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Abstract  

This study is one of the first research works of its kind on the effectiveness of 

internal auditing work. This issue is being recently started to be explored as an area 

to be studied in detail. The reason behind this is the dependence of external 

auditors, due to codes, on internal auditors in terms of utilizing their work.  

The problem of internal work effectiveness has been studied by us from three 

angles as: (i) How the codes govern it, (ii) What influence structure and professional 

judgment has on it, and (iii) what factors external auditor considers for its 

assessment (competence, work performance, objectivity). 

The nature of the research clarified its data and reasoning requirement that depicted 

the study to be qualitative study. The research approaches namely deduction 

approach was used.  The practical implication of the theoretical framework is 

explored through semi-structured interviews. Eight respondents were selected, two 

experienced and two assistants from Big four. Same was the case for local 

companies. 

 The result of the study revealed that the auditing society is going towards more 

standardization. The use of professional judgment is being restricted and 

discouraged. This factor is of disturbance for most auditors regardless of local or 

Big Four companies. As said above, there is a need to monitor the current trend in 

auditing. Moreover, the present situation can lead to auditing becoming mechanical 

rather being a cognitive work. Conclusively, most of the experienced auditors do 

not consider auditing practices to become flawless with needlessly less usage of 

professional judgment. Objectivity factor was much stressed by experienced 

auditors in comparison to assistants. 



 

Abbreviations  

1. The Sarbanes-Oxley Act (SOX) 

2. US Securities and Exchange Commission (SEC)  

3. Public Company Accounting Oversight Board (PCAOB) 

4. International Federation of Accountants (IFAC) 

5. International Standards on Auditing (ISA) 

6. Föreningen Auktoriserade Revisorer (FAR)  

7. Committee of Sponsoring Organizations of the Treadway Commission 

(COSO)  

8. Internal Auditor (IA) 

9. Institute of Internal Auditors (IIA) 

10. Handbook of International Standards on Auditing and Quality Control 

(IFAC Handbook) 

 



 

Contents 
 
Chapter 1   .......................................................................................................................... 4
1. Introduction   .............................................................................................................. 4

1.1. Research Question   ............................................................................................. 5
1.2. Problem statement  .............................................................................................. 5
1.3. Delimitation   ....................................................................................................... 6
1.4. Model Explanation   ............................................................................................. 6
1.5. Reasoning of qualitative approach   ..................................................................... 7
1.6. Thesis Outline   .................................................................................................... 8

Chapter 2   .......................................................................................................................... 9
2. Literature Review   ..................................................................................................... 9

2.1. Codes   ................................................................................................................. 9
2.1.1. Introduction to SOX   ................................................................................... 9
2.1.2. Introduction to European Company Law Directives   ................................ 11
2.1.3. Introduction to the Swedish Code   ............................................................ 12

2.2. Föreningen Auktoriserade Revisorer (FAR)  .................................................... 13
2.3. Structure and Professional Judgment   ............................................................... 14
2.4. Internal Control and Auditing   .......................................................................... 15
2.5. Internal audit and SOX   .................................................................................... 18
2.6. External Auditor Perspective   ........................................................................... 19
2.7. Relationship between internal and external auditor   ......................................... 20
2.8. Framework for Internal auditor work effectiveness assessment by External 
Auditor   ........................................................................................................................ 22

2.8.1. Competence   .............................................................................................. 22
2.8.2. Work Performance  .................................................................................... 23
2.8.3. Objectivity   ................................................................................................ 23

2.9. Internal auditing and Institute of Internal Auditors (IIA)   ................................ 23
Chapter 3   ........................................................................................................................ 25
3. Methodology  ........................................................................................................... 25

3.1. Course of Action   .............................................................................................. 25
3.2. Research Strategy   ............................................................................................ 26

3.2.1. Deductive Approach   ................................................................................. 26
3.3. Data collection and interpretation method   ....................................................... 27

3.3.1. Collection   ................................................................................................. 27
3.3.2. Criteria   ...................................................................................................... 27

3.4. Interview Technique   ........................................................................................ 28
3.5. Respondent Selection   ....................................................................................... 28
3.6. Obstacles in interview process   ......................................................................... 29
3.7. Research Evaluation   ........................................................................................ 30

3.7.1. Validity   ..................................................................................................... 30
3.7.2. Reliability   ................................................................................................. 30

Chapter 4   ........................................................................................................................ 31



 

4. Empirical Study   ...................................................................................................... 31
4.1. Big Four and local Auditors  ............................................................................. 31

4.1.1. External Auditing   ..................................................................................... 31
4.2. Case 1:  .............................................................................................................. 34

4.2.1. Big Four auditors   ...................................................................................... 34
4.2.2. Local Auditors   .......................................................................................... 36

4.3. Case 2:  .............................................................................................................. 37
4.3.1. Big Four Auditors   ..................................................................................... 37
4.3.2. Local Auditors   .......................................................................................... 40

4.4. Case 3:  .............................................................................................................. 41
4.4.1. Big Four Auditors   ..................................................................................... 41
4.4.2. Local auditors   ........................................................................................... 43

Chapter 5   ........................................................................................................................ 45
5. Analysis and Discussion   ......................................................................................... 45
Chapter 6   ........................................................................................................................ 50
6. Conclusion   .............................................................................................................. 50
7. References   .............................................................................................................. 51
8. Appendix   ................................................................................................................ 57

8.1. Questionnaire   ................................................................................................... 57
8.2. Stories of external auditing encounters told by Auditor F   ............................... 58



4 | P a g e  
 

Chapter 1  

1. Introduction  

This chapter introduces the problem, its origin and how it will be studied. The research question, 
problem statement delimitation, model explanation, research model, reasoning of qualitative 
approach are the headings discussed. Lastly, the outline of the thesis is presented.  

The trustworthiness of auditing and financial reports has become a headline for 

financial news papers, media and internet forums. Reliability on auditor’s work is 

the most crucial factor that is demanded by the investors around the globe to make 

their decisions about future spending. The future of companies is also judged by 

this factor. The fraudulent practices in the business communities have global 

impacts. The EU is also affected by it and so does Sweden. Organizations like FAR 

in Sweden, SEC (US Securities and Exchange Commission) and PCAOB (Public 

Company Accounting Oversight Board) in USA have laid down regulations as a 

result.  

The Swedish Code and the Sarbanes-Oxley Act (SOX) are guidelines for auditors 

and accountants for testing and documenting the true picture of the internal 

controls. This is done for authentic public reporting. The SOX act is executed in 

Sweden depending upon whether Swedish companies are listed in US stock 

exchange, have headquarters or divisions in USA. Additionally, the US companies 

that are in Sweden have to comply with the Swedish Code.  

In practice, most of the external auditors view this situation in a different manner. 

Most auditors of local companies say that SOX is costly for small business and 

there is a need to have some amendments in it to be fit-for-all. People working at 

the international auditing companies see the current situation as a transition stage 

where SOX and Code have their own place of execution. Having said this, it is 

interesting to note that all of them agree that the independence and objectivity of 

the internal auditor is the most pivotal area presently to be studied and tackled for a 

better future of investor-company relationships. Our motivation is derived from the 
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above situation. Hence, the area of study had been decided to be the effectiveness of 

internal auditor’s work.  

The title of the paper as indicated “An assessment model for external auditors’ 

reliance on internal auditors’ work in the light of structure and professional 

judgment practices: A case of Swedish Auditing firms” has three focus areas. One is 

to see whether structure and professional judgment can be the elementary building 

blocks for assessing internal auditor work. Secondly, how can the external auditor 

rely on the work of the internal auditor is studied. Finally, the two previous areas 

are put into a framework by using a model for internal auditor assessment by 

external auditor.   

The method involved in this research is qualitative. Semi-structured interviews have 

been used and the responses are compared with each other to find patterns and 

logic for interpretation of interviews. The result is presented in the form of a 

conclusion.  The findings indicate that standard and professional judgment both 

play a vital role in effective auditing. At last, the assessment done by the external 

auditors reveal that they mostly depend on the objectivity of the internal audit 

function. 

1.1. Research Question  

To what extent do external auditors assess the effectiveness of internal auditors’ 

work? 

