smaller firms (Francis & Yu, 2009). The reason is that they have larger offices and therefore
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have more peers, which the auditor can consult with if there is any problem; beside they have
a better technical support team (ibid.). The technical support team provides the auditor with
updates, push notifications etc. on a daily basis.
The larger firms have many inspections to consider, one is PCAOB10, which particularly
concerns and controls the audit quality. These inspections have created incentives for the
firms across the globe to ensure that their audit quality is of high standards (Francis & Yu,
2009). Hence, the local office is therefore more engaged in consulting their national offices.
The “big four” are organised as a national partnership and have annual national training
programs to capture better knowledge about the firm and the way it is conducting business in
their foreign office (ibid.). Though there is no guarantee that the larger audit firms resist
pressure from the clients in a better way than smaller firms, this was the case with the
corporate scandals (Bakar & Ahmad, 2009).
IFRS are principles-based, complex and sometimes unclear accounting standards, which leave
room for interpretation and judgment for the auditors (Hoogendoorn, 2006). Therefore it is a
risk that the auditor will become involved in preparing the financial statement they are
claimed to review (ibid.).

3.4 An institutional perspective on auditor independence
Institutional theory explains how different organisations develop and adapt to rules,
legislations and continuity in social structure (Scott, 2001). To secure the confidence in
auditing, it is necessary to create institutions and legislations that keep the auditors
independent and professional (Bazerman et al., 1997). This is to ensure that the auditor does
not ally with the client in order to receive benefits on behalf of the audited organisation's
shareholders (ibid.). Hence, the auditing profession is a highly structured organisational field
and contains several constraints for the auditors. The theory can also explain, why individual
actors take action to create, act and think in a certain way (Scott, 2001). One other relevant
aspect of the theory is the context of understanding the impact of internal and external
influences, that could change in various situations and in different organisations (Weerakkody,
Dwivedi, & Irani, 2009), like new and developing framework and legislations. When audit
firms use the same frameworks all around the world, they become more and more similar to
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each other (Marton et al., 2012). The theory in general is applicable to get a better insight in
new changes like legislations and standards, which are complex and difficult to understand
(Weerakkody et al., 2009). There are different kinds of institutions; examples of institutions
are ethic codes, laws, and contracts between individuals (Scott, 2001).
Furthermore, when uncertainty and constraints exist for individuals within a highly structured
organisational field, they tend to act rationally (DiMaggio & Powell, 1983). Commonly this
leads to homogeneity in structural, cultural and output (ibid.). The objective with standards,
issued by regulatory bodies and the major professional accounting organisations, is according
to Wines (2012) to provide auditors with guidance and a framework to evaluate their
independence in practice. By adapting to institutional requirements, the companies can
achieve both acceptance and legitimacy (Deegan & Unerman, 2011). Thus, the audit firms
will most likely adapt to these legislations and norms in order to achieve acceptance and
legitimacy from the public. According to this reasoning, auditors as individuals should act
rational in situations where uncertainty exists. The auditor should obey standards and
legislations and not conduct biased auditing, even though incentives and uncertainty exist,
thus the auditors should maintain their independence.
DiMaggio and Powell (1983) describe institutional theory with help from three pillars; these
are coercive isomorphic (political, regulative and laws), mimetic processes (culturalcognitive) and normative pressures (professionalism). These pillars explain that in the end all
organisations push towards to homogenisation. When an organisation is in their initial stage
of the organisations life cycle it appears to look like a considerable diversity from other
organisations, but once they are established they start to mimic each other (ibid.). There is a
correlation between these three types of pillars and they are derived from different conditions,
therefore the result may not always lead to homogenisation for the organisations (ibid.).

3.4.1 Coercive isomorphic
The coercive changes in organisations are created by formal and informal pressures, which
can be felt as persuasion or as force from the environment (DiMaggio & Powell, 1983). By
law, the state can directly regulate or in more indirect ways transform the organisations in
different areas (ibid.). When the government persuades or forces organisation to implement a
new law, the organisations becomes more and more similar to each other (ibid.). Audit firms
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have to comply with different auditing standards and legislations because the government
demands the firms to do so. Some of the changes that organisations make can be perceived as
a direct response from the government (DiMaggio & Powell, 1983). Coercive isomorphism
could therefore help to understand how the audit firms apply laws, legislations and standards.

3.4.2 Mimetic processes
Organisational imitations do not only derive from isomorphic but are also a result of different
kind of situations, where uncertainty within a specific organisation exists. Organisations tend
to mimic other organisations when goals are ambiguous. This is also the case when other
organisations are perceived as legitimate or successful. A mimetic process is especially
encouraged in an organisational field within a profession with qualified labour force
(DiMaggio & Powell, 1983). Since the auditor profession is considered as a qualified labour
force and the audit firms endeavour being legitimate, the mimetic isomorphic can explain why
the firms copy each other’s audit processes.

3.4.3 Normative pressures
Normative pressures are explained by professionalisation; organisations only hire people with
professional education (DiMaggio & Powell, 1983), which can be seen from an audit firm’s
perspective. The audit firms only hire employees who are or trying to become chartered
auditors. The normative pressures from organisations make the professionals act in a certain
way (ibid.). The same coercive and mimetic pressure exposes the professionals as and the
organisations they are working at (ibid.). In other words: an auditor feel pressures from the
audit firm, their clients as well as from the client’s shareholders. To maintain confidence from
these parties the auditor needs to stay in a professional and independent stance (Tagesson &
Eriksson, 2011). With this perspective in mind, the auditor has to compromise in order to
satisfy all these different parties, which makes them look a lot like their professional
counterparts in other organisations (DiMaggio & Powell, 1983). In audit firms the auditor
may therefore experience similar pressure from their employers, clients and the laws,
regardless for which company they are working.

3.4.4 Difficulties in the auditor’s institutional environment – Moral Seduction theory
In a study conducted by Moore et al. (2006) the authors argue that cognitive, organisational
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and political forces have eroded auditor independence. The main points will be the cognitive
factors in order to create a framework that will give an understanding of what lies behind the
auditor’s way of thinking and their views on unconscious influence. Moore et al. (2006)
believes that conflicts of interest arise when structural features of the auditor – client
relationship exist and the cognitive process allows them to affect auditor’s judgement.
Institutionalised legislations and reforms of auditing have contributed to creating an
environment where the demand for independence is difficult to achieve. In this context
potential threats to independence occurs due to managers hiring and firing auditors, auditors
taking position with their clients and auditors providing non-audit services (ibid.).
Many prior studies indicate that both economic and social incentives affect auditor’s
judgement and therefore auditor independence (Moore et al., 2006). Moore et al. (2006) use
the cognitive process to explain why auditors sometimes make decisions that are not based on
justified analysis of the financial statement. Within this process there is a risk that
professional auditors are unaware of the gradual erosion of independence, that may occur, and
the gradual accumulation of pressure that will lead to biased decision: this is referred as
“Moral seduction theory” (ibid.). Moral Seduction theory can help explain, why auditors do
not always make decisions based on analytic conduct.
Moore et al. (2006) emphasise that unconscious bias is far more extensive than conscious bias.
That is why conflicts of interest often occur without conscious intention of wrongdoing.
Corruption occurs when individual maintains the image of himself as a practitioner with high
morals and ethics (ibid.). Furthermore Moore et al. (2006) argue that society can not eliminate
the risk of arising conflict of interests. However, measures can be taken to reduce the number
of these conflicts. Prior measures have been inducted to establish legal penalties in order to
stop corrupted individuals. Nevertheless it still failed to solve the initial cause – to enhance
the auditor independence.
Moral seduction theory refers to standards and legislations like Sarbanes-Oxley act, which is
an established law in the United States. Nevertheless, Moral seduction theory is applicable for
independence of auditors in Malaysia, since the structural features of the auditor – client
relationships also exist in this country. So the potential threats to independence occurs (as
mentioned above) due to managers are hiring and firing auditors, auditors taking position with
their clients and auditors providing non-audit services.
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3.4.5 Parts of moral seduction theory
Moore et al. (2006) state that the cognitive process can help explain how auditor – client
relationship may affect the auditors judgement and point out selective perception, plausible
deniability, escalation of commitment, inaccuracies in self-perception and effects of
accountability as crucial part of the theory.
Selective perception refers to how people unintentionally have a tendency to choose decisions
that favours their own interests, even when they try to avoid it. This type of self-serving
behaviour can have a major impact in economic decision-making. This can cause the auditors
unconsciously fulfil their self-interest, even when their intention is to meet the requirements
of independence in accordance with professional legislations.
Research shows that people are more likely to approve a biased proposal, made by someone
else, than to form their own independent decisions. This is referred as plausible deniability,
and may result in problems when auditors have to conduct an audit of the financial statement,
presented by the client, which should be in alignment with financial standards.
Escalation of commitment describes how moral seduction occurs gradually as described
earlier. If the auditor during his or her first year of auditing approves a doubtful accounting
method there is a great chance that later on this same method will develop in to a violation of
the law the following year. Audit firm has to report violations of auditing because of the
potential risk of lawsuits or getting legal penalties. Moore et al. (2006) believe that it is
unclear, whether these risks are sufficient to counteract the incentives of selling profitable
non-audit services to clients. Even though audit firms normally have a genuine interest in
conducting unbiased reports, there is a risk that individual auditors face other incentives when
their careers can depend on building relationships with their clients.
Inaccuracies in self-perception – with greater economic incentives there is a greater chance to
clash with professional obligations and normative behaviour. This results in a conflict of
interest. Most likely these incentives lead the auditor to act against obligations to society.
Therefore their independence will be impaired.
Effects of accountability – the responsibility of the implementation of high professional
standards should come directly from the accounting firm to achieve more accountability, so
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standards become more effective. Ethical standards sometimes create ambiguities and grey
areas about how to behave. Ambiguities may lead the auditor to ethical violation that occurs
gradually, which makes it easier to motivate and rationalise a legal violation.

3.4.6 Criticism of Moral Seduction theory
There are some studies criticise Moral seduction theory. One of those people is Nelson
(2006), who to some extent agrees with Moore et al. (2006). Nelson (2006) shares the same
opinions about the existence of inherent conflicts of interest and that the auditor’s incentive
affects their decisions, both consciously and unconsciously. He criticises Moore et al. (2006)
comments on the new legislations and reforms that the auditors should be inadequate to.
Nelson (2006) is certain that a deeper understanding of these legislations and reforms is
required before they could be rejected. Furthermore the auditor faces incentives to follow the
standards and the rules by considering the risk for lawsuit and the risk for economic
sanctions. Nelson (2006) considers it appropriate to conduct more extensive analysis on
auditor’s incentives and the institutional environment that the auditors are hired and operating
in – just to gain an understanding of the auditor’s independence.