1.2. Problem statement  

The area of research is to assess how the external auditors analyze whether to use 

the work of internal auditor. The factors which indicate internal auditors’ 

effectiveness are studied by using a model presented by Desai, V., et al (2010) under 

the title “An Analytical Model for External Auditor Evaluation of the Internal 

Audit Function Using Belief Functions”.   

Structure and professional judgment act as the lens through which the whole 

situation of internal auditor’s work effectiveness is observed. It is also recorded that 
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how structure, professional judgment and codes has been used by the external 

auditors while auditing. 

1.3. Delimitation  

The systems that support structure like IT infrastructure and systems required for 

better professional judgment namely training are not part of the study. The 

respondents were the external auditors. The internal audit effectiveness is seen from 

the external auditor’s perspective. The part of the model that has been taken from 

the work of Desai, V., et al (2010) is not used as a whole. It is only used to 

authenticate the factors being considered for studying the effectiveness of internal 

auditing.  

1.4. Model Explanation 

The core of the model has been taken from the research paper by Desai, V., et al 

(2010) so that it could be authenticated that the factors are previously tested. The 

modification and enlargement of the framework presented by Desai, V., et al (2010) 

has been backed by literature review. 

The base of the model is structure and professional judgment. This shows that it 

has its input in internal and external auditing and their interrelationship. 

Furthermore, the concept of structure and professional judgment affects on the 

external auditors’ assessment of internal auditors’ work effectiveness.  

The core of the model describes the effectiveness of auditing. It is bifurcated in 

three factors namely competence, work performance and objectivity. The last part 

of the model shows that the external auditors assess the internal auditing 

effectiveness based on the three factors. The arrows show that internal auditors 

communicate their performance to the external auditor through reports. In 

response, the external auditor checks the reports authenticity and corresponds back 

to the management of the company.  
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Research Model, Source: (Desai, V., et al 2010) 

 

1.5. Reasoning of qualitative approach  

The scope of effectiveness in our study deals with the achievement of objectives as 

it is depicted:   

“Effectiveness is measured by the degree to which input and output are capable of 

achieving the intended results for specific and delimited constituencies (direct 

outcomes), for entire sectors (intermediate outcomes), for society and/or economy 

as a whole (end outcomes). Needless to say, achieving and measuring outcomes is 

more difficult than in the case of output because the influence of intervening 

variables is much stronger” (Mandl et al., 2008: 2-5; SCP, 2004:39 ; cited in 

Codagnone & Undheim 2008).  

The above statement compels us to use qualitative approach for finding an answer 

to the problem being proposed. This viewpoint is also shared by Robson et al. 

(2001) who depicts that effectiveness is evaluated better by qualitative methods. It is 

considerably authentic as numbers are not enough to define the output generated 

and the intended outcome. 
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1.6. Thesis Outline 

Chapter 1: describes the introduction to the problem being studied. The limitation 

of the study, research question and model are detailed for the reader to have an 

overview of the thesis.  

Chapter 2: describes the theoretical framework for internal audit work 

effectiveness. The origin of the problem along with its present condition is 

discussed. The theoretical foundation for the arguments about the problem is 

developed. The problem has been studied from three perspectives as: structures and 

professional judgment, codes and three work effectiveness factors. 

Chapter 3: portrays the research methodology that has been adopted to study the 

problem. Mainly a qualitative study is used to study the internal audit work 

effectiveness with semi structured interviews. The guideline for recording and 

analyzing the data is presented. Finally, the obstacles in the research process are also 

expressed.  

Chapter 4: The responses of the interviewees are recorded in the form of three 

cases. The responses are compared in a logical manner in order to facilitate reading, 

easiness and understanding of the reader.    

Chapter 5: deals with the analysis of the responses. The literature review is 

matched with the responses to investigate the convergence and divergence of the 

practices of auditors. The common ideas and opinions of the auditors are 

highlighted. The understanding of the problem is developed to extract the result.  

Chapter 6: Presents the result that clarifies the current situation of internal auditor 

work effectiveness. Lastly, a common understanding of the most experienced 

auditors is stated along with our own learning.     
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Chapter 2 

2. Literature Review 

This chapter describes the history of the problem, the foundation of the research work on internal 
auditor work effectiveness and its model. EU company directives, SOX, the Swedish Code and the 
work of FAR are used to develop the scenario for the problem.    
 

Because of scandals those of Enron, Tyco and WorldCom, media has become 

attentive and especially the mass media have taken a greater interest in exposing 

unlawful activities occurred in these companies which have lost investor trust. Most 

of the companies are trying to gain it back (Finansdepartementet and 

Förtroendekommitt´en 2004, p.102). These wrongdoings and misconduct has been 

increasingly focused in different businesses and organizations of Sweden, for 

instance, Skandia, Prosolvia and Intrum Justitia (Finansdepartementet and 

Förtroendekommitt´en 2004, p.231). Strict actions have been taken against the 

scandals which have badly spoiled the confidence in financial reporting 

(Finansdepartementet and Förtroendekommitt´en 2004, p.232). A strict set of rules 

has been implemented and the duties of management and board of directors are 

explained. This is to ensure that all the operations are being done properly and 

supervision is working according to the set rules in order to stop unlawful activities. 

2.1. Codes 

2.1.1. Introduction to SOX 

The Sarbanes-Oxley Act (SOX) was introduced for the sake of giving investors 

guarantee and keep them confident as most of the investors had become distrustful 

due to financial scandals and accountancy frauds. SOX have proved to be a surety 

that financial reports and other information available on the market were related 

and latest (FAR SRS, 2003). The Enron scandal and advanced bonus systems 

introduced for executives in Tyco, WorldCom and Adelphi Communications 

contributed to the foundation of SOX which requires accounting ethics for the 

businesses registered in US stock exchange (Finansdepartementet and 

Förtroendekommitt´en 2004, p.232). The main objective of SOX was to keep tight 
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control over accounting and information existing on the stock market and to keep 

the accountants and auditors professional and independent. Another purpose was 

to set fines for the law violations (FAR SRS, 2003). Operational damages and frauds 

cannot be stopped completely but SOX facilitate manager to keep an eye on 

operations or any mismanagement (Green, 2004 p.XI). All Americans as well as 

non-Americans companies who have shares on an American exchange or stock 

market are fully protected by law (FAR SRS, 2003), which means that it is 

obligatory for all foreign businesses to follow SOX (FAR SRS, 2005b). 

 

The SOX act was taken into consideration by Georg W. Bush on July 30, 2002. 

Paul Sarbanes and republican congressman Michael Oxley were the law initiators 

(Economist, 2007). Two-third of all Americans were convinced after the corporate 

scandals at Enron, WorldCom and other companies that corporate executives are 

corrupt and involved in fraudulent activities. Therefore, Congress responded to the 

public scandal and passed the Sarbanes-Oxley Act, which is commonly known as 

SOX (Green 2004, p.XI). 

 

The Sarbanes-Oxley Act formed a new supervisory body named the Public 

Company Accounting Oversight Board (PCAOB) to watch over the auditors of 

public businesses. The board’s basic purpose was to endorse informative, unbiased 

and fair audit reports to keep investors and public interest secure. The powers, 

formation, and responsibilities of PCAOB are mentioned in the first title of SOX. 

The Securities and Exchange Commission (SEC) is the stock authority in the US 

and is responsible for employing five of the Board members. The commission is 

also in charge of organizing work in the areas of auditing and accounting 

(Finansdepartementet and Förtroendekommitten 2004, p.257). 

 

The Sarbanes-Oxley Act has been divided into eleven titles which include various 

sections and subsections. According to Section 202 of the second title, it is 

mentioned that the external audit is independent and does not involve in any other 

services for the company. There are some rules in Section 302 of the third title that 
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require the CEO and CFO or other persons to carry out  a similar role in order to 

verify both yearly and quarterly report filed (107th Congress, 2002).     

 

In this report Section 404 of the fourth title describes the internal control on 

financial reporting whereas most of the other sections talk about companies and 

auditors. This report guides the management of risks detection regarding the 

financial reporting and controls established to tackle those risks and to assure that 

controls are properly acknowledged, verified and calculated (KPMG, 2009b). 

Additionally, the report demands verification of properly designed controls to 

ensure error free income statement or balance sheet, which also has to be verified 

by the CEO and CFO (Deloitte, 2009). The financial reporting has to consider the 

management’s judgment of the internal control, which gives the management a 

comprehensive and clear direction. Furthermore, the external auditors have to 

comment on the internal control of the company after judging the company’s 

financial reports. Strict actions might be taken against the management and the 

external auditors also for not fulfilling the requirements or performing any unlawful 

activity (KPMG, 2009b).        

Section 807 of the eighth title describes that any person who involves intentionally 

in any fraudulent activity shall be committed to pay fine or imprisoned maximum 

for 25 years or both. According to section 906 of the ninth title, it is stated that a 

person will be fined maximum for 5 million dollars and 20 years imprisonment for 

verifying a financial statement even knowing the report is not in accordance with 

the law (107th Congress, 2002). The relationship of the SOX act with our study is 

that many of the Big Four and even some local auditing companies are having cases 

of the audits of the SOX compliant companies.   

2.1.2. Introduction to European Company Law Directives  

In the 1990s, the European Union had been left behind in the debate of corporate 

governance because there is no law for implementing corporate governance in 

Europe. In 2003, the European Commission formulated an agenda to deal with this 

concern. The commission could not develop a common code for corporate 
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governance for all member states because of huge differences between them; 

therefore the commission recommended them to institute individual codes within 

the European Company Law Directives. The commission explained that those 

codes should be founded on the principle of “comply or explain” i.e. the companies 

either have to follow these codes completely or they have to explain and give 

reasons why they are deviating and cannot follow the code (Svernlöv 2008, p.27). 

Companies are required to have independent auditing committees due to current 

modifications to the eight European company law directives (EurActiv 2007), 

which was applicable in Sweden on June 29, 2008 (Deloitte 2007). 

 

As of June, 2008, according to the European Corporate Government Institute 

summary, there were more than 80 codes in almost 60 countries since June, 2008 

(Svernlöv 2008, p.28). The European Company Law Directives served as 

milestones for the Swedish code formulation. Therefore, it is necessary for 

investigating the origination and source of basic regulations that are homogenous 

across EU.  

2.1.3. Introduction to the Swedish Code   

The final edition of the Swedish Code of Corporate Governance, generally called as 

the Code, was introduced on December 16, 2004 and implemented on July 1, 2005. 

Initial phase of the Code was established whereas the second phase was instituted 

by a committee named the Code Group employed by the government (Svernlöv 

2008, p.9). The Code was applicable to all companies registered on the Swedish 

Stock Exchange Market having an asset value of more than 3 billion SEK (Svernlöv 

2008, p.19). 

 

The Swedish Corporate Governance Board, commonly known as the Board, was 

formed in spring 2005 to endorse good corporate governance in companies 

registered with the Swedish stock exchange (Kollegiet, 2009e). The Board 

introduced an updated edition of the Code on February 1, 2008. The updated 

edition was also developed in two phases, and had to be adapted to meet the 

requirements in which smaller companies run (Svernlöv 2008, p.19). In general the 
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Code was improved by eliminating flaws and minimizing the number of rules 

(Svernlöv 2008, p.22-23). The basic aim of the Code is to gain investors confidence 

with a guarantee that companies are run possibly well according to the shareholders 

objectives and interests (Kollegiet 2009f, p.6).  

 

The Code is based on the ”comply or explain” principle, which means that a 

company while applying Code is not bound to conform with every rule in it and is 

allowed to substitute solutions according to the situation.  Those substitute 

solutions must have explanation for which they are chosen because they are 

accountable publicly (Svernlöv 2008, p.41-42). The Code has come out from a 

Swedish practice of self-regulation (Svernlöv 2008, p.35), and the Board gave self-

regulation preference legislation (Svernlöv 2008, p.26). The essential demands on 

corporate governance, in Sweden, are already ascertained by law and legal 

agreements for registering into stock markets (Kollegiet 2007). Deviation from one 

or more rules does not mean that the Code is being violated; however there must 

be a reason for the divergence. The company should be careful about the guidelines 

encouraging for their businesses and bring them into action, and this is the purpose 

for which the code was formed. (Svernlöv 2008, p.44) 

 

There are no legal sanctions mentioned in Code for insignificant deviations; 

however it could lead towards a breach of the Companies Act, listing agreements, 

stock rules or some other laws. Sanctions stated in the violated law could be 

applicable in that case. Divergence is not permissible from the Companies Act or 

obligatory rules associated with the stock market by giving reference to the principle 

of “comply or explain” (Svernlöv 2008, p.45). Laws always have supremacy over 

self-regulation (Svernlöv 2008, p.41). 

2.2. Föreningen Auktoriserade Revisorer (FAR)  

According to the official website of FAR, they are “The trade organization for the 

accountancy profession”. In 2006, the integration of FAR and Swedish 

Revisorsamfundet resulted in the Association of FAR. It has about 6500 members. 
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Their members range from certified tax advisers, accountants to sustainability 

reporting specialists.  

FAR is working for the development of auditing industry. They have a detailed 

website on the industry ethics, rules and qualification criteria for an auditor in 

Sweden (FAR 2012 a). One of the major tasks of FAR is to publish and write books 

on the international and national developments in auditing, accounting and related 

areas. Being the members of IFAC, they follow the international codes (FAR 2012 

b).  The three main services that FAR provide are: 

 Audit and other audit assignments  

 Tax and business advice 

 Accounting Services (FAR 2012c) 

 

2.3. Structure and Professional Judgment 

International Federation of Accountants (IFAC) is a recognized organization for 

the accounting profession and has introduced international standard which are 

followed by the auditors all over the world. There are different International 

Standards on Auditing (ISA) published by the IFAC and the auditor’s professional 

judgment is an important part among these standards. For instance, it is mentioned 

in paragraph 16 of ISA 200 that “The auditor shall exercise professional judgment 

in planning and performing an audit of financial statements” (IFAC Handbook 

2010 p. 78). 

According to the IFAC Handbook, professional judgment is essential in presenting 

a good audit process. Informed decisions and ethical requirements are very 

necessary to be explained during the audit process for which related knowledge and 

experience of the facts and situations is required. Auditors may have professional 

judgment after gaining high training, knowledge and experience which refers that 

they have the competence to acquire reasonable judgments (IFAC Handbook 

2010). 

According to IFAC, the judgmental process can be defined as: 
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“Professional judgment - The application of relevant training, knowledge and 

experience, within the context provided by auditing, accounting and ethical 

standards, in making informed decisions about the courses of action that are 

appropriate in the circumstances of the audit engagement” (IFAC Handbook 2010, 

p.26). 

 

One the other hand, according to Cushing and Loebbecke (1986) structure has 

been defined as: “A structured audit methodology is a systematic approach to 

auditing characterized by a prescribed, logical sequence of procedures, decisions, 

and documentation steps, and by a comprehensive and integrated set of audit 

policies and tools designed to assist the auditor in conducting the audit” (Cushing 

and Loebbecke 1986, p. 45-46). MacLullich (2001) quoted Cushing and 

Loebbecke´s (1986) describes the audit method as portrayed by a structure into a 

number of steps i.e. planning, decisions and components, and these are the 

programmed steps necessary to complete.  

Auditors who follow structure with standard procedures and checklists do not 

consider judgment (MacLullich 2001). Smith et al. (2001) have observed an 

incredible change between the degrees of systematical work in firms auditing 

approaches (Smith et al. 2001).  

In unstructured firms1

2.4. Internal Control and Auditing  

 auditors may apply the judgment to bring required changes 

within the audit program and may increase or decrease steps according to the 

situation and case. In unstructured firms more use of judgment in the audit process 

makes auditors competent enough in understanding all working steps and 

relationship between them, furthermore it may also provide help to understand the 

facts gathered from other analysis and potential errors in the reports (Myers 1997). 