3.5 Summary of the theoretical framework
The auditor’s obligation to the shareholders is to confirm the truth and justice in reporting
financial statement. That is why, in this context, the auditor has to be independent. His or her
role can be explained as a third part in the agency – principal relationship (Messier, 1997). If
the auditor’s independence is impaired or questioned by the shareholders, the financial
statement will lack credibility. When auditors face financial benefits of pleasing their client,
and they at the same time should fulfil their responsibility to the clients shareholders, a
conflict of interest exists. In doing so there is a risk that the auditors neglect their
responsibility to conduct an unbiased review (Arnold & Lange, 2004). It is necessary to create
institutions and legislations that keep the auditor independent and professional, so the
confidence in auditing is secured (Bazerman et al., 1997).
The institutional environment described by DiMaggio and Powell (1983) explains that
organisations become more and more similar when the government persuades or forces
organisations to implement and follow a new law, standard or principle. When uncertainty
and constraints exist for individuals within a highly structured organisational field, which the
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auditing profession is a part of, the individuals tend to act rational and maintain independent.
In this context the auditors will act rationally and maintain their independence. By adapting to
institutional requirements, the companies can achieve both acceptance and legitimacy
(Deegan & Unerman, 2011), which also results in pressure from their audit firm. Since the
firm demands the auditor to stay independent, but still please the client. The perception of
auditor independence from the public or the shareholders is therefore very important for the
audit firms. Most likely the firms and the auditors adapt to legislations and norms in order to
achieve acceptance and legitimacy from the public. Thus, the institutional environment can
explain, why auditors will maintain their independence.
The institutional environment can also put the auditor in situations where it is difficult for him
or her to maintain his or her independence (Bazerman et al.,1997; Moore et al., 2006). Thus, it
is highly possible that potential threats to independence occur due to companies hiring and
firing auditors, auditors taking sides with their clients and providing non-audit services. The
structural features in this context affect auditor’s judgement, economic and social incentives
(Moore et al., 2006). Moore et al. (2006) argue that unconscious bias is far more extensive
than conscious bias and conflicts of interest often occur without deliberate intention to be
corrupt. The cognitive process in Moral seduction theory can explain why auditors sometimes
make decisions that are not based on justified analysis of the financial statement. The
auditor’s environment can be seen in the analytical model (Figure 2.), where the expectations
from the shareholders, demands from the agent, pressures from government and auditing
bodies, independent pressures from the audit firm are presented. All these factors affect the
auditor’s daily work.
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An institutional environment that explains why the auditors will maintain their
independence:
-‐ Coercive isomorphic
-‐ Mimetic processes
-‐ Normative pressures

An institutional environment that explains why the independence might be impaired:
-‐ Moral Seduction Theory	
  

Agent

Principal

(Manager)

(Shareholder)

Auditor
(Independent agent)

Global audit firm

Auditor independence

The government and
the accounting bodies

Audit firm

Figure	
  2.	
  Analytical	
  model	
  based	
  on	
  the	
  theoretical	
  framework	
  (revised	
  Messier,	
  1997,	
  p.	
  7)	
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4. Empirics
This chapter presents the empirical data, collected for the study, which consists of seven
different interview sessions with auditors who are or have been working in Kuala Lumpur,
Malaysia. It starts out with an introduction that explains some important frameworks and
control checks for auditors in Malaysia, which is a basis to understand the auditors’
elaboration on auditor independence. After that, the respondents´ discussions, about
auditor’s independence, are presented under separate themes from the interview guide, in
order to assist the reader. The complete interview guide is to be found in Appendix 2., and the
original, unrefined quotations are to be found in Appendix 3.11

4.1 Malaysian accounting and auditing profession
In the chapter of empirics, we decided to present a brief review of different frameworks of the
Malaysian accounting and auditing profession. The audit profession is considered to play a
significant role in society (MIA, 2013a) – in view of the audit firms and the professional
auditors responsibilities and obligations towards their clients, employers and the public. This
is why the auditors have to comply with different laws, legislations and standards. The
frameworks will be presented to create a better understanding of the auditors’ environment in
Malaysia and will help the reader to understand the empirical data collected. It was necessary,
since the respondents’ are referring to these and especially since the reader most likely is not
familiar with the different frameworks in Malaysia.

4.1.1 MIA
MIA is a statutory body that was established in 1967, under the Accountants act in Malaysia
(Malaysian Institute of Accountants [MIA], 2014c). Their function is to regulate and develop
the audit profession. MIA has more than 30.000 members and no one can practise as an
accountant unless he or she is registered as a member. This is because the title “accountant” is
protected as directed under the provisions of the law (ibid.). MIA’s responsibility is to
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maintain the credibility of the audit profession through education and quality assurance. This
is to meet and ensure the public expectations of accountants (MIA, 2014c).
To become a chartered accountant registered with MIA, the applicant must pass the final
examination to become a Bachelor of Accounting, and have at least three years of working
experience (Malaysian Institute of Accountants, 2014d). A bachelor of accounting can also be
complemented by three years of working experience in the service of bank, insurance etc.
(ibid.).

4.1.2 MICPA
MICPA was established in 1958 and has played a key role in the setting of accounting
standards in Malaysia. MICPA has more than 3.200 members and over 500 of those are
registered candidates. The members are qualified, certified public accountants, which means
they can audit public listed companies (Malaysian Institute of Certified Public Accountants
[MICPA], 2014a). The institute is a founding member of the International Federation of
Accountants (IFAC). Through participation in the IFAC compliance program MICPA has
promoted convergence to different international standards to protect public interest in
Malaysia (ibid.).
MICPA provides their members with service and technical activities. For example: when
there is a new standard, they provide their members with guidelines of how to apply it to
accounting, auditing and financial reporting. MICPA has an advisory service in all fields of
certified public accountants work and also updates members through professional education
and developing programs etc. (MICPA, 2014a). One of the objectives of the institute is to
maintain the professional independence of accountants, no matter in what capacities the
auditor may be serving at all times (ibid.).
To become a member of MICPA, the applicant must pass the final examination to become a
Bachelor of accounting or has to obtain a Diploma of accountancy accredited by MICPA
(Malaysian Institute of Certified Public Accountants, 2014b). The MICPA – ICAA (Certified
Public Accountants and Institute of Chartered Accountants Australia) Programme must be
completed and complemented by three years of relevant practical training experience in an
office of a certified public accountant in public (Malaysian Institute of Certified Public
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Accountants, 2014c).

4.1.3 IFRS, MFRS and MPERS
IFRS was founded and developed by IASB in order to promote further convergence between
Generally Accepted Accounting Principles and other international accounting standards and
practices to make the world more harmonised (Yaacob & Che-Ahmad, 2012). Today IFRS is
a global phenomenon and is escalating further (ibid.). The standard is either required or
applied in more than 122 countries (IFRS, 2014). With the adoption of IFRS IASB has an
ultimate objective to harmonise the accounting and facilitate comparability between listed
companies in different countries (Marton et al., 2012). The objective is that all listed
companies should use the same standards, which in turn will lead to a stronger and more
efficient capital market (ibid.).
IFRS have been fully converging in Malaysia but there are still some problems, especially
with IAS 39, which is a standard of financial instrument (Yean, 2006). IAS 39 explains, how
a company should handle their recognition and measurement of financial assets and financial
liabilities (Malaysian Accounting Standards Board, 2011b). Other countries have also
described IAS 39 as the most difficult standard to implement and understand (Nimer, Idris,
Al-Okdeh, & Nassar, 2010). Because of the complexity, not only for IAS 39 but also IAS 40
(Investment Property) and IAS 41 (Agriculture) 12 , Malaysia has different frameworks:
Malaysian Financial Reporting Standard (MFRS) for listed companies and Malaysian Private
Entities Reporting Standard (MPERS). The latter categories are based on IASB’s IFRS for
SME (Malaysian Accounting Standards Board [MASB], 2014a). Because the local companies
in Malaysia find the standards complex, MPERS do not require IAS 39-41 (ibid.).

4.1.4 By-Laws
The By-Laws are issued by MIA and are binding for all their members. The By-Laws are
substantially based on the Code of Ethics for Professional Accountants, issued by the
International Ethics Standards Board of Accountants, which is published by the IFAC (MIA,
2013a).
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Because of the significant role, played by the auditing profession in society, the objective of
the By-Laws is to exhibit the highest possible standards of ethics, professionalism and
professional conduct for the members of MIA (MIA, 2013a). There is also a requirement, that
a key audit partner can not audit the same public listed client for more then five years (ibid.).
The By-Laws is a standard that requires the auditors and the audit firms to be independent and
objective in their profession and their fulfilment of duties. The interpretations to the rules on
independence create a framework for the auditors to describe explicitly when the
independence is impaired (or not) in practise. MIA means that the By-Laws go beyond
obeying laws, rules and legislations. Since the trust is very essential to business and in society,
it is crucial to always do the right thing under the circumstances (MIA, 2013a).

4.1.5 ISQC1
MIA adopted International Standard on Quality Control 1 (ISQC1) in July 2006, which was in
line with the approved standards of auditing in Malaysia. The purpose of ISQC1 is to enhance
the audit firm’s responsibilities in order to establish and maintain internal systems of quality
control. This is to ensure that the audit firms and its staff comply with professional standards
and requirements of legislations and legislations. It is also to assure that the reviewed
financial statements, issued by the firm, are appropriate under the circumstances (Malaysian
Institute of Accountants [MIA], 2013b).
The policies and procedures shall be documented by the firm and communicated to the staff.
The relevant ethical requirements mainly consist of requirements on policies and procedures
to get the audit firm and its personnel to maintain independence. The firms are also required
to obtain an annual independence confirmation, where they confirm that the procedures and
policies, regarding independence, are in compliance with the requirements (MIA, 2013b).

4.1.6 AOB
The Audit Oversight Board (AOB) was established by the Securities Commission Act and
introduced in April 2010. The main purpose of AOB is to promote and develop confidence in
the reliability and quality of audited financial statements in Malaysia (Securities Commission
Act, 2010).
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Their responsibility, among others, is to make sure that the registered auditors apply auditing
and ethical standards. AOB registers auditors of public interest entities and conduct annual
inspections on the registered auditors to assess the degree of compliance of the standards. If
the auditors do not comply with the ethical and auditing standards, according to the conducted
inquires by AOB, sanctions are imposed against these auditors. The inspections are conducted
annually at the “big four” audit firms (and the two largest audit firms besides these), which
meet the requirements of more than 10 partners and have conducted auditing of more than 40
public interest entities. Within a pre-determined inspection cycle, the AOB also intends to
inspect the other firms, which audit public interest entities (Securities Commission Act, 2010).

4.2 The respondent’s view of auditing
According to all respondent the audit process with an established client relationship is an ongoing process. In general it starts with controls, checklists and financial audit. In the
beginning of every new financial year, they have to do an assessment to decide whether they
have to resign or continue with the engagement. When they review listed and international
companies, they are communicating with overseas offices during the year. They discuss intern
controls, audit process, observations and all the difficulties during the audits. Furthermore,
respondent A pointed out that the auditing process depends on the specific environment of
each client.
Non-listed companies often referred as SME are normally audited after the financial year e.g.
the financial year 2014 is reviewed in the beginning of 2015. In F’s firm they are required to
stay close and maintain good communication with their clients during the auditing period.
Besides using email and telephone, they can contact their clients by using their smart phone’s
free apps such as Skype, WhatsApp etc. According to F, all the email conversations with the
clients must be written in professional and formal format and they have to add a copy to their
engagement manager and partner, if the conversation is important. Another aspect from
respondent C is: Because the independence issue is a part of the importance to all of the
accounting firms, we are very careful. All of us are required for instance to disclose whether
we got any conflict of independence issue before starting any PLC, public listed company, for
instance
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C’s company is also very careful to provide a client, they audit, with non-audit services. They
have to perform an independence checklist to avoid advisory colliding with auditing. The
checklist is a form for avoiding conflicts of interest. When E’s firm takes over a job from
another firm, they need to check with the prior audit firm if there is any reasons, why they
should not audit the company. They also need to assess the competence of the management
and do some research of the company. D explains, that their risk manager assess the
company’s financial stability before they accept the client. This is another safeguard the
auditors have to comply with in order to avoid conflict of interests. Respondent E expressed
this as follows: We are doing all this up front, so we would not be caught in a situation, you
know. Accepting the job and later found that there is something uncomfortable. So we try to
minimise that risk; of course we can not control everything but we try to minimise that.
Respondents from the larger firms13 claim that in order to confirm their independence, their
audit firms have corporate risk officers. They investigate the recent audit quality, on a timeto-time basis that is updated in the audit firms system. This information is later translated into
audit procedures and all the requirements can be extracted from their library. This is a security
system, where all auditors have to look into these requirements so they make sure that they
are independent. They also use the risk management department, if the auditor has any
problems or do not know what to do in a specific situation (if they need an approval before
they can precede the audit etc.). This is a safeguard to ensure that they are in line with the
required legislation and standards. When G’s company has a problem with auditing, they
always ask someone on the same level first, before they ask the risk department or example
the manger.