The basic aim of internal control is to make the financial report free from errors 

and ensure that there are no critical errors in the income statement or balance sheet 

                                                 
1 Much consideration is not structures and codes. Mostly rely on judgments of the auditors. The systems 
are flexible and the people are trusted that are given responsibility. This mechanism reflects the practices 
of Swedish firms before and even after the introduction of massive codes. 
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(Svernlöv 2008, p.149). In this way the management can have a better position than 

the external auditors to safeguard their interests.    

During 1980s and 1990s the high demand for a complete definition of internal 

control originated various frameworks, mainly in the Anglo-Saxon countries 

(Föreningen Auktoriserade Revisorer, 2006). In the report Internal Control-

Integrated Framework, the Committee of Sponsoring Organizations of the 

Treadway Commission (COSO) describes internal control in the following words 

(COSO, 2009): 

 

“. . . a process, effected by an entity’s board of directors, management and other 

personnel, designed to provide reasonable assurance regarding the achievement of 

objectives in the following categories: 

• Effectiveness and efficiency of operations. 

• Reliability of financial reporting. 

• Compliance with applicable laws and regulations.” 

 

In addition, COSO defined internal control with its five important pillars named 

Control Environment, Risk Assessment, Control Activities, Information and 

Communication, and Monitoring. The Control Environment represents a culture 

through which the management and board of directors correspond and operate. 

Further, it formulates a base for internal control with the help of discipline and 

structure for other functions.      

 

The purpose of Risk Assessment is to discover goals which are associated with the 

units at various levels within the organization and to evaluate possible risks in 

achieving those goals. In order to control these risks, it is important to identify that 

how constant changes in the surroundings affect them (risks) linked with achieving 

the goals. Control Activities are guiding principles on how to successfully acquire the 

proposed goals at each level by keeping related risks in mind. Information and 

Communication engages in identifying pertinent information within a specified span 



17 | P a g e  
 

of time. It also involves in correspondence of the information both downwards and 

upwards as well as across the organization and to external parties. It is important 

that individuals realize their duty and associations to the work of others, and 

consider communication from the top very seriously. In Monitoring the organization 

performance is calculated either by continuous observations, or separate assessment 

or a combination of both (ibid.).  

 

 

Figure:  COSO’s Internal Control - Integrated Framework  

Source: (Enisa 2012)  

According to FAR, it is very important and necessary for all businesses and 

organizations to have a sound and up to date internal control. If internal control is 

managed in a proper way, it provides huge benefit in the form of more effective 

processes, more consistent information and prevention of costly business which 

brings confidence amongst investors. Internal control is to be considered as a 

process driven not only because of structure and directions but relatively due to 

individuals at each level of organization (Föreningen Auktoriserade Revisorer 2006). 
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2.5. Internal audit and SOX  

The role of internal audit (IA) function has turned out to be prominent due to the 

Sarbanes-Oxley Act of 2002 (Gramling, Maletta, Schneider, and Church 2004). 

SOX, Section 302 demands management to confirm and declare the efficiency of its 

internal control structure and procedures in terms of quarterly and annual reports 

of the company. According to Section 404 of SOX management is obliged to 

document, assessment, and making report on the efficiency of internal control over 

financial reporting, whereas the external auditors are required to review and 

comment on management’s assessment of internal control (ibid.).  Hence, today the 

work of internal audit and its assessment by the external auditor are governed by international 

codes. 

 

In May 2007, the Public Company Accounting Oversight Board (PCAOB) made 

amendment in its directions and instructions on auditing internal control and 

adopted Auditing Standard No. 5 i.e. an audit of internal control over financial 

reporting incorporated with an audit of financial statements. Due to the execution 

of this standard along with its guidance and instruction, the PCAOB clearly 

supports external auditors to ‘‘use the work of others to a greater extent when the 

work is performed by sufficiently competent and objective company personnel’’ 

(PCAOB 2007, 13). This requirement may enhance external auditors’ dependence 

on the work of internal auditors in executing the integrated audit and internal 

control assessment work, which is now required by Auditing Standard No. 5 

(PCAOB 2007). Moreover, the application of good corporate governance has made 

IA function roles more vital and significant (Antoine 2004). 

Need of appropriate trust of supervisory bodies by the investors, corporate 

governance actors and financial market participants on the internal audit function 

has increased its importance which may be helpful to understand it in a better way. 

According to, Auditing Standard No. 5, external auditors are obliged to use a 

principles-based approach to decide when and to which level they can exercise the 

work of others (PCAOB 2007). Therefore, in the evaluation of internal control, 
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auditor judgment plays a vital and important role in the performance of the 

integrated audit. 

The guidance by PCAOB to use the work of internal auditor (PCAOB 2007, p.13) 

reflects that the effectiveness of work of both internal and external what depends 

on each other. This dependence is partially decided by the extent to which the 

internal auditor’s work is usable and trustable by the external auditor (PCAOB 

2007). 

2.6. External Auditor Perspective   

Structured auditors may not consider the information which is not included in their 

audit plan because they rely on standardized questionnaires instead of making their 

own structure (Myers 1997). According to Schroeder et al. (1996) structured audit 

firms highly depend upon audit facts gained from their templates or structure rather 

than on their professional judgment, which produce more chances of blunders in 

those firms. The author further state that there must be further research in this area 

to find more results (Schroeder et al. 1996).         

In case of excessive evaluation, clients are liable to give higher fee to their auditors 

when the audit firms do not pay for extra work to their auditors. The competition 

level in the profession of audit keeps auditors away from over-auditing. Sullivan 

(1984) assumes that auditors “audit too much” and “audit too little” when there is 

no particular and quantitative direction. 

In unstructured firms auditors are very keen to bring their professional judgment 

into play in exploring facts they must have to carry out the audit (Schroeder et al. 

1996; Kinney 1986), whereas in structured firms auditors try to find information 

which favors their audit decision tools (Schroeder et al. 1996). Schroeder et al. 

(1996) described that most of the structured firms unconsciously have a tendency to 

involve in statistical sampling methods; on the other hand in unstructured firms 

statistical methods are only applied in some specific situations (Kinney 1986). The 

audit result will always be affected irrespective of method used (Schroeder 1996). 
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2.7. Relationship between internal and external auditor  

The relationship of the external and internal auditors is depicted by the extent to 

which the external auditors rely on internal auditor work (Felix et al. 2005). There 

are rules and guidance given by PCAOB in which it is encouraged to use the 

internal auditors’ work (PCAOB 2007).  

Moreover, the external auditors must evaluate the trustworthiness of any work done 

by the IA function to rely on them (AICPA 2003; PCAOB 2007). Leniency from 

the external auditors while using the work of IA function must companies consider 

a motivational force to form a high-quality IA function. The external auditors will 

exploit the IA function more confidently in case of strong and well developed IA 

function (PCAOB 2007). Even before SOX, external auditors evaluated the strength 

of the IA function in order to judge the efficiency of the internal control structure 

of the client. SAS No. 65 expressed the relationship of external auditors and 

internal auditors where external auditors can increase their effectiveness and 

efficiency by using internal auditors’work. 

Research in recent decade have expanded the above by depicting that internal audit 

can add value to the company and support external auditor by the development of 

corporate governance (Gramling et al. 2004; Tapestry Networks 2004).  

Gramling et al. (2004) provided their ideas and blended the literature on internal 

auditing for the guidance of future research on the new and extensive roles that the 

IA function can play in ensuring good corporate governance. They found that, in 

past, the role of the IA function was not taken seriously in response to financial 

reporting scandals. But most of the people consider IA function as part of solution 

to a suspected failure in the systems of business reporting, internal control, and 

ethical behavior (Bailey, Gramling, and Ramamoorti 2003). Therefore, for better 

understanding, interaction of IA function with the audit committee, management, 

and the external auditors is very necessary to gain good corporate governance 

(Tapestry Networks 2004). The conventional role of internal auditing has been 

improved from an ordinary supervisory body to a value-added business advisor 

where internal auditors have perceived their role which has been developed from 

executing traditional internal audit functions to emphasizing on adding value to the 



21 | P a g e  
 

organization (Cashell and Aldhizer 2002; Chapman and Anderson 2002). This focus 

on adding value to the organization with the help of different assurance activities 

has emerged new issues relating the capability of internal auditors to perform in an 

objective manner (Mutchler et al. 2001).       

Other factors of internal audit effectiveness namely competence and work 

performance have an impact on external auditors’ assessment process (Edge and 

Farley 1991; Messier and Schneider 1988). In the post-SOX environment it might 

be possible for the external auditor to find evidence about these factors, it can be 

further argued that finding evidence about the objectivity of the IA function relies 

on the nature of the organization and the relationship between the external auditor 

and the client. This makes the objectivity factor far complex than others. It is also 

observed to be one of the most vital for researchers that view other factors to be 

reflection of objectivity (Gramling et al. 2004; Auditwire 2000; IIA 2001; Mutchler 

et al. 2001).   

Brody et al. (1998) examined the significance of external auditors’ conflict 

management styles (i.e., work around the IA function style, deny problem style), 

latest experiences with material adjustments, and perceived communication barriers 

between clients and the audit firm in external auditors’ decision to depend on the 

IA function. They determined that conflict management styles and perceived 

communication barriers were important to make reliance decisions clear. Further, 

Felix et al. (2005) also determined that the reliance decisions of the external auditors 

are also affected by the provision of non-audit services. They further found that the 

reliance decisions are considerably affected by internal audit effectiveness and the 

level of internal–external audit coordination, when non-audit services are not 

properly given to a client. It could be hard for external auditors to find whether the 

recommendations of the internal audit department are being executed by senior 

management within the organization. It could be hard for external auditors to find 

whether the recommendations of the internal audit department are being executed 

by senior management within the organization.  
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2.8. Framework for Internal auditor work effectiveness assessment by 
External Auditor  

Our main concern is directly on the external auditor’s assessment of three IA 

quality factors which are internal auditor objectivity, competence, and work 

performance. The purpose of previous studies of this kind was to find that how 

important each factor is in the external auditor’s overall assessment. On the other 

hand, they did not try to find the interrelationships between these factors and how 

these relations can be helpful for auditors in order to understand the internal 

control structure of the client (Brown 1983; Abdel-Khalik, Snowball, and Wragge 

1983; Schneider 1984, 1985a, 1985b; Margheim 1986; Messier and Schneider 1988; 

Edge and Farley 1991).  

 

Maletta (1993) and Krishnamoorthy (2002) found the relationship among these 

factors in their recent studies. Maletta (1993) analyzed the decisions of external 

auditors to exploit internal auditors as assistants during the audit process where he 

determine that external auditors involve in a complicated process when deciding 

whether or not to use the internal auditors as assistants. He also found a 

relationship among the three factors which affects the strength of the IA function. 

The findings of their analysis showed that when risk is high, auditors reckoned the 

work performance of the internal auditors only when objectivity is high. On the 

other hand, no interaction effects were perceived between work performance and 

objectivity when risk was low. Additionally, competence was the most key factor 

followed by objectivity and work performance during all risk conditions. 

2.8.1. Competence 

Practically it is very hard for the external auditor to find direct evidence for all three 

IA assessment factors (Krishnamoorthy 2002). It may be comparatively easier for 

the external auditor to find evidence about the competence of the internal auditors. 

For example, the external auditors can designate a high level of trust for the 

competence of the auditors if the internal auditors are professionally certified by 

AICPA or IIA. The same is the case when the internal auditors have a plenty of 

professional experience in the industry of auditing. 
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2.8.2. Work Performance 

According to Cohen et al. (2007) the quality of corporate governance could play a 

crucial role in the assessment of the IA function by the external auditors. A few 

factors in the governance structure i.e. audit committee quality and effectiveness, 

independence and financial literacy of the audit committee, and the level of 

communication between the IA function and the audit committee could have an 

extensive influence on the work performance and objectivity of the IA function, so 

thereby affecting the strength of the IA function. A vital contribution of this paper 

is therefore to integrate the quality of corporate governance into the model for 

assessing the strength of the IA function by the external auditors. 

2.8.3. Objectivity  

Independence (i.e., the function’s reporting relationship within the firm) is 

considered as the most significant measure by external auditors when assessing the 

objectivity of the IA function (Clark et al. 1980, 1981; Brown 1983; Messier and 

Schneider 1988). DeZoort, Houston, and Peters (2001) describe that the key role of 

the IA function and its compensation structure were professed by external auditors 

as affecting the IA function objectivity. Brody and Lowe (2000) determined that 

internal auditors have a tendency to get hold of positions that were best for the 

company instead of making objective assessments when assessing their results. 

Plumlee (1985) also determined that internal auditors who analyzed control systems 

contended internal controls to be stronger, and the effects of any collapse to be less 

severe, than internal auditors who did not have a responsibility in the internal 

control design. Therefore, it pursues that the assessment of the strength of the IA 

function will heavily rely on the capability of the external auditor in order to find 

evidence about the objectivity of the IA function. 

2.9. Internal auditing and Institute of Internal Auditors (IIA) 

Dynamic changes and transformation in internal auditing has brought some 

modification in this profession, due to this reason the Institute of Internal Auditors 

(IIA) revised the definition of internal auditing as follows:  
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“Internal auditing is an independent and objective assurance and consulting activity that 

is guided by a philosophy of adding value to improve the operations of the 

organization. It helps an organization accomplish its objectives by bringing a 

systematic and disciplined approach to evaluate and improve the effectiveness of 

the organization's risk management, control, and governance processes”(IIA 2001)  

This up to date definition advocates a profession which is manifested by expansive 

business and technical skills. In addition to this, it also focuses on assurance 

services. An assurance service is "an objective examination of evidence for the 

purpose of providing an independent assessment of risk management, control, or 

governance processes for the organization" (IIA 2001). Therefore, internal auditors 

can add value by presenting appraisal of the trustworthiness of the data and 

procedures. Internal auditing clients demand for guaranteed objectives which the 

organization are being accomplished successfully and efficiently (Verschoor and 

Shelton 2003). This idea covers all areas of the conventional audit (e.g., efficiency, 

financial, compliance, operational) and also latest forms of guarantee associating 

risk management and control problems (Rittenburg 1999; Sinason and Tidrick 

2001). Furthermore, the new definition states broadly that internal auditors must be 

objective in their work. This directive is quite similar to the IIA Code of Ethics, 

which describes that internal auditors must evaluate all related situations equally and 

fairly. Additionally, they must set aside their personal as well as others interest in 

forming their judgments (IIA 2001). Their judgments must portray a balanced 

evaluation of the circumstances regardless of their own or their superiors’ interests. 
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Chapter 3 

3. Methodology 

This chapter represents that qualitative research methodology is used. The deduction approach is 
adapted to develop the data for studying the problem. The principles for interview session, 
respondent criteria and collection of data are detailed to show the course of action.  

3.1. Course of Action 

Our thesis is the combination and enlargement of research done on three areas: the 

(i)report found on the website of KPMG (KPMG, 2009), (ii)the work done on 

SOX in student thesis, (iii)the research done on structure and professional 

judgment role in audit planning by students and scholars.  

Structure and professional judgment is the foundation of the framework. The 

model is taken from the work of Desai, V., et al. (2010) to assess the work of 

internal auditors. The three factors of internal auditing assessment are utilized in the 

form of three cases to investigate the problem and interview codification. The 

concept of structure and professional judgment forms the basis of the framework 

upon which entire research study is based. Sources of information have been books, 

websites, and laws. Suitable companies are chosen and interviewed for qualitative 

data collection in this report. The necessary information was found on their 

websites and in audit reports. With the framework as a foundation, a number of 

interview questions were prepared and sent to the respondents in advance. The 

interviews were summarized and analyzed in order to draw conclusions. 

We are accounting students but have no working experience related to the audit 

profession. Therefore, we have only theoretical knowledge regarding internal audit, 

external audit, structure and professional judgment, assessment models and the 

objectivity of audit to carry this research. All this theoretical knowledge is without 

any professional or practical working experience relevant to the use of these 

concepts during auditing practices. We will try to make readers understand in a way 

that the preconceived ideas of the authors may not affect the results and conclusion 

of the study. The study is qualitative in nature and the empirical results are founded 
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on the basis of perceptions, views and experiences of professional auditors. Thus, 

predetermined ideas have intervened with the results and conclusions of the study. 