4.2.1	
  Auditing	
  and	
  accounting	
  legislation	
  and	
  standards	
  	
  
According to B, D and F the legislations and standards of auditing and accounting are good
for the auditor’s duty to maintain professional. Chartered accountants have to comply with
auditing standards and ethical requirements to improve the quality of audit services. D points
out that everything is in the auditing standards, and she thinks that the audit profession is
easier to conduct after the implantation of the international auditing standards, because the
same standards are applied all around the world. E emphasises the importance of compliance
of independence and ethical rules for the auditors and their firm.
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On the other hand some of the auditors have another view of the standards. A believes that it
is tougher to be an auditor today, because of all these extremely exhaustive legislation and
standards, designed to control the audit profession. A, C and D say that there are several
independence checklists they have to accomplish as auditors. Respondents A argue that a
major reason, why co-workers left their firm, is because of all the checklists and controls that
the auditors have to comply with. According to A, C, D, E and G their audit firms are a
subject for annual inspections by AOB, which assesses their audit work and how they comply
with ISQC1. It is the professional bodies like MIA, MICPA and BURSA14 who inspect the
firms on a national level. In addition to all these external inspections, all the larger audit firms
have requirements within the firm to comply with. Their firms have an international quality
assurance review, where people from overseas within the global firm assess their audit work.
They also have an internal quality assurance review, where their internal work is reviewed.
This is to ensure that they are in compliance with all the standards and ISQC1. According to
C the auditors have to conduct a lot of reviews regarding compliance of legislations, but they
are also being audited themselves within their audit firm. C commented the annual
inspections: We have lots of inspections. So as a result, the work has to be properly done. If
you breach, you/we will be spotted and than I think you/we will get a reprimand.
With the existing accounting standards, B thinks it is easier to treat with the clients, whether
they are in dispute or not. He means that with IFRS/MFRS they have something to rely on. In
this manner they are provided with a guidance, which makes it easier to tell the clients that the
financial statement has to be presented in a specific way. On the other hand B argues that a
standard is just a standard and not the law, which leaves room for interpretation. B stated:
Somehow it has provided us with some guidance and reliance. Reliance is actually not relying on
the standards, but relying on a possibility: It can be discussed with the client! To argue with the
client! That this is the standard! But somehow, standard is just a standard, it is not the law, it is
not called an act, so it is again a subject of interpretations. (Respondent B)

A experienced the accounting standards as very difficult and complicated, especially for the
clients. They especially need to consider IAS 39, which is a standard of financial instrument,
which is very complicated and hard to understand for the clients. A are concerned, that most
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of their local clients are not competent enough to do their own financial job and this affects
the independence. A explained the situation in Malaysia:
In the Malaysian environment, unfortunately, we do not have that many clients that are so
competent in applying all this. So, then how, how can it affect us, auditors? We would than need
to help them with it. Sometimes it would sort of intersect with some of our responsibilities,
because we suppose to be independent checkers. But we end up going down to the field and
teaching them; look, these are the things you need to do. (Respondent A)

B agrees with A and even admits that auditors within his firm sometimes have to help their
SME with the preparation of the financial statement. This is according to B, because clients
are lacking understanding for accounting standards and that the clients English is not
sufficient. The issue regarding language difficulties arise because in Malaysia English is the
professional language, while the Bahasa Melayu is their mother tongue and one of the four
official languages used in Malaysia. F’s explained that their firm communicates in English
with their clients, unless there is a special request from their client to communicate in other
language such as Bahasa Melayu or Cantonese. According to C, competence is not a problem:
In certain countries perhaps the perception is that in the developing countries we are
probably holding hands with the clients and are too close to them. I think Malaysia is not in
that category, since we know were to draw a line.
C agree that it can take some time, for the client to learn all the standards, and argue that there
are not so many new changes; so their clients just need to be aware and get some time to
prepare. A and D argue that MPERS is easier to comply with and is not that complex as
IFRS/MFRS. C and D agree with A about needing some time to educate their clients about
the accounting standards, so they can do their job, which includes work with the numbers. But
D argues with that: Auditors must always play the independence role – the objective role. We
step back if we believe that this is the job of the client and not our job.
The issue with auditors, helping their client with the preparation of the financial statement, is,
according to all the respondents, wrong, because as auditor they are only suppose to be the
independent checkers. A believe that because of this issue auditors in general spend a great
deal of time with their clients. This occurrence affects the auditors working hours.
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Respondents A explain the situation: In other countries they can go home at, let’s say five
o’clock in the afternoon. We sometimes get home at 4 AM, you know

4.2.2	
  How	
  do	
  audit	
  firms	
  adapt	
  and	
  comply	
  with	
  legislations	
  and	
  standards	
  
All respondents, who work for the larger firms, explain that they have a technologic support
team who sends all the auditors emails, push notifications and inform all auditors in the firm
about important updates. Beyond that, the auditors update themselves by attending courses
every year. There are different courses for a senior associate – like the respondent in interview
A. She is supposed to take courses about auditing and legislations for her level, which include
courses about independence. When it comes to a manager (or higher level) they only need
attend update courses for legislations, which is a requirement for all the staff. According to B
and E, the education and the courses make the auditor fully equipped to know when and how
to seek guidance. Even though the firm, where B works, does not have a technical support
team, he argues that the education provides them with a sufficient knowledge. Whether it is a
small or a large firm, all of them provide education and new courses for employers to attend
every year. F is working in a smaller firm that uses a system where Audit Partners or Audit
Senior Managers share the information’s with all the team leaders via email, when new
legislations, principles or standards are implemented. Beside that, Audit Senior Managers
have a special training every month in order to brief the implementation with all the Audit
Team Members. If they are not familiar with a specific standard, F can also discuss and get
instruction from his Audit Partners or Audit Senior managers, before giving advice to his
clients. Sometimes the problem is too difficult, so F has to tell the client to contact his
partners or managers so they can have a special meeting. This can be compared with A and
D’s firm, where auditors, who do not know the basics of a standard, have to book a meeting
with someone from their technical support team to discuss the issues and standards.
A explain that they are not fully familiar with all the accounting standards because of the
complexity and the large number of the new standards. As auditors they need to know the
basics, but not memorise everything e.g. if they audit a client in real estate business, the
auditors normally are familiar with the standards regarding real estate, but not with other
irrelevant standards. C agree, that there is a great deal of pressures on auditors, but they put a
lot of effort in the independence and conflict of interest issues. One of the respondent
expressed similar opinion about the rules and audit standards because of the reputation and
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size of the firm: There are a lot of rules, but there are no choices. We have a lot of rules and
as auditors in a firm of our size we must comply with them. (Respondent E)
F do not see any negative aspects in the implementation of new frameworks. They do not
think that it brings any huge impact on them because they are already professional chartered
accountants. They always need to update their auditing skills and knowledge from time to
time in order to ensure that they promote high professional standards of auditors. This makes
their work challenging, but in a positive way. Respondents E and F also explained that they
already started to attend the course for the adoption and implementation MFRS for SME
(before this became a requirement) to ensure they promote high professional standards of
auditors.

4.3 The auditor – client relationship
Before the audit firms can accept a new client, they need to assess and confirm their
independence. They make sure there is no conflict of interest and also that they have the
capacity and the right people to audit.
All the interviewed firms, apart from B’s firm, have their meetings at their client’s offices. B
says that he prefers talking to the client via e-mail, because then everything is “black on white”
and the auditor can not help the client with his or her problem, regarding accounting. At C’s
firm they usually have two to three phases of the audit process: 1.) helping the clients to
understand the audit business before proceeding to the audit, 2.) helping the clients become
aware of the finance, 3.) eventually establish the liaise to audit the report. It is an on-going
process through the whole year, but the focus is on the second half. F explained the
importance of an independent room, where they look through all the relevant documents. The
room must be locked and all the documents must be closed properly before they leave the
client’s office. They are not allowed to discuss any problems about the clients or the
documents in public areas. The auditors are well aware of the “independence in appearance”.
E express it:
It must be clear in our mind what we can and can not do. Yeah, of course, the expectations from
the public are also very important. We must take care of the so-called appearance, right. So in
the public should we be very friendly, over friendly with our client, or should we maintain
professional? (Respondent E)
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According to A the SME’s sees the auditors as the necessary evil, because they have to
comply with standards and nothing positive is coming from the audit firms. Therefore her
company, one of the largest audit firms, has developed and implemented a program called
“Three client principles”. The program teaches the auditors to deliver value to their clients
instead of telling them what they are suppose to do, e.g. I want you to impair your access.
Instead they sit down, listen to the client and ask him or her several irrelevant questions in
order to get the needed updates, to see the justification and then move on to the standards.
This is to receive relevant information for the audit process and to make the standards more
relevant for the client. But most of the time the client perceive this as very difficult since they
normally do not have a financial education. The Manager´s thoughts from interview A about
the program are:
I think we have to take a step back, listen to the clients first and see how and what are the
justifications and only then move on to seeing how we can go about the standards. We are not
running away from the standards, but trying to make the standards more relevant to the clients.
So, yeah, I think the difficult part is doing that because a lot of the clients nowadays don’t have
financial background – they are merely operational background. (Respondent A)

The auditors have to behave in this manner because they want to deliver their work in the best
possible way. On the other hand, the Senior Associate from the interview A has another view
of this program:
So while auditors are in their professional capacity, are they supposed just to audit the client?
We are trying to go one step further as a firm and that is why we rather engage with the client
then just audit them as a costumer. Instead we are going to treat them as a friend, or something
similar, in order to engage them as a friend to help them understand the business meets in
auditing terms. (Respondent A)

The auditors spend a great deal of time with listed companies and meet or communicate
almost every day, especially on manager level. A say it depends on the type of the client. E
also has problems with less competent clients, because they sometimes request too much from
the auditors when they want guidance. E’s firm safeguards against this threat by informing the
partner, who normally is the only person who can sign advisory documents in the name of
their firm. They need approval and whether or not they can review the client. G pointed out
that before MFRS was implemented, bigger clients requested ”in-house-training” which was a
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full set training (tailor made according to their major business) in order to educate their
finance teams. The training of new standards was conducted at the client’s office and held by
the audit firm’s technical partner or by the audit team.
Even though, C claim that Malaysian auditors are very careful, so they do not go “the extra
mile” and help their clients by preparing their financial statements. C say this is especially
true in larger firms, because they are very careful about what they can or can not do. C offers
another view; they are allowed to advise the clients on the interpretations of IFRS. They
confirmed that most of the larger firms are doing that and they are allowed to do so. A, C, D
and E agree that it is very important not to perform valuations of assets of the firm they are
auditing, because than a self-review would occur.

4.3.1	
  The	
  personal	
  –	
  professional	
  balance	
  
None of the respondents claimed to have experienced a situation, where the relationship with
the client became too personal. The firms will decay their engagement with a partner if the
relationship becomes too personal. Because of the independence, an auditor is not supposed to
have any personal relationships with their clients, which is contradictory to one of the
statements from interview A (Senior Associate) regarding “Three client principles”.
According to G a friendly relationship is one of the biggest threats to independence. D has
clients, where she can talk to them on a personal basis, but still keeps the relationship on a
professional level. She is very serious about being independent and objective and so far all of
her clients respect that. They have never crossed the line, so the independence was never
impaired.
C believes that too personal relationships are quite unlikely to happen. This is because of the
rotation of auditors, which occurs on a regulatory basis every five years, and the fact that
listed companies need to be reviewed at least by two partners. In F’s firm they have to rotate
every two years within the firm to avoid a personal relationship with their clients. E thinks
there is a fine line between having a very good understanding with the clients business, even
though sometimes they need to spend a lot of time with them. They will build a relationship
that may be a bit too personal, but she thinks that they are aware of that. She says that they are
very careful and that she normally is frank with the client regarding what they can and can not
do due to the independence issue. They are very careful not to make any manager decision in
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advisory for the client in order to avoid a self-review. B and F say that in order to keep the
relationship on a professional level, they can not contact their clients after working hours or
for any personal matters. B does not see the problem with this at all. The reason for that is that
he basically does not see his clients, neither do his personnel, unless there is an issue. His
personnel are absolutely not allowed to meet clients after six P.M. B almost dismissed an
auditor because she had been asked to meet a client for dinner. Considering the last three
quotations some kind of friend relationships does exist. Even though the respondents deny it.

4.4 The respondent’s view of auditor independence
All the respondents stated that in order to be independent from their client, there could be no
interest of any kind coming from the clients, no prior friend or family ties, only a formal
relationship. A say that if the relationship gets too personal, the audit firm expect that the
auditor take a step away from the engagement. A also explain that auditors have to make
professional decisions regarding the independence issue. Auditor independence is according
to D and F not only an ability to express an opinion on the financial statements, based on the
auditor’s judgement and professional knowledge, but also right to comply with ethical and
auditing standards. F says it like this: To act independent as auditors we always conduct our
audits based on interest of shareholders. Therefore we, as auditors, must develop our own
judgement and the skill of assessment of the risk. E, who summarised it on behalf of
everybody, said that the expectations from the public are very important, so the independence
in appearance becomes central to their work. They have to know how to act in public and it is
a fine line between the professional and the personal relationship with the client. E perceives
the high level of independence in cases when she finds herself in uncomfortable situation, but
can easily tell her client that the independence will be impaired, because the boundaries have
been crossed. The maintaining of independence protects the firm and the profession. E also
argues that every firm should do their part in maintaining the independence. According to G it
is sometimes difficult when they want to please a client, but at the same time need to be
independent from the client. They express their opinion of auditor independence: In Malaysia
audit is a sour business, so somehow you want to please the client, but at the same time you
want to be standing on your ground. So there needs to be a balance between me and the client.
G confirmed that the clients are well aware of the independence issue, so they respect it and
act professional. But on the other hand they expressed that the clients just want to make sure
the auditor signs the paper as soon as possible without any further inspections: Actually the
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clients we had just said: ‘Please sign my papers and close it. Don’t ask too many questions
and dismiss all the issues’ (Respondent G), which is a problem because in this way conflicts
of interest occur. This clearly proves that clients pressure the auditors, but ladder should
categorically refuse to do so. Still it happens that auditors give in in order to please the client.
To secure the independence D´s firm has certificates of auditor independence to ensure they
have a framework to apply when a threat to independence occurs. Respondents A explain that
they have to cross the independence boundary because the clients are incapably to prepare the
financial statement in compliance with MPERS and sometimes even MFRS and IFRS.
Therefore they have lots of meetings with their clients were they are trying to teach them how
to do the document, so it seems like the client has done it himself. During the meetings the
auditor give the client samples of what they can do and after that the auditor is suppose to
share their opinion on the matter. So it does seem, at the end of the day, like they have had
control over their piece of work. As evident in prior quotation the whole independence issue
is very difficult in Asian part of the world, because the clients do not have the necessary
education. According to A all the educated ones are working for the “big four”, mostly
because of the good payment. All the others, who couldn’t reach to the “big four”, are in the
client’s position. Therefore, it is a big gap and also a global issue. D does not see it in the
same way, even though she does not completely disagree with this like C do. D thinks that the
most important part of auditor independence is to ensure that at the end of the day, it is the
client who has done their schedule, work with the numbers etc. and not the auditor. D claims
that an auditor’s job is just to audit numbers; not to prepare the financial statement, and after
that audit it – that is against MIA. She admits that they advertising the standards to the client
so they can understand the new changes in the accounting. If the client still does not
understand, then clients needs more education so they can go back and redo the calculations.
After that D will audit the client again. She is aware of the problem that some audit firms help
the clients with everything, and she also thinks that sometimes it would be much easier that
way, because then the numbers would be correct in the first place. But as she pointed out
before, this is not allowed according to MIA.
B’s opinion is that auditor independence is already determined by the first contact with the
client. Furthermore an auditor should not put too much effort in getting new clients, because
later on, when all the decisions are about to take place, it will be difficult for the auditor to
make demands if the financial statement is incomplete or incorrect. According to B the
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auditor should always make sure that the client calls and not the other way around. Later he
claims that in their firm they are not depending on one specific client, since one individual
client is less than two percentage of their total fee amount. This way they can easily terminate
any client at any time, which has happened many times. According to B one of the problems
is that clients complain that someone else can do the audit work better. In Malaysia that
means someone else can prepare the financial statement with a lower profit to be taxed.
Because of the pressures the client has to get terminated. Other issues, related to auditor
independence, are the audit fees; when the audit fee is high the clients are talking more
nonsense. C also agree with this statement.
To ensure that threats to auditor independence (such as non-audit services) do not affect their
independence, the auditors are very careful with non-audit services because of the issue with
self-review. C, D, E and G brought up this topic, saying the work has to be reviewed by the
client, that is way the audit firm use independence checklists and assessment to avoid
advisory colliding with auditing. According to D, they avoid providing a client, they audit,
with advisory services. However, on these occasions the audit partner has to be informed
about the safeguards in place and he or she has to come up with a decision whether they can
carry out the advisory or not. This is in accordance with E who also added that the global
partner also has to assess and approve the assignment. This is a worldwide platform applied in
the audit firm. The system they apply shows whether the client is a restricted entity and which
partner in the audit firm has to be informed. An application form has to be approved by both
partners involved. If one of the partners does not approve the work due to reasons of
impairment of the independence, they can not accept the engagement. Considering tax
advisory for their clients, they only do it to the extent of preparation of the annual tax returns
– it is the client who must review the tax advisory. Often the client wants to acquire a certain
company and would like to get advisory from the audit firm (regarding the purchase price
allocation to fair value of those assets), so to avoid conflict of interests, the audit firm will
advise the client to hire an external evaluator to avoid impairment of the independence. Then
they will review the valuation to see what is reasonable, based on the assumptions that have
been made by the external evaluator. E admits (and so do the other respondents, but did not
clearly stated it in so many words) that the non-audit services are a problem if they are
auditing the same client, even though safeguards are in place. The rules regarding providing
non-audit services to the listed companies are stricter in an independence sentence than in the
SME, where the atmosphere is more relaxed. Because the non-audit fees are higher than audit
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fees, AOB assess the firm’s incomes, to limit the firms do not make profit with non-auditing
work. Auditors use By-laws to maintain their independence in these situations. A similar
problem arises if an employee of the firm has family or friendship ties inside the client’s
company that is being revised. This problem was solved with By-laws: So the association has
actually established the By-laws – the By-laws have all the independence quality that we have
to comply with (Respondent C).
F have another viewpoint of threats to auditor independence. They thought that gifts and other
benefits, given by the client directly or indirectly to the auditor, is the most common threat to
their independence. To avoid this threat, a gift should not exceed the “material” amount. The
definitions and limits, set for the “material” term, are based on the firm’s policy. All the gifts
and benefits in material cash, given by the client, should be reported to the engagement
partners immediately.

4.5 Summary of empirics
Through the interviews and the gathering of the empirical data, most of the respondents were
open for discussion and admitted to some of the auditor’s deficiencies in Malaysia. They
provided us with an overall picture, of their view of auditor independence in Malaysia. With
the existing accounting and auditing standards, some of the respondents think it is easier to
draw boundaries towards the clients, since they are provided with a guidance in which it
makes it easier to tell the clients that the financial statement has to be presented in a specific
way. Also, the auditor can always refer to the standards and By-laws and emphasise that the
independence will be impaired. On the other hand, a number of the respondents find the
accounting standards to be problematic. This is because of the flexibility and the complexity
of the standards, which leaves room for interpretation and situations, where the auditor
becomes too involved in the preparation of the financial statement. The latter situation arises
because of clients are lacking understanding for accounting standards and that the clients
English are not sufficient. Auditors in Asia seem to be working long working hours because
of this issue. The respondents also find it difficult to distinguish when a professional
relationship with the client starts getting too personal.
Furthermore, they are aware of their obligations as auditors and what is expected of them. To
secure the auditor’s independence, the larger audit firms and its auditors are a subject to
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several reviews. The firms are a subject for annual inspections by AOB, which assesses their
audit work and how they comply with ISQC1. It is the professional bodies that inspect the
firms on a national level. In addition to all these external inspections, all the larger audit firms
have requirements within the firm to comply with an international and internal quality
assurance reviews. The auditor also has to assess his or her independence through annual
independence checklist, to make sure no conflicts of interest exists. Finally the auditors have
to attend different education programmes and exams to develop knowledge and awareness of
auditing and accounting.
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5. Analysis
In the analysis part of the study the empirical data is analysed. First the different threats are
explained, with the help of the theoretical framework and the analytical model (Figure 2.),
which shows the auditor’s environment and all the pressures he or she has to comply with in
their daily work. Based on Figure 2., the analysis is structured pressure by pressure in order
to explain the difficulties of auditor independence. Finally there is a discussion considering
how auditors safeguard against threats to their independence.

5.1 Threats cuased by pressures in the auditor’s environment
All the efforts with implementation of new legislations and standards, related to accounting
and auditing in the recent years, have affected the auditor’s work in different ways. First of all
they have to comply with more pressures from different parts in the work environment (the
pressures are showed in the analytical model (Figure 2.)). These pressures can sometimes be
difficult to manage, creating threats to auditor independence, which was explicit from the
auditors’ answers. The threats to auditor independence are analysed from the various
pressures they experience in their profession (Figure 2.).

5.1.1 Pressures from the agent – principal relationship
5.1.1.1 Agent – the client
The respondents are well aware of their important role, which is explained by Messier (1997),
as a third part in an agency – principal relationship, to ensure the shareholders receive
relevant and reliable financial statement for economic decision-making (Smith, 2006). They
consider their “independence in appearance” during their daily work and do their outermost to
avoid any appearance of lacking independence. Furthermore, they are greatly aware of the
importance of how different factors affect the public’s perception of auditor independence,
which is emphasised by Bakar et al. (2005) as significant. Even though their awareness of
their role in the agency – principal relationship exists, the auditor is a subject of pressures
coming from the client. It is clear that all the respondents even thought they were not always
explicit about it, find these demands difficult to manage. Respondent G clarifies the difficulty:
In Malaysia audit is a sour business, so somehow you want to please the client, but at the
same time you want to be standing on your ground. So there needs to be a balance between
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me and the client. This issue becomes difficult to manage when the client (the manager)
makes greater demands on the auditor, which is the case when the client asks the auditor to
just sign the financial statement and dismiss all the issues. Similar pressures arise when the
client pays higher audit fees, so in these cases they demand more from the auditor. The fact,
that clients sometimes argues that another audit firm can prepare the financial statement with
a lower profit to be taxed, is another evidence of the pressure. Furthermore, one
of the respondents admits that he has terminated many clients because of their demands, since
that would impair the independence otherwise.
One of the pressures the auditor seems to find difficult to manage, is when the client demands
the auditor to help him or her with the preparation of the financial statement, which creating a
threat to their independence. The respondents have different views of the accounting
standards; some of them think they are complex, sometimes unclear and consist of large grey
areas. This leaves room for interpretation and judgement for auditors and clients
(Hoogendoorn, 2006). The complexities of the applicable standards e.g. IFRS, MFRS and
MPERS have resulted in situations, where auditors end up doing the clients job, especially for
local companies (SME). Reason for this is the client’s lack of understanding of financial
competence and also that the clients English is not sufficient. These companies prepare their
financial statements in compliance with MPERS, which is based on IFRS for SME. Hence,
the implementation of new accounting standards is perceived as a pressure on the auditors,
although it is suppose to be the client that shall comply with the accounting standard. Reason
why the auditor helps the client with the financial statement, even though he or she knows it
is wrong, may be difficult to understand. Though, the pressure from the client may be difficult
to manage when they expect the auditor to help them with the financial statement. Another
point of view is: if the client does not receive the help he or she demanded from the auditor,
he or she could quite simple acquire the services from another audit firm (Bakar & Ahmad,
2009). Results in prior studies also show that high level of competition results in less
independence (Bakar & Ahmad, 2009; Bakar et al., 2005). The competitive environment can
be the reason why auditors end up doing the client`s job. Moore et al. (2006) confirms this
when they argument that the institutional environment, where clients have the possibility to
fire the auditor, is a contributing factor that makes it more difficult for the auditor to maintain
his or her independence.
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Another aspect, that could affect the independence, is the relationship between the client and
the auditor. The respondent’s opinions about client – relationship are similar; they all believe
it should be kept on a professional level. None of the respondents claim to have too personal
relationship with their clients. Those answers were expected, since the auditor should not
have a friendly relationship with their client (MIA, 2013a). Their honesty regarding this
subject can be considerate as dishonest, since the respondents were inconsistent with this
issue in their other answers. Richard (2006) points out that the relationship between the client
and the auditor is often extremely professional, but it does not exclude personal relationships.
It is clear that the majority of the respondents have this kind of relationships, even without
being explicit about it. Namely, one of the respondents explained that she can talk to her
clients on a personal level but that does not affect their professional relationship. Three of the
respondents also confirmed that they spend a great deal of time with their clients. Normally
they meet or communicate several times a week with listed companies, which probably is the
case with the majority of auditors working with listed companies. The personal relationship
with the client develops from several years of working together (ibid.). The issue is how to
distinguish when a professional relationship transcends to a personal, and when it is time to
consider taking a step back from the client. This becomes even more difficult
to distinguish when the accounting bodies put pressure on the auditor to avoid any kind of
personal relationship. At the same time: 1.) the client wants a closer relationship with the
auditor, 2.) the auditor needs to get closer with the client in order to understand their business
(which seems to be even more important with more complex accounting standards), 3.) the
audit firm expects from the auditor to have a good relationship with the client – but at the
same time he or she must comply with professional standards. Since the respondents find it
difficult to mange the personal – professional balance, combined with the pressures from
different parties. Thus, the relationship is considered as a threat to auditor independence.
According to Messier (1997) the relationship that could affect the auditor’s objectivity has to
be excluded in order to maintain independence. Even for the most honest auditor it is
psychologically impossible to maintain objectivity and avoid cases of audit failure (Bazerman
et al., 1997). Furthermore, if the auditor views an existing relationship with the client as an
opportunity for a new job, his or her independence is compromised (Moore et al., 2006). This
may also be one reason why it is difficult to separate the relationship.
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5.1.1.2 Principal – the shareholders
Auditors do not only need to please the client, they also need to please their clients
shareholders. This is crucial, because the shareholder need to receive relevant and reliable
financial statements (Smith, 2006). In order to do so, they need to stay objective in their daily
work when engaging with an established client (Hudaib & Haniffa, 2009). According to
respondent F: To act independent as auditors we always conduct our audits based on interest
of shareholders. Therefore we, as auditors, must develop our own judgement and the skill of
assessment of the risk. This statement implies that independence is an individual aspect, but
also that the auditor’s review is based on interest of the shareholders. To maintain
independent, auditors state that they have to stay away from relationships that might impair
their objectivity (Messier, 1997) in order to provide the shareholders with reliable information.
Why this is difficult for auditors is explained in the discussion above. Furthermore, they need
to consider their “independence in appearance” in order to show the public that they really are
independent. One of the respondents expressed her thoughts on the issue:
It must be clear in our mind what we can and can not do. Yeah, of course, the expectations from
the public are also very important. We must take care of the so-called appearance, right. So in
the public should we be very friendly, over friendly with our client, or should we maintain
professional? (Respondent E)