3.2. Research Strategy  

A qualitative research strategy has been used in this research and for data gathering 

we conducted semi-structured interviews. We choose qualitative research strategy 

for various reasons. Regardless of the nature of words and texts used in qualitative 

method, their interpretation keeps the qualitative research studies together.  

Moreover, the objective of using qualitative research methodology is to extract 

meaning from the texts and words and in some cases revealing the hidden meaning 

in the precise meaning (Taylor 1976). This is done to find out the required 

information and for author’s understanding about the situation which provides help 

in knowledge gathering for the research. For this purpose the following approach is 

used:       

3.2.1. Deductive Approach 

Deductive approach consists of general theory to explain a specific situation in 

detail. This approach is applied in a situation when the researcher has no expertise 

in a particular area or when the area is not fully developed (Gratton & Jones 2010, 

p. 36). In this approach only words are processed therefore numerical calculations 

or formulas cannot be used to evaluate the situation (Taylor 1976). Due to these 

reasons interpretation techniques were used to develop the meaning of words in 

order to build a relationship of theory with the empirical findings.  

Data collection is the first step in this research study whereas interpretation of the 

public reports and interviews for analyzing the situation is carried out in next steps. 

The reason of using this approach is to find relationship between theory and 

practice. An interview guide has been developed to support in the gathering of 

practical results and this shall be acquired by interviewing auditors. It is based on 

the interviews that practical results relevant to internal auditor work effectiveness, 

how the external uses the three factors (competence, work performance, 

objectivity) to assess and rely on internal auditor work.  
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3.3. Data collection and interpretation method  

3.3.1. Collection  

Data is generally gathered by studying already existing information to understand 

and let others understand about a problem. The data which is already gathered for a 

different objective in different situations is called secondary data. Usually, secondary 

data is not enough to respond all the questions at a subject matter and in those 

cases field study is very significant to gather missing information. This data is called 

primary data which is collected by the researcher using different collection methods 

for a new problem (Christensen et al. 2001, p.87-88,102). 

In this research paper both primary and secondary data are used. The information 

gathered for the theoretical framework consists of secondary data which is collected 

through literature, articles, websites, financial reports and acts. The information for 

the empirical study is gathered through interviews, which consists of primary data.  

Eight auditors have been interviewed for gathering empirical evidence in this 

research. We constructed a semi-structured questionnaire with opened questions. 

Possible follow-up questions were also prepared which were used depending on the 

auditors’ response. Qualitative data along with follow-up questions provided us 

more detailed answers from the auditors. The detailed data supported us in 

comparison, logical pattern detection followed by meaning extraction process 

according to our understanding.      

3.3.2. Criteria 

Four out of eight auditors are approved auditors and the other four are auditor 

assistants. We made this separation because we wanted to see if experienced 

auditors differ in any way in their views compared to assistants. We thought that 

assistants would be more outspoken than the experienced auditors, which we later 

discovered was not the case. The experiences of the auditors vary as table 1 beneath 

shows; they have been working in the business field from 3 to 25 years.   
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Auditors Company 
type 

Experience 
in years  Title  Gender 

A  Big four  12 Approved  Female   
B  Big four  8 Approved  Male  
C  Big four  6 Assistant Male  
D  Big four  4 Assistant  Male  
E  local  10 Approved  Female   
F  local  25 Approved  Male  
G  local  7 Assistant   Male  
H local  3 Assistant   Male  

 
Table 1: Overview of respondents’ profile 

 

3.4. Interview Technique 

The Semi-Structured Interview technique is regarded as the most suitable way due 

to its flexibility which provides possibility for gathering more information from 

respondents through sub-questions (follow-up questions) although the sub-

questions were not mentioned on the interview guide (Gratton & Jones 2010, 

p.156). The interview technique that has been followed in this study is the Semi-

Structured Interview because of its flexibility in gathering more information 

through sub-questions from the respondents. We also asked some questions from 

the respondents during interview which were even not specified on the interview 

guide that was sent already. This technique provided us a possibility to find 

important information about auditor independence, objectivity, competence and 

work performance in auditing. The responses provided us with data that opened 

new horizons for us to understand the situation apart from general viewpoints.  

3.5. Respondent Selection 

The respondents were selected to interview for our research study on the basis of 

their availability, accessibility and professional qualification through a convenience 

sampling approach. We approached different auditors for interview however eight 

of them were selected according to our specified criteria. Each respondent was 

firstly contacted by phone and the purpose of the research was clarified followed by 

arranging for interview date, time and location. At the end of each call respondents’ 
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e-mail addresses were gathered which were used to send the interview guide to 

them in advance. 

Convenience sampling is a non-probability sampling approach which researchers 

utilize in conducting qualitative research to select respondents on the basis of basis 

of their accessibility (Bryman & Bell 2007, p.197). Consequently, convenience 

sampling approach has been used as it was hard to find the auditors who were 

available and willing to become a part of research study for which. The respondents 

participated in this research study are professionally authorized public auditors at 

Stockholm, Linköping, Lund and Luleå in Sweden, and are engaged in working with 

big audit firms. 

3.6. Obstacles in interview process  

The current period is obviously one of the busiest months for auditors. We had to 

contact the human resource department of the Big Four and the responsible people 

at the local companies again and again. We contacted the company people for about 

six times on average. Many times the auditors were not available. Most of the 

interviews we were successful in having meeting with the respondents immediately 

after lunch break. Most the respondents were contacted through the human 

resourced department. Then we sent an email with questionnaire attachment with 

concise introduction. After two days, they were sent a reminder email. We called the 

auditors after three to four reminders. Some of the auditors gave us time after the 

third call. At one stage, we became frustrated by repeated refusals. Then we 

contacted every available office of Big four companies and the local companies in 

Sweden. Most of the offices repudiated our request by stating that the auditors are 

not available. Luckily we got some positive replies on email and phone calls that we 

transformed into respondent feedbacks by immediate follow-ups. One of the 

respondents was willing to give us interview because she had visited Karlstad 

University and supervised the students in the past. This revealed us that establishing 

common ground is one most important factor. It can remove many of the obstacles 

which research students face while approaching the professionals.  This signifies the 
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need for initiating programs based on mutual benefits by universities to persuade 

the professionals for visiting the universities.  

3.7. Research Evaluation 

3.7.1. Validity 

We used internal validity. Christensen et al. (2001, p.309) defined it as “...how well 

the result corresponds to reality...”  

The thesis is focused on a high level of internal validity because the respondents are 

liable for internal control within their businesses. Moreover, they have immense 

knowledge and experience within the field and are working with internal control on 

a routine basis.  

3.7.2. Reliability 

Reliability refers to what extent a research result can be used again when 

performing a similar kind of research. The concept holds a double-edged problem. 

On the one hand, qualitative data is produced through communication with 

individuals in a particular connection, in both time and space. With an ever-

changing reality, it is not possible to gather and evaluate similar kind of data. On the 

other hand, the qualitative analyst and the measuring tools are the same thing. 

Therefore, the reliability can only be associated to the analyst, because no one else 

can take the nature of him. For that reason, there is no method to replicate the 

study and reach a similar conclusion. Christensen et al. (2001, p.308) state that the 

traditional concept of reliability is thus not relevant in calculating the value of a 

quantitative analysis (ibid.). It is not possible to have similar result, repeating the 

interviews in this study, using the similar pattern and interviewing the same 

respondents, would most probably expose very similar opinions because of not too 

much time has passed. The opinions of the respondents might be different as a 

result of possible changes in the directives or of having a more developed internal 

control if research conducted far off in the future. 
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Chapter 4 

4. Empirical Study 

This chapter discusses the responses of the interviewees. The responses are compared and coded in 
the form of cases. The first part tells about the main points of the problem as a whole. The second 
part is divided into three scenarios to study the problem from three angles.    