Hence, many of the respondents are focusing both on the significance of acting and being
independent, though it is hard to please both the client and the shareholders.

5.1.2 Pressures from accountancy bodies and the government
When the government implements a new law, it creates a formal pressure on the
organisations, which can be felt as an obligation they have to act by (DiMaggio & Powell,
1983). In this way organisations become more and more similar to each other (ibid.). The
consensus view of independence that exists among the auditors can be explained by this fact.
When the government (via MIA, MICPA and MASB) forces the organisations to comply with
the audit and accounting standards and legislation, the firms become more similar to one
another regarding auditing and independence. Wines (2012) points out that the objective with
standards is to provide auditors with guidance and a framework to evaluate their
independence in practice. Respondent B expresses similar thoughts, though with another
meaning regarding the accounting standards:
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Somehow it has provided us with some guidance and reliance. Reliance is actually not relying on
the standards, but relying on a possibility: It can be discussed with the client! To argue with the
client! That this is the standard! But somehow, standard is just a standard, it is not the law, it is
not called an act, so it is again a subject of interpretations. (Respondent B)

Respondent B clarifies that there is room for interpretations of the accounting standards.
According to the auditors in a study conducted by Al-Ajimi and Saudagaran (2011) in
Bahrain, the flexibility of IFRS is pointed out as one of the greater threats to auditor
independence. Auditors are only supposed to confirm the truth and justice of the financial
statement (Eleanor, 2011).	
  The issue with auditors helping their clients with the preparation of
the financial statement is, according to all the respondents wrong, using the same reasoning.
The result is also comparable to Hoogendoorn’s (2006) study. His results show that auditors
are running a risk of becoming considerably involved in preparation of the financial
statements that they are claimed to review (ibid.). Furthermore, in the area of conflict of
interest in the auditor’s institutional environment, Moore et al. (2006) argue that an escalation
of commitment exists. When grey areas create ambiguity and economic benefits exist, there is
a risk that the auditors will find themselves crossing the line of being independent (ibid.). This
seems to be the answer to why they end up in a situation, where the independence is impaired.
Another reason, why they end up doing the client’s work, could be the pressure from the firm
to please the clients in order to keep them. There might be economic benefits from a long
business relationship, especially if the audit firm is providing the client with non-audit
services. Which, according to Moore et al. (2006), is a contributing factor to an institutional
environment, where the independence is difficult to maintain. However the problem,
regarding independence, may not be as big in SME as in listed companies, since owners
(shareholders) and managers in these companies often overlap. Hence, the auditor’s
monitoring functions in agency theory15 is not equally important.
The firms who audit listed companies are subject of several annual reviews16 (Francis & Yu,
2009). To start off, these firms are inspected by AOB, which evaluates how they manage to
deal with the independence issue, morality, partners and whether they are in compliance with
all the standards and ISQC1. Further, the firms are inspected on a national level by
professional bodies like MIA, MICPA and BURSA.
	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  
15	
  Explained

in Figure 1.	
  

16	
  All	
  interviewees	
  except	
  two	
  audited	
  listed	
  companies.	
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5.1.3 Pressures from the firm
The pressures in form of requirements from accountancy bodies like MIA, MICPA and
MASB (explained above), can be considered as a force, where the firms and the auditors have
to be in compliance with all the requirements. This is noticeable as a pressure, since some of
the respondents think that all the requirements, that control and affect the audit profession,
sometimes can be too much of a strain. E expressed: There are a lot of rules, but there are no
choices. We have a lot of rules and as auditors in a firm of our size we must comply with them.
This is evidence that auditors have to adapt all these institutional requirements in order to
achieve both acceptance and legitimacy for their audit firm (Deegan & Unerman, 2011).
Therefore, the auditor feels pressure from the firm, since he or she has to be in compliance
with these requirements. Seven of twelve respondents argue that they have to accomplish
several numbers of checklists of independence as auditors. The checklists take place to ensure
that the auditors are in compliance with standards, legislations and are maintaining their
independence for their firm. We have lots of inspections. So as a result, the work has to be
properly done. If you breach, you/we will be spotted and than I think you/we will get a
reprimand. (Respondent C) This quotation emphasises the auditor’s awareness of the risk of
reprimands if they breach obligations, which could jeopardise the firm’s reputation. One
reason, why the independence checklist in the larger firms looks a lot like one another, may
be because audit firms mimic other firms that seem to be legitimate or successful. This is
comparable to the mimetic processes (DiMaggio & Powell, 1983), though the requirements
from the standards and legislations are considered the main reasons to the consensus in the
audit firms.
As a consequence of the requirements from accountancy bodies, the larger audit firms have an
internal quality assurance review, where either the risk department or the partners review their
internal work, which is in line with the demands of the By-laws (MIA, 2013a). This is a
security system to ensure the audit firm complies with the professional standards, but also a
safeguard to threats to auditor independence. All auditors have to look into these requirements
in order to make sure that they are independent. These similar reviews and systems are a
consequence of informal pressures from the coercive isomorphic, created by the government
in Malaysia via MIA and MICPA. DiMaggio and Powell (1983) also describe that individuals
tend to act more rationally when uncertainty and constraints exist. Furthermore, the reason
why auditors are updated and greatly aware of different issues, related to their independence,
can be explained with high educational demands that exist among the auditors. Normative
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pressures can be explained with professionalisation, where organisations only hire people
with professional education (DiMaggio & Powell, 1983). This may be the reason why
professionalism exists in the audit environment. Hence, their professionalism is similar within
the audit firms and helps auditors to safeguard against threats to their independence.
One of the consequences of the issue, related to the accounting standards, is that the detailed
disclosure requires more effort and time in order to conduct an audit engagement, which was
confirmed by Yaacob and Che-Ahmad (2012) study. This occurrence has resulted in longer
working hours, which seems to be a big issue in Malaysia. Furthermore, the issue related to
the accounting standards, where auditors end up doing the clients job, also appears to be a
contributing factor to longer working hours. Respondents A described it: In other countries
they can go home at, let’s say five o’clock in the afternoon. We sometimes get home at 4 AM,
you know. To work overtime seems to be a demand, coming from the firm, in order to keep
their clients and their jobs. Otherwise they would not be able to review the financial
statements in time, which according to Yaacob and Che-Ahmad (2012) is a requirement from
the clients. For many of the respondents, long working hours is something they take for
granted in Asian countries, but still auditors are aware that in other countries they do not work
as hard as they do. The issue of longer working hours seems to exist because the audit firms
accept too many clients (some of them do not always comply with the accounting standards),
most probably to earn more money. This is understandable because the audit firms are
operating in an intensive competitive environment (as explained earlier), where the auditor
has to adapt to the client´s requirements (Bakar & Ahmad, 2009).
Prior studies show that auditors from the “big four” have more expertise and their audit
outcomes are consistent with producing higher audit quality than smaller firms (Francis & Yu,
2009). Reasons, according to Francis and Yu (2009), are: the “big four” have larger offices,
better technical support team and many inspections to consider. All these reasons are in
compliance with the answers from respondents working for the “big four”. It is the same with
individuals who are working within the six largest firms. Since they are using the same kind
of technical support team, they are also subject to similar inspections. On the other hand,
there is no guarantee that larger firms resist the pressure from the clients better than smaller
firms. The case of Arthur Andersen and Enron confirms this fact (Bakar & Ahmad, 2009).
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This study offers no evidence that the larger firms provide better audit quality than smaller
firms. Reason for that is that the study is mostly focused on larger audit firms. Smaller firms,
auditing listed companies, are subject of the same or similar inspections and education
programs and also have to be in compliance with the same standards and legislations. This
confirms that the audit quality, which consists of independence and competence (Richard,
2006), is similar for larger and smaller firms auditing listed companies. But regarding SME,
the situation may be different. The issue of independence seems to occur more frequently, as
mentioned earlier. Another alternative to consider about the audit quality is: if the auditor is
less competent, then it is more probable that the auditor is depending on the client (Richard,
2006). Whether auditors in smaller firms are less competent than those from larger firms, is
not clear according to the respondent’s answers – since they are provided with the same
education and similar courses.
In the “big four” firms, where they are suppose to have enough personnel and well-educated
auditors (Francis & Yu, 2009), longer working hours seem to be a big issue. It seems likely
that auditors, who work long hours for extended periods of time, may unintentionally put their
obligations aside to avoid further work, since it benefits their own interest – even though they
intend to be independent. This selective perception (Moore et al., 2006) can be problematic.
In this manner biased proposals, prepared by the client during these circumstances, can be
more difficult to resist; especially since some respondents claim that clients put demands on
the auditor. Two of the respondents stated: Actually the clients we had just said: ‘Please sign
my papers and close it. Don’t ask too many questions and dismiss all the issues!’ (Respondent
G). Also people are more likely to approve a biased proposal, made by someone else, than to
form their own independent decisions (ibid.). Thus, the auditor might approve the financial
statement despite inaccuracies. This is even more likely when the client puts pressure on the
auditor, which is the case as we pointed out earlier.
The respondents argue that they are very careful to provide clients they audit with non-audit
services. They admit that non-audit services become a problem, if they are auditing the same
client, even though safeguards are in place. Although this common view exists, they
sometimes provide their clients with advisory work. Reason why they do this must be in the
economic incentives for the firm, which Moore et al. (2006) argue affects the auditor's
judgement and impairs the auditor's independence. Furthermore, conflicts of interest arise
when auditors take position with their clients (ibid.), which may be the case when a
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friendly/personal relationship develops. This may be even more likely when economic and
social incentives are at stake, which may clash with the auditor’s obligations towards the
shareholders. When the audit firm demands from the auditor to stay independent and follow
all the rules, standards and laws, but at the same time wants them to keep the client close and
make them feel comfortable about the financial statement, the balance becomes difficult. One
of the largest audit firms has a program they use to deliver value to the client. One of the
respondent’s views of the program is:
So while auditors are in their professional capacity, are they supposed just to audit the client?
We are trying to go one step further as a firm and that is why we rather engage with the client
then just audit them as a costumer. Instead we are going to treat them as a friend, or something
similar, in order to engage them as a friend to help them understand the business meets in
auditing terms. (Respondent A)