 

4.1. Big Four and local Auditors 

4.1.1. External Auditing  

Auditors Concerns while auditing   
A sample size, controls of the company  
B Code or SOX, Firm Size, work load, responsibility 
C Codes, best practices 
D Codes, best practices 
E code, company controls  
F codes  
G Code or SOX, Firm Size, work load, responsibility 
H Codes 

 
Table 2: Internal auditors’ assessment criteria 

Auditor A has 12 years of experience in auditing, four years she has worked with 

one of the Big Four companies. She said that the topic we were discussing with her 

is a burning one as more attention is being directed towards the area of how to 

assess the effectiveness of internal auditor. Talking about the controls of the 

company, auditor A told us that the external auditors search for the controls of the 

company that can provide proof and evidence to the external auditor to make 

judgment for sampling size for auditing. The benefits indicated by the respondent 

of well defined controls and availability of related information were that it reduces 

cost of auditing as external auditors require less time and effort. It reduces the 

probability of error in sampling as data are presented to them in an orderly manner.  

In comparison to the above, Auditor B is an approved auditor having eight years of 

experience in Big Four auditing company. Auditor B said that according to his 
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experience, most of the internal auditors try to be honest and portray true situation 

of the financial position of the company. The assessment of work done by the 

internal auditor depends upon many factors like: 

• Whether they follow Code and SOX 

• Whether one person is responsible for internal audit or a team  

• Whether are there divisions of the company across the globe of only one 

business site  

• Whether the same person responsible for internal control and internal audit  

• Whether the company has headquarter in Sweden or in USA  

• Whether  the internal control reports handled by the divisions themselves or 

by the CFO at the headquarter  

In comparison, Auditor G from a local company has seven years of experience in a 

local company. He is of same view that the internal auditing function can be 

handled well without many codes and rules. SOX Act only has a fruitful output 

when it is applied in big companies. In many cases, the big companies also have 

problems to make their system SOX compliant. There is a lot of documentation 

required for cases whether big or small. One of the most difficult parts of the SOX 

act are like giving equal importance to high and low risk  situations.  In addition to 

this, most of the work in SOX is being done at the Swedish companies. It was not 

documented before but it was present.  

Auditor E from the local company believes that the work of the external auditors 

depends on the extent to which the controls in a company are defined and 

communicated. The external auditors look for potential controls if the company 

does not have well defined. Mostly, the companies that follow code or are local do 

not have a well established internal control function. In contrast to this, the 

companies that are SOX compliant have very good internal control with updated 

reports.  
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The external auditors concentrate on discussions with the auditing department and 

other people to know about the environment of the company. According to the 

respondent, the external auditors did not have the opportunity to meet so many 

people in the past. Now they have a better understanding of the operations of a 

company and how people interaction across the departments is made.  

According to Auditor C from Big four said that there have been changes in the 

business operations of the company with the advancement of IT, appearance of 

scandals along with the introduction of regulations. This trend of change has also 

affected auditing. Today the auditors use more pre-programmed systems that are 

capable of calculating risks. Structures guide the auditor to explore the controls and 

plan for auditing of a company which could inhibit risks to the possible extent. 

Therefore, big auditing companies are very image sensitive so they use structures 

whether they have to audit a small business ranging from some hundred employees 

to a multimillion business.   

Auditor D from Big four thinks that the standards explain the things clearly about 

the procedures to be followed for auditing a company. In old times, auditors had to 

decide everything on their own but regulations guide the auditors about what 

decisions to make and the course of action is to be adopted. In their company, the 

auditors make decisions about the audit plan according to the best practices laid 

down by the seniors and the market. The things that are considered crucial while 

planning are materiality level and sampling. The factors considered in planning 

depend on the type of the company whether private or public.  

Auditor F form local company is an approved auditor having twenty five years of 

experience. Talking about the current trends of auditing society and explosion, he 

said that previously auditors had all the authority and worked for long time. At 

present the internal control and auditing functions are in most cases in different 

hands. Companies have become much larger in size. The issue of greed, fear from 

co-workers, spying on office mates, strict rules and regulations have completely 

changed the environment. In the past, auditing was fun but now it turned to be an 

international profession loaded with structures, systems and IT tools.   
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Similar to above, Auditor H has not got any international experience and has 

experience of about three years in the field. The respondent said that the Code and 

SOX have all the provisions needed to assess any company. There is shortfall in all 

systems and things take time for them to be tested again and again to become 

flawless to a high extent.  

4.2. Case 1: 

We put forward a Case1 in front of Auditors that: 

If you have to choose from three factors namely competence, work performance and objectivity, what 

will be your answer and why? 

4.2.1. Big Four auditors    

Auditor A: She replied that objectivity is the vital factor that defines the nature of 

relationship between management and internal auditor. It also portrays that up to 

what extent the internal auditor is independent, works without biasness, and gives 

detailed and unaltered report plus feedback to the management.   

The examples for ensuring objectivity were that the internal auditor should not be: 

 Daughter or son of the CEO 

 Wife, husband or any other family relationship with the management 

officers, members of the committee and external auditor.   

 Working or has influential network in the auditing company that is being 

hired for external auditing.  

 Relatives in the daughter company of the parent company. 

Auditor B told that he would go for work performance and objectivity both. The 

reason behind this is that in my experience, there are cases when auditors have 

good relations with the management. Internal auditors give them feedback but the 

reports are not well presented. There are shortcomings in the reports. So, the factor 

of work performance has to present in the internal auditing function of a company 

to make it authentic and trustworthy.   
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Auditor C choose competence and work performance as the potential factors as 

objectivity is not that much important to me. Most of the young professionals are 

doing good job despite their less experience in the field. This is due to the usage of 

rules, checklists and pre programmed decision systems. The people who are trained 

in good organizations and have relevant education from reputable institutions are 

more aware of the situations and working style. There has been cases that auditors 

who did not had any long experience of the big auditing companies but were having 

good education in their pockets had performed well when they were given chances 

in the big four. Moreover, the competence of the auditors has been seen to have 

strong connection with work performance. The factor objectivity is related issues 

that are beyond the control of an auditor so they are not being considered as 

important.  

Auditor D depicted that work performance and objectivity are most visible 

constituents of any successful auditing function in any company. External auditors 

as compared to competence give more weight to the things like: 

 Detailed reports  

 Resources used in audit planning  

 Reporting to the management  

 Recommendations put forward   

 Feedback 

 Management reporting  

 Committee members’ competency  

These aspects of the control environment give an idea about the working of 

internal auditing function to the external auditor. The external auditors are in 

contact with mostly the management of the company. They are the clients of the 

external auditing company so the external auditors have an eye on the managerial 
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reporting and relationship between auditor and management. This is done to have 

clear picture of the audit case.   

4.2.2. Local Auditors  

Auditor E, having good experience of local auditing company, is of the view that an 

overwhelming proportion of auditors and financial news, the factor of objectivity is 

the driving force that makes all the other auditing activities and aspects to form a 

proper function. The work of FAR also supports this idea. The novel work of 

academic researchers being published also speaks the same thing.   

This does not mean that objectivity is everything but in the world of structures and 

well defined rules, the IAF (internal audit function) can operate systematically only 

by having control environment backed by objective actions.  External auditors give 

more attention to this because of competence and work performance can be 

achieved by better training and structures. Objectivity demands not only for 

detailed reports, feedback and apparent qualification of the internal auditor.  It 

stresses on the issue that: 

1. Up to what extent the feedback and recommendations of the internal 

auditor have been enforced and noticed 

2. Does the committee is competent enough handle the situation of 

misstatements  

3. How many independent auditors are there in the committee 

4. Up to what degree the internal auditor is independent  

Today the external auditors use the work of internal auditors and make an 

integrated report that is presented to the management. In summary, this technique 

depends on the objectivity level of the IAF.  

Auditor F firmly said that objectivity is the most important factor. The external 

auditor has to become objective in order to become skeptical. The auditor is most 

likely to be objective if: 
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• He is not the child of the CEO, member of the auditing committee  

• Has not any non professional relationship with the people inside the 

company  

• Has any partner in the daughter company  

• Was not the employee in the company  

• Had not worked in the internal department of the company  

Auditor G believes that all the three are important. Competence reflects the work 

performance and objectivity can be judged by the authenticity of internal auditors 

work. The auditors consider them for different purposes. For example, competence 

can tell the auditor about the knowledge of the internal auditor. This means that the 

reports will be according to up to date trends. Work performance reflects that up to 

what extent the reports will be detailed. This gives the idea to the external auditor 

about what to search and what is available. Objectivity tells what evidence is 

backing the report. This tells the auditor about the list of evidence used in making 

the report.  