This example contradicts the auditor’s statement of not having a friendly relationship with
their clients. Normally people do not admit themselves that they are being intentionally
dishonest (Moore et al., 2006), which is the conclusion of the auditor’s opinion about their
professional relationship. More importantly, the dishonesty occurs when the individual
maintains the image of themselves as practitioner with high morals and ethics (ibid.), which is
the case with the auditors participating in this study. Even though, there are incentives for
auditors to follow the standards and the rules, considering the risks for lawsuit and the risks
for economic sanctions (Nelson, 2006). Moore et al. (2006) argue that it is unclear whether
these threats are sufficient to counteract the economic incentives in building a relationship
with the client, where they sell them profitable services. Furthermore, the threats do not stop
the individual from audit failures, which is a natural consequence of the auditor – client
relationship (Bazerman et al., 1997; Moore et al., 2006). Finally, the gradual accumulation of
pressures that are interacting in the auditor’s environment, make the independence very
challenging. That is why it is easy to fall for the moral hazards, as explained before.

5.1.3.1 Pressures from the global firm
As if the pressure from their own audit firm was not enough, auditors also experience
pressure from their global firm. The global firm wants to make sure that all firms carry out
good audit quality – having the same high standards all around the world. The larger audit
firms have requirements within the firm to comply with. Their firms have an international
	
  

54	
  

quality assurance review, where people from overseas (but within their global firm) assess the
audit work.

5.1.4 Further discussion of the pressures
It seems necessary to discuss why auditors in Malaysia commit to a working environment
with a great deal of overtime. Reason, why is it like this, is difficult to relate to our theoretical
framework. However, according to the two former auditors (G), they did not leave the
profession because of long working hours. They admit that they still work overtime in their
new company, which seems to be the case all around Asia. This can be the reason why
auditors choose to continue working in their profession. G perceived the fact that they did
everything as a team, so he or she always had a person who understood him or her in order to
release stress. This indicates that the working environment with good support from other
colleagues is also an important factor. The former auditors responses can be considered as a
valuable source, since they have some distance to the profession.
According to A, many younger auditors are leaving the profession because of monotonous
work e.g. independence checklists etc., so they often start working for one of the audit firm’s
client (which also was the case with G). Auditors leaving the profession in order to work for
larger companies seems to be a good thing – in that sense that the clients get more competent
personnel with a good understanding of accounting standards and auditing in general.
Hopefully this helps with issues, regarding auditors helping clients with the preparation of the
financial statement. On the other hand, a competent personnel leaving is not good for the
audit profession.

5.2 How the auditors secure their independence
The pressures, related to auditor’s environment and how they secure their independence in
Malaysia, can partly be explained by DiMaggio and Powell’s (1983) theory; it describes the
institutional theory with the help of three pillars. These pillars explain that in the end all
organisations push towards to homogenisation (ibid.). This will explain why all the auditors,
which are representing different firms, are well educated, updated and aware of how to secure
their independence. To help auditors secure their independence, three major factors were
identified and they can be connected to DiMaggio and Powell’s (1983) theory. Furthermore,
there is a correlation between these three types of pillars (ibid.), which for example is why
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legislations and standards are influencing the other two factors below. The factors, which help
the auditor to maintain independent, are as follows; legislations and standards (coercive
isomorphic), internal quality assurance reviews and independence checklists (mimetic
processes) and the education programme and exams that auditors have to attend to (normative
pressures).
As stated in the background, Malaysia like other governments has put a lot of efforts in
implementing professional audit standards (Vanasco et al., 1997), legislations and accounting
standards in recent years. This way they have created a formal pressure on the audit firms,
which is felt as an obligation they have to act by. Furthermore, the firm puts pressure on the
auditors, so they are in compliance with these requirements. Some of the auditors believe that
the requirements are good for the auditor’s duty to maintain professional and independent
(Bazerman et al., 1997). According to C, they secure the independence by applying the Bylaws: So the association has actually established the By-laws – the By-laws have all the
independence quality that we have to comply with. These requirements can be considered as a
force coming from the environment, which the auditors have to comply with. The objective
with the standards (as mentioned earlier) is to provide auditors with guidance and a
framework to evaluate their independence in practice (Wines, 2012). Respondent B, like most
of the other respondents, thinks that the standards, concerning auditors, are good. Good in a
sense that they provided them with guidance and reliance in order to maintain their
independence. They consider it easier to draw boundaries, when the client puts pressure on
them, since they can inform them that it will impair their independence. It is the same, when
the client asks them to sign the financial statement without any further inspections. The
auditor can refer to the accounting standards, and state that the financial statement is not in
accordance with the requirements. DiMaggio and Powell (1983) points out that individual
tend to act rationally when constraints and uncertainty exist. Similar to this reasoning the
auditor will act rational and refer to the standards and do what is expected of him or her. D
thinks that after the implantations of the international auditing standards the audit profession
has been provided with more clarity. So whenever the auditor needs to be acknowledged of
something, he or she can find it written in the auditing standards. Nevertheless, auditors
sometimes become too involved in the preparation of the financial statement, so they have
difficulties to distinguish when a professional relationship transforms into a personal and
consequently when it is time to consider taking a step back. So the clarity of the standards
appears to be easier to comply within theory than in practise.
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The professional bodies (MIA, MICPA, BURSA and AOB) conduct inspections, to see how
the audit firms deal with the independence issue and whether they are in compliance with all
the standards and ISQC1. The audit firms also conduct annual quality assurance reviews to
make sure they do not collide with independence. The auditors have to look into these
requirements in order to make sure that they are independent. When informal pressures from
the coercive isomorphic exist, organisations tend to mimic each other (DiMaggio & Powell,
1983). These similar reviews and systems seem to be a result of the professional accountancy
bodies’ inspections, which is a safeguard both from the government and the audit firm.
To avoid friendly relationship with the client, which according to e.g. Bakar and Ahmand
(2009), Bakar et al. (2005) and Richard (2006) makes it difficult to be truly independent, the
auditors in the larger firms annually have to assess their independence for each client before
they can continue the engagement – this is another relevant safeguard to maintain
independent. By applying this system, they avoid friendly relationships and therefore conflicts
of interests. To accept a new client, or continue an audit engagement, they need to make sure
that there is no familiarity threat or conflict of interest to impair the independence. This
minimises the occurrence of clients, who put pressures on the auditor. One of the respondents,
who also is a partner of the firm, has strict rules and does not allow the auditors to meet any
client after 6 PM. They try to exclude all the relationships; his personnel are not supposed to
meet with their clients, unless something is wrong. He also points out, that when an auditor
starts a new engagement with a client, the client should approach the audit firm and not the
other way around. Furthermore, all the firms have obligatory audit rotation to safeguard
against this occurrence; after how many years they switch to a new client depends on each
firm individually. Though, there is a requirement from By-laws, that a key audit partner can
not audit the same public listed client for more then five years (MIA, 2013a). However,
Moore et al. (2006), argue that the requirement should also comprise audit firm rotation. The
economic incentives of a long business relationship affect the auditor independence, since the
audit firm, and hence the auditor, will try to please the client in order to keep providing them
with audit services. The incentives are even greater if they provide the client with non-audit
services (ibid.). Because the non-audit fees are higher than audit fees, AOB assess the firm’s
incomes to limit the firms so they do not make too great profits with non-auditing work. Thus,
they decrease the incentives. Nevertheless, this does not stop individual cases of more
beneficial clients. In these cases the auditor may experience it as tougher to draw boundaries,
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since the incentives to please the client are greater. To avoid advisory work colliding with the
independence, the firms have requirements to comply with. Before any kind of non-audit
service is carried out to a listed company they audit, both partners involved in the audit
engagement, have to be informed of the safeguards in place. The auditors also have to
accomplish an independence checklist. Finally the partners have to make the final decision,
based on whether the advisory will impair the independence or not.
The auditors have to attend different education programmes and exams to develop knowledge
and awareness of auditing and accounting (MIA, 2013a). According to the respondents, the
education and the courses make the auditors fully equipped so they know when and how to
seek guidance. They always need to update their auditing skills and knowledge in order to
ensure that they promote high professional standards regarding to MICPA (MICPA, 2014a).
This is in line with the safeguards against threats, created by the profession and written in ByLaws (MIA, 2013a).
To avoid demands from the client, the respondents from the larger firms use their risk
department to discuss difficulties in certain situations. Auditors, representing both larger and
smaller audit firms, discuss matters and difficulties with colleagues and audit partners. The
normative pressures from organisations make the professionals act in a certain way
(DiMaggio & Powell, 1983). This pressure is supposed to result in a rational behaviour,
where the auditors discuss the matter, so they do not come up with a decision that might
impair the independence. If the client does not understand how to comply with the accounting
standards, the larger audit firms will require them to set up a meeting with their risk
department or the partner, in order to teach the client how to interpret and comply with the
standards. Thus, the respondents avoid demands regarding preparation of financial statement.

5.3 Summary of the analysis
To summarise the analysis, auditors in Malaysia work under a great deal of pressure. The
gradual accumulation of pressures that are interacting in the auditor’s environment, make the
independence very challenging. It is a difficult balance to consider and it seems almost
impossible for the auditor to please all these parties at the same time and still maintain
independent. This have resulted in threats to auditor independence; where the auditor find it
difficult to distinguish when a relationship with the client passes from a professional to a
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personal, and thus, when to draw boundaries towards the client. The pressures on the auditor
also result in long working hours and sometimes in situations where the auditor becomes too
involved in the preparation of the financial statement. The institutional environment
consisting of legislations and standards also helps the auditors to maintain independent
through different safeguards, which give the auditors clarity and makes it easier to draw
boundaries. The adoption to international legislations and standards related to accounting and
auditing in the recent years has resulted in increasingly uniform practices among audit firms,
(considering education programmes, independence checklists and quality assurance reviews
etc.). Of course, the audit firms and the auditors are greatly aware that they have to adapt and
comply with the institutional requirements. This is to achieve both acceptance and legitimacy
for their audit firm (Deegan & Unerman, 2011). In this way, when the government persuades
or forces organisation to implement a new law, the organisations becomes more similar to
each other (DiMaggio & Powell, 1983). Thus, the auditors are always updated with new
auditing skills and knowledge, in order to ensure that they promote high professional
standards. They also have to comply with internal requirements from the audit firm, to
safeguard against threats to independence. These factors were identified into three “main
pillars” (coercive isomorphic, mimetic processes and normative pressures (DiMaggio &
Powell, 1983)) in this study, which explain how auditors secure their independence in
Malaysia.
Although the respondents answers were politically correct sometimes, they were claiming that
their audit process was completely complied with how they are supposed to work and act – by
following all the requirements from their firm, law, standards etc. Most likely this was
because they wanted to protect their profession and country, but first of all their firm.
Furthermore, in some occasions, it felt like they rather blame other firms and auditors then
themselves.
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6. Conclusions
In this final chapter a presentation of the study’s conclusions are stated. It also contains our
thoughts and reflections on the matter, as well as implications of the study and suggestions
for further research.

6.1 Concluding discussion
This study departure from the several major changes in the Malaysian auditing environment,
with particular emphasise on the convergence to IFRS. There are no prior studies in Malaysia
that provide evidence on how this has affected the auditors’ ability to maintain independent.
Therefore, the purpose of this study has been to give an understanding for the threats to
auditor independence as perceived by Malaysian auditors, after the convergence to IFRS, and
how they safeguards against these.
Auditors in Malaysia seem to be greatly aware of the independence issue and their crucial role
as an objective third party. At the same time they are subject to several mounting, and
sometimes interacting, pressures that can impair their independence. To start out, there is an
overall problematic. That is, auditors are under pressure from their clients who expect them to
be accommodating, while shareholders demand their objectivity in providing them with
relevant and reliable information. At the same time the auditing firm urges the necessity to
maintain a good relationship with the client, to ensure a long-term profitable business
relationship, while staying professional. It is a difficult balance act, where it at times almost
seems impossible for the auditor to please all parties.
In theory, it appears easy to be in compliance with different standards, and use the safeguards
against threats to auditor independence. However, in practice it is more difficult. Our results
show that there are a number of negative pitfalls related to the auditor independence issue,
which is an effect of all the accumulation of pressure on the auditor. They find it difficult to
distinguish when a relationship with the client passes from a professional to a personal, and
thus, when to draw boundaries towards the client. The auditors are also working long hours,
caused by demands from the their audit firm. First and foremost the demands comes from the
pressures from the accounting bodies. The issue of longer working hours seems to exist
because the audit firms accept too many clients, where some of the clients are lacking
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understanding for accounting standards and/or lacking of English skills. This results in
situations where the auditor becomes too involved in the preparation of the financial
statement. Hence, they fall for the client’s increasing demands, and the moral hazards in
economic and social incentives, to earn more money for the firm and please the demanding
parties.
Even though these pressures exist, legislations and standards give auditors clarity and make it
easier to draw boundaries. First of all, the government has through the accounting bodies in
Malaysia created a formal pressure on the audit firm, which are perceived as an obligation
they have to act by. The audit firms demands the auditors to comply with audit standards and
legislation in order to maintain independent. Secondly, the firms auditing listed companies are
subject to annual reviews. The professional bodies like MIA, MICPA, BURSA and AOB,
conduct inspections of how the audit firms deal with the independence issue. The larger audit
firms carry out annual quality assurance reviews, in order to assess all the audit work. The
auditor also have to assess his or her independence through annual independence checklist, to
make sure no conflicts of interest exists. Finally the auditor has to attend different education
programmes and exams to develop knowledge and awareness of auditing and accounting
(MIA, 2013a).
There are several safeguards in place, to avoid auditors becoming too involved in preparation
of the financial statement, following the client’s increasing demands. Before the audit firms
accept a new client, the auditor has to assess his or her independence, to avoid a conflict of
interest. The firms also assess the client’s financial situation, and contact their prior audit firm
to ensure they did not have any negative experience regarding the client. Also, the auditor can
emphasise that the independence will be impaired, referring to the by-laws, which the auditor
has to comply with. This way the auditor can demand the client to redo the financial
statement, in compliance with the standards. The larger audit firms also provide the clients
with the opportunity to meet with their risk department or a partner in the accounting firm, in
order to teach them how to interpret and comply with the standards. Nevertheless, despite the
safeguards to maintain auditor independence, the overall impression from our empirical
investigation is this might not always be sufficient.
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6.2 Implications of the study
Today Malaysia is still considered a developing country with a high economic growth, on the
verge of being a developed country. To keep developing in order to become a high-income
country, it is important to keep attracting foreign investments. The confidence in accounting
and auditing standards in developing counties is of major importance for the investors, and
hence the development of the economy.
Prior studies conducted in Malaysia (e.g. (Bakar & Ahmad, 2009; Bakar et al., 2005)), have
studied perspectives other then the auditor’s, and departure from predetermined threats to
auditor independence, known before the convergence to IFRS. This study is conducted after
the convergence to IFRS, which is why we consider this study to contribute to give an
understanding of the threats the auditors in Malaysia perceive, and how they safeguards
against these.
Our study shows that there are several pressures on the auditors in Malaysia, after the
convergence to IFRS. First, they are expected to do long hours at work. Which appears to be a
requirement from the audit firms. This issue seems to exist because the firms have too many
clients and do not have enough personnel for their engagements, but also because clients are
lacking understanding for accounting standards and/or lacking English skills. Second,
auditors experience pressures to stay independent, which is a requirement both from the firm,
the shareholders and the accountancy bodies. Third, the auditor has to manage these pressures
at the same time, as they have to please their clients, in order not to losing them. This also
affects the auditors on an individual level. These pressures have resulted in a situation, where
it becomes increasingly difficult to maintain independent. Our results also show that auditors
sometimes end up in situations where they easily can become too involved in the preparation
of the financial statement. An important reason for this situation can be attributed to the high
level of competition among audit firm. Prior studies (e.g. Bakar & Ahmad, 2009; Bakar et al.,
2005) show that this created a situation with less independence as audit firm put more
emphasise on not losing their clients.
Even though auditors have safeguards to use, they sometimes fall for the client’s demands.
Since the auditor’s responsibility to society is to confirm the truth and justice of the financial
statements (Eleanor, 2011) this can result in financial statements lacking credibility from the
perspective of the shareholders. In order to achieve the government’s objective – to transform
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the nation into a high-income nation before 2020, Malaysia needs to find ways to relive some
of the pressures on the auditor’s ability to stay independent and continue to work with the
independence issue. This work, by necessity, must also involve that the auditor and the audit
firm take their responsibility. A suggestion how to solve the problem lays in audit firms
accepting smaller number of clients. This way the auditors have enough time to carry out their
work in compliance with the existing requirements so they can provide high audit quality.