Auditor H concisely said that objectivity is one of the most important factors as it 

tells the auditor how much true representation of the company has been done by 

the internal auditor. 

4.3. Case 2: 

The internal auditor does alterations in reporting misstatements to the auditor committee on 

recommendation of the management. How would you consider this while doing external auditing? 

4.3.1. Big Four Auditors  

Auditor A said that it is true that internal auditors can never be completely right and 

honest. It is due to the fact that their salaries, promotion and performance report in 

controlled by the management. They cannot simply go against the management. 

These threats inhibit the auditor in practical world to perform in true honest 

manner. The auditor has to make decisions where to agree and where not to agree 
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with the management. It is also interesting that the auditor knows that he would 

invite higher checks and pressure from the auditing committee in future and in 

present if he shows “high misstatements” to them.  

 These are the scenarios that make the external auditor to have a keen eye on the 

relationship between the three corners of the triangle namely auditor, committee 

and management. If there are disturbances between them, then this is whistle 

blowing for the external auditor.  

In comparison Auditor B replied that an external auditor make an auditing plan 

before starting a case at hand. The plan depends on the risks that are involved in 

the case. For example, if the case of external auditing is of a company that: 

• has big assets then we will check the valuation of the assets  

• has a high stock then the check will be on stock  

• has borrowed money from banks on its assets then we will go for the real 

value of assets  

• is an IT concentrated company then the routines and system records will be 

checked   

It is notable that the IT intensive companies do not have considerably valuable hard 

assets like infrastructure, buildings or automobiles.  It is the information (for service 

companies) and codes in case of programming business enterprises which is 

important along with the value that is attached to it.   

The external auditors look for the controls according the nature of the business of 

the company. There are standards and step by step detailed reporting guideline for 

service-oriented, manufacturing and IT intensive companies. Almost every auditor 

follows the steps to minimize the risks attached to the case as far as possible.  

The Auditor C, by stressing on his beliefs said that the answer can be found in his 

previous answer. The issue of objectivity is not in control of the internal auditor as 

he has conflicts of interest with the management and sometimes the committee as 
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well. The issue of misstatement is important for the external auditors as the reports 

that are presented to them are handled by the management. Frauds cannot be 

stopped and investigated if the management has planned for lying and 

misrepresenting (with a pause and thinking deeply he said).  

With these things in mind, one can say that management is to be checked or it can 

be said that there is no such thing as management trustworthiness along with 

flawless auditing. In practice, this is not true. Most of the auditors are honest. The 

rules and regulations worked out by FAR in Sweden and act of SOX are effective in 

handling misstatements.  

It can be said that the work of management is to protect their interest along with 

the investors as agents. The management can influence the internal auditors to 

portray less level of misstatements to auditing committee as compared to the level 

reported to the management. The influence of management is due to its control on 

the auditors’ 3 Ps (pay, performance report and promotion).  

In contrast to this, the auditing committee should also play its role in minimizing 

threats to the auditor in case of reporting high level of misstatements. One reason 

for not reporting high level of misstatements by the internal auditor is to avoid 

more checks and pressure on him by the auditing committee.       

Auditor D told us that there are not many cases according to the respondent’s 

experience. Many of the cases or situations that he knew were sourced from 

financial news and articles. He was of the view that the management is honest in 

most of the cases. The scandals of financial frauds in recent decades and their 

media coverage warn the people inside the company about the consequences.  

In the case of Swedish companies across the globe, the prestige of the company is 

more valuable than its financial assets. Additionally, the SOX compliance are 

controlled by the act as they have to pay heavy fines for malpractices and lying. 

Currently, the rules, market awareness and IT have controlled much of the 

situation. The management and the employees are aware that any misconduct can 

lead to reactions that would come from elsewhere. 
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4.3.2.   Local Auditors  

Auditor E explained that there is a mechanism of anonymous calls that are listened 

on hotline. The employees are encouraged to call at the hotline if they observe 

anything that is not common or seems against the rules. There is a team of 

independent personnel which checks all the reports being delivered to them via the 

hotline. In addition to this, the employees are trained how to handle shortcomings 

and turbulent situations.  The employees’ are clearly communicated that there are 

no penalties for shortcomings but there are consequences for lying. In practice, 

both the management and the internal auditors try to be as fair as possible.  

The cases in which the internal auditors’ reports were having some wrong figures 

were due to adverse situations in which they put by the management and by 

themselves as well. Mostly, the misstatements of considerable volume are not easy 

to be kept hidden from auditors. The statistical and materiality decision systems are 

very effective in monitoring abnormal changes in the bookkeeping of the company. 

Auditor F said that ‘we’ are trained not to trust anybody completely. The auditors 

should use the following tolls like: 

1. Discuss the financial records and internal control environment with as many 

people they can.   

2. Search the daily correspondence for clues  

3. Check for abrupt changes in the records  

4. Check the financial history of the company and previous external auditor 

reports  

5. Check the bookkeeping regardless of the samples 

The auditor shared two good stories from his experience regarding the issue of 

misstatement investigation. They are described in appendix b. The lesson learnt 

from his stories was that the situations and experience depict themselves about the 

techniques to be used. The two cases could not have been solved properly if he had 

not used his professional judgment skill.  
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The auditor summed up the discussion by saying that: “You should think that 

everybody could be lying” 

In response to the case 2, Auditor G replied that the internal auditor does alterations 

in reporting misstatements to the auditing committee on recommendation of the 

management.  

The external auditors can investigate the misstatements by observing the 

correspondence letters, turbulent changes in the records, type or reasoning and 

evidence being provided with the record and bookkeeping entries.    

Auditor H was of the view that the management is honest in most of the cases (the 

respondent seemed that he did not has much idea about the thing).  Management is 

the client of the external auditors so they cannot be judged. It is hoped that the 

report they have provided is trustworthy. The external auditors have their own tools 

and techniques to make their report. 

4.4. Case 3: 

Are SOX, Code and recent works of FAR are taking the auditing practices towards more 

structured approach or to higher level of professional judgment usage? 

4.4.1. Big Four Auditors  

Auditor A, thinking hard, replied that it is hard to say that SOX or the Swedish code 

has been there for less usage of professional judgment. Professional judgment has 

its own place in auditing work and it will remain constant. Judgment is necessary 

while deciding about auditing samples size and numbers, materiality level and 

observing turbulent changes in records. Codes, whether Swedish or American are 

there to assist people to keep data in an organized and well defined manner backed 

by evidence. The difference is that the SOX act doesn’t allow changes whereas the 

code follows the “comply or explain” rule.  

The issue of structurization is observed to be necessity as multinational companies 

have thousands of employees spread across the globe with transactions ranging in 

millions. Structure minimizes the chances of error; provide detailed report about 
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steps taken in recording and evaluating data by the auditor. This enhances the 

reliability of the audit work that is mostly demanded high by the investors.  

Auditor B told that SOX has contributed a lot in minimizing risks as the companies 

have to keep records and detailed reports for all the routines. The documentation 

of the routines is updated to show the progress being done in business activities. 

There is one thing that is of concern that SOX applies equally to all types and levels 

of risks. The respondent, adding to this agreement, said that he and the responsible 

people of the other departments in the company would have concentrated on high 

risks rather the low ones. Before SOX, it was usual that companies used to pay 

more attention and exert effort on minimizing and controlling potential risks. 

Today a heavy proportion of the company documentation is loaded with things 

“that are not that necessary” (the respondent said this with a meaning smile and 

loudness of voice).  

Summing the things that are explained before, the observation of the procedures of 

the company as a whole propagates the idea that there are more standards and 

regulations in the new world of auditing. People do not seem to talk that freely with 

colleagues. Sharing of information and skipping of steps is not common today as it 

was 15 years back. 

Lastly, the usage of professional judgment is seemed to be restricted with planning 

and decision of materiality level, statistical samples and deciding about the controls 

of the company. The present situation can be best understood by saying that: 

“Professional judgment is done to decide the levels of risk whereas all the structure 

supports how to assess, monitor and risk and misstatements” 

 Backing