6.3 Suggestions for further research
This study’s focus is on the auditor’s point of view regarding the independence issue after the
convergence to IFRS. Our results imply that the auditors sometimes become too involved in
the preparation of the financial statements. This is according to Hoogendoorn (2006), one of
the consequences of the IFRS implementation in Europe. Considering this issue, our
suggestion for further research would be to conduct a larger qualitative study to investigate
whether this issue is widespread or not. Since, this study only comprises a few auditors’ point
of view, a larger study with more participants can therefore go deeper into this issue, to create
a better understanding regarding the issue. In order to achieve this, it is expedient to
investigate auditors working with public listed companies.
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Appendix 1
Indivduella reflektioner
Michael Ahlström
Arbetsfördelningen mellan oss båda har fungerat väldigt bra under hela examensarbetet.
Eftersom vi redan i oktober bestämde oss för att skriva vårt examensarbete som Minor Field
Study (MFS) var vi överens om att vi var och en skulle få ta ett stort eget ansvar under
studiens gång. När vi mottog stipendiet för att skriva vår studie i Malaysia, var vi väl
medvetna om att vi skulle få arbeta mer än de flesta studenter. Största anledning till detta var
att vi var tvungna att skriva på engelska, vilket varit väldigt utmanande då det inte är vårt
modersmål samtidigt som kraven varit höga vid examination av arbetet. Dessutom var vi
medvetna om att vi skulle få lägga ned mycket tid på att komma i kontakt med revisorer att
intervjua i Kuala Lumpur. Med utgångspunkt från de två sistnämnda faktorerna var vi därmed
överens om att vi inte kunde lägga för stor arbetsbörda på varandras axlar, utan istället hjälpas
åt att styra projektet i land.
Vi har tidigare arbetat tillsammans i grupparbeten och där uppnått goda resultat i diverse
kurser, vilket underlättat examensarbetet eftersom vi redan innan hade en bra uppfattning om
våra egna starka och svaga sidor. Därför har vi kunnat respektera att vi arbetar olika bra inom
olika områden.
Under examensarbetes gång har vi suttit mycket tillsammans med skrivande och läsande.
Framförallt i Malaysia där vi i princip suttit tillsammans i två månader konstant. Anledningen
till det var framförallt att vi behövde diskutera empiri, analys och slutsats tillsammans. De
dagar vi arbetat självständigt har också fungerat bra, eftersom det gett utrymme för
individuella reflektioner och tänkande. Det har även funnits dagar då en av oss inte kunnat
arbeta med rapporten. Vid dessa tillfällen har det snarare varit så att den av oss som frånvarat
haft prestationsångest över att inte ha bidragit än att vi hävdat en av oss inte arbetat tillräckligt
mycket. Därmed har arbetsfördelningen varit rättvis och vi har tillsammans bidragit med lika
mycket under projektet gång.
Jag har fått en tydlig bild av vad en kvalitativ metod är och vad som krävs för att kunna
genomföra en studie med utgångspunkt från denna metod. Jag har insett att metoderna som
kan tillämpas utifrån studiens syfte är baserade på en stor mängd vetenskaplig forskning och
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att det finns många olika och viktiga aspekter att ta hänsyn till för att kunna optimera
insamlingen av empirisk data i ett arbete. Genom att tillämpa en kvalitativ metod har jag lärt
mig betydelsen av förberedelse, planering och genomförande av intervjuer för att kunna få
fram information som är av begränsad omfattning och som har stor relevans för en studies
syfte. Detta är kunskaper jag kommer att ha stor nytta av om jag i framtiden skriver en
masteruppsats.
Jag har fått värdefull kunskap i vad som krävs för att genomföra en effektiv litteratursökning
samt betydelsen av att vara selektiv vid val av artiklar. Vilket varit betydelsefullt när
tidsaspekten är en faktor som måste tas hänsyn till. Merparten av de faktakunskaper jag
erhållit under examensarbetets olika moment är ny fakta som jag tagit till mig genom
litteraturgenomsökningen. Redan innan vi började med arbetet kände jag till de elementära
grunderna kring de teorier och metodval vi skulle välja att tillämpa. I vårt examensarbete har
jag fått en djupare kunskap om agentteorin och institutionella teorier, samt hur de går att
tillämpa för att kunna analysera inhämtad information. Jag har även fått en relativt god
förståelse för andra teorier vi övervägt att tillämpa i vår studie. Det har varit värdefullt och
lärorikt att skapa en helhetsbild över revisorns oberoende och de aspekter som påverkar deras
möjlighet att upprätthålla en objektiv roll som revisor.
Den kanske viktigaste erfarenheten jag fått genom att genomföra ett examensarbete är
betydelsen av att tillsammans med någon annan samarbeta för att tillsammans kunna planera,
strukturera och analysera ett omfattande projekt, för att slutligen uppnå ett bra resultat.
Jag har lärt mig att skriva en omfattande rapport från början till slut och att tillämpa en vald
metod samt teorier och artiklar från tidigare forskning för att analysera och utveckla på ett
annat/eget resultat.
Jag har fått en ökad förståelse för ämnet revision och de utmaningar som en revisor möter
med fokus på oberoendet. Dessutom har jag lärt mig hur jag ska tolka och tillämpa
vetenskapliga artiklar och teorier och jag har fått en relativt klar bild av hur forskningsarbete
som helhet går till. Jag har förstått betydelsen av en analytisk förmåga för att kunna tolka och
utveckla ett resultat. Vidare har jag lärt mig hur viktigt det är att kunna ta emot feedback och
kritik för att kunna förbättra kvalitén och innehållet i en studie.
Det har varit mycket lärorikt att se hur revisorer arbetat i ett land som är på väg att utvecklas
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till ett i-land. Jag har under arbetets gång utvecklat min engelska, vilket var ett av målen med
arbetet. Dessutom har fått värdefull kunskap om hur mycket som krävs för att ett land ska
förbättra revisionsyrket samt de problem revisorer stöter på i sitt dagliga arbete. Jag vill tacka
Högskolan i Skövde och SIDA för den möjlighet de gett mig att genomföra en fältstudie i ett
utvecklingsland.
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Malin Brandin
Att skriva examensarbete har varit mycket lärorikt men också ett väldigt påfrestande och
krävande projekt. Det har ständigt vart högt tempo och kraven har varit betydligt högre än
något tidigare arbete jag skrivit under min tid på högskolan.
Valet av ämne och uppsatspartner var inte självklart från början, jag och en studiekamrat (som
inte var Michael) hade bestämt oss för att söka ”MFS – Stipendiet”. Under ansökperioden
läste vi en extrakurs och vi båda jobbade vid sidan av skolan, så att välja ett ämne var svårt att
finna tid till. Under tiden spånade Michael med en annan studiekamrat idéer och ämnen, även
dem för detta stipendium. Det slutade med att jag och min dåvarande uppsatsskrivandekamrat
gav upp och Michaels vän drog sig ut. Av den anledningen frågade Michael mig om jag ville
hoppa på deras spår, val av ämne var då redan valt – revisorns oberoende. Då jag är
intresserad av en framtid inom revision var ämnesvalet inte svårt att övertyga mig med.
När vi blev tilldelade stipendiet bestämde vi oss för att skriva en kvalitativ studie och att
intervjuerna skulle ske på plats i Kuala Lumpur, Malaysia. Valet av land valdes för att
Michael hade kontakt med en som jobbade på ett större företag nere i Malaysia och ett av
kraven från SIDA var att man behövde ha en kontaktperson på plats. Eftersom ämnet,
revisorns oberoende, är såpass omtalat och vad vi trodde innan examensarbetet mycket
känsligt, hade en enkätstudie antagligen inte gett oss lika djup förståelse, troligtvis hade ingen
revisor kryssat i att det satt ner med sina klienter och hjälpte dem med redovisningsrapporten.
Utifrån denna bakgrund att stå på, började sökandet av relevanta vetenskapliga artiklar. Tack
vare ”C-uppsats light” hade man en bra grund och visste vad man hade gett sig in på och det
var lättare att söka i de olika databaserna, sortera ut det som var väsentligt och välja bort det
som inte var relevant. Något jag upplever att jag har utvecklats och förbättrats på under
arbetets gång. Under litteratursökningen skapades en djupare förståelse för revisorns
oberoende, införandet av IFRS och generell förståelse för revision som jag tidigare hade en
relativt begränsad kunskap om. De fanns inga tidigare artiklar/litteratur från Malaysia, vad vi
kunde finna, som undersökte revisorns oberoende från revisorns perspektiv, efter införandet
av IFRS, därför hade vi funnit ett vad vi ansåg bra problem.
Vi genomförde sju intervjuer med tolv olika revisorer. För varje intervju som genomfördes
blev man bättre på intervjuteknik och säkrare på sig själv. Redan efter ett par intervjuer så
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kunde man få ett bättre grepp om ämnet och man började se mönster i och med svaren.
Eftersom vi hade semistrukturerade intervjuer fanns möjligheten att ställa följdfrågor, ändra
ordning och byta ut frågor. Intervjuerna genomfördes som så att Michael ledde
intervjufrågorna och jag satt bredvid, noterade, antecknade och möjligheten till att ställa
följdfrågor fanns om det kom upp något man inte förstod. Vårt arbetssätt fungerade bra. Efter
vi var färdiga med frågorna satt vi i mån av tid och lät respondenterna tala fritt, då det kom
fram många intressanta svar eftersom det då var lite mer avslappnat. Det fanns stunder det var
svårare att förstå respondenterna än andra, mycket på grund av att det var på engelska vilket
inte är vårt modersmål. Diktafonen var därför till stor hjälp, eftersom man kunde lyssna om
intervjuerna flera gånger. Bara någon timme efter varje intervju satte vi oss ner och
transkriberade, vilket var väldigt tidskrävande, ännu mer tidskrävande för att det var på
engelska. Det var positivt att göra det direkt efter intervjun eftersom allt var fortfarande färskt
i minnet och man kom ihåg citat från intervjun man tyckte var extra viktigt. När något var
extra intressant lade vi det åt sidan i ett annat dokument för framtida analysen.
I analysarbetet har jag lärt mig att se mönster och tolka empirin för att sedan återkoppla detta
med teorin. Vilket till en början var krångligt men allt eftersom föll bitarna på plats och man
kunde urskilja mycket av vad respondenterna sa till olika teorier. Ibland kunde det vara svårt
att begränsa empirin då många av respondenterna kunde sväva iväg i ämnet, men jag tycket
ändå vi lyckades bra i slutskedet att få ihop det viktigaste och sedan koppla det med analysen.
Även om inte allt gick att koppla med de valda teorierna så tycker jag vi fann mycket likheter.
Vi kunde se att även om det inte erkänner/talar sanning i alla lägen är en vänskaplig relation
med sin klient svår att undvika efter många år av arbete ihop. Problemet var främst i småmedium stora företag eftersom deras kunskaper inom ekonomi var sämre och engelskan
ibland bristande. Att jobba som revisor har vi förstått är väldigt tidskrävande, speciellt i Asien,
då de ibland kan jobbar sent in på natten.
Arbetsfördelningen har varit bra. Vi har delat upp arbetet i den mån vi har kunnat för att sedan
ge feedback på varandras texter. När vi körde fast i våra egna texter kunde vi diskutera och
bolla idéer med varandra för att komma vidare. Begränsningar för min del kunde vara att
finna ord på engelska, som man inte riktigt hade, men till vår hjälp hade vi olika
synonymhemsidor och översättningssidor. Engelskan gick bättre och bättre desto längre tiden
gick. När vi skrivit klart våra nya delar, diskuterade vi alltid tillsammans om vad som skulle
vara med i arbetet och all text har vi gått igenom ihop för att få en flytande text och en röd
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tråd genom uppsatsen. Vi har drivit på arbetet i ett högt tempo och alltid satt nya mål efter
arbetets gång, vilket har varit bra. Språk och text är något vi lagt ner extra mycket tid på just
för att vi inte behärskar engelskan som svenskan, vilket inte är så konstigt då vi aldrig gjort
något tidigare arbete under skolan gång som varit på engelska. Metodkursen har i efterhand
varit positiv då man fått extra feedback under arbetets gång och nya inputs från olika håll,
kursen har även gjort så man hållit ett högt tempo hela tiden.
Jag har lärt mig mycket under uppsatsskrivandet, inte bara om arbetet utan även om ett nytt
land. Viktigast var nog att lära sig reflektera, arbeta under de omständigheterna vi levde under
och kommuniceringen mellan två individer som skriver ihop. Uppsatsen är verkligen det mest
krävande jag gjort under dessa tre år, men jag är stolt över att vi har genomfört det ihop. Jag
skulle aldrig velat skriva uppsatsen ensam, det hade varit alldeles för betungande. Dessutom
gjorde jag en resa jag aldrig kommer glömma. Tack Högskolan i Skövde och SIDA för att ni
gjorde detta möjligt!
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Appendix 2
Interview giude
Gender:
Age:
What is your current position and title in your firm?
How many years of experience do you have as an auditor?
How many clients do you have?
Are these companies large?
Who is normally your contact at these companies?
Generally about auditing:
Can you tell us about a typical auditing process with an established client relationship?
What is your opinion about the current legislation and principles in your daily work as
an auditor?
-‐

How does the implementation of new frameworks affect you as an auditor?

Does your firm have any explicit policy about how to act when new legislations,
principles or standards are implemented?
-‐

How do you learn and use new laws, legislations and standards?

-‐

Are there too many new laws and legislations to follow in your profession?

-‐

When a situation arises and you are not familiar with a specific standard, how do you
resolve the issue?

Auditor – client relationships:
Can you tell us more about your client relationship; how often and where do you meet
your clients?

	
  

-‐

Can you tell us about the procedure at the client’s office?

-‐

Are there any specific/formal procedures you have to comply with?

-‐

Does your firm have any time limit for you as an auditor to work with the same client?
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Do you have any experience with situations where the relationship with your client
became too personal?
If not:
-‐

How do you manage to keep the relationship on a professional level?

Unless we manage to get these answers earlier during the interview:
Auditor Independence:
What is auditor independence according to you?
-‐

How does the independence affect your work as an auditor?

-‐

When does a dependent viewpoint occur?

-‐

How do you secure the independence?

How do you safeguard against threats to auditor independence?
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Appendix 3
The original, unrefined quotations
1. Because the independence issue is a part of the importance to all of the accounting firms,
we are very careful. All of us are required for instance to disclose whether we got any conflict
of independence issue before starting any PLC, public listed company, for instance.
2. We are doing all this up front, so that we will not be caught, you know. Okay we have
accepted and we found that there is something uncomfortable. So we try to minimise that, of
course we can not control everything but we try to minimise that.
3. Lots of inspections. So as a result, the work has to be properly done. If you breach, you/we
will be spotted and than I think you get a reprimand also.
4. Somehow it has provided us as an auditor to have some guidance and reliance. Reliance is
actually not relying on the standards, but relying it to discuss with the client! To argue with
the client! That this is the standard! But somehow, standard is standard, it is not the law, it is
not called an act, so it is again subject to interpretations.
5. In the Malaysian environment, unfortunately, we do not have that many clients who are so
competent in applying all this. So, then how, how would it than affect us auditors? We would
than need to you know help them with it, sometimes it would, it would sort of intersect with
some of our responsibilities because we suppose to be independent checkers, but we end up
going down to the field and teaching them you know. Look these are the things you need to do.
6. In certain countries perhaps the perception is, in the developing countries probably we are
holding hands with the clients, are too close with our clients. I think Malaysia is not in that
category we know what is, you need to know how to draw a line.
7.Auditors must always play the independence role, the objective role, and push back if we
believe that, that it is the job of the client and not our job.
8. So where in other countries where they can go home at lets say five o clock, we have to go
home at, sometimes even 4 AM, you know.
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9. Lots of rules, I think, I think there is no choices, it’s a lot of rules and as an auditor we will
have to comply and for a firm of our sizes we most comply.
10.I think is the independence will be, we must be clear in our mind what we can and can not
do. Yeah, of course the expectation from the public is also very important so we must be, we
must also take care of the appearance so called, right, so in the public should we be very
friendly, overly friendly with our client in public or we should be professional? Right?
11. So I think we have to take a step back, listen to the clients first and see how, what are the
justification and then only move on to, seeing how we can go about the standards. So we are
not running away from the standards but we are trying to make the standards more relevant to
the clients. Yeah, so I think the difficult part is doing that because a lot of the client now days
don’t have financial background they are operation background.
12. Auditors are in their professional capacity they are supposed to just audit the client. So
where as a firm we are trying to go one step further and engage the client rather then just
auditing them as costumers so we’re now going to treat them, I think like a friend or
something, like a friend to engage them to understand the business meets in auditing terms.
13.To act independent as an auditor, we always conduct our audit based on interest of
shareholder. Therefore we, as auditor, must develop our own judgement and the skill of
assessment of risk.
14. In Malaysia audit is a sour business, so you somehow you want to please the client at the
same time you wants to be stand on your ground. So there need to be a balance between me as
an auditor.
15. Actually the clients we had just said: ‘Please sign my papers and close it. Don’t ask too
many questions and don’t find all the issues.’
16. So it does seem, at the end of the day, they have had control over the piece of work.
17. So the association has actually established the By-laws, the By-laws have all the
independence quality that we have to observe.
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Appendix 4
The interview request
	
   	
  
	
  
Hi,

	
  

We are two students studying Business Administration and Economics at the University of
Skövde, Sweden. Recently we received a scholarship for our bachelor project in business
administration. Therefore, our field study will take place in Kuala Lumpur between March
16th and May 12th. The study area for our thesis is auditing and the main topic we have chosen
to write our thesis about is auditor independence in Malaysia. We will study the subject based
on the auditor’s perspective of auditor independence.
This is a qualitative study with a descriptive approach. The empirical data in the study will be
collected through interviews with auditors operational in Kuala Lumpur, Malaysia.
The reason why we are contacting you is because we are very interested to do an interview
with you. We will adapt to the time and date when you have the possibility to conduct an
interview. The participants and the audit firm in this study will be given anonymity and the
interviews are voluntary. The interview will take approximately 30-50 minutes.
The purpose with this study is to give understanding for how auditors in Malaysia secure their
independence after the convergence to International Financial Reporting Standards (IFRS).
This is to gain a deeper understanding for auditor independence within an international
perspective.
Your willingness to help out is greatly appreciated!

Best Regards
Malin Brandin & Michael Ahlstroem
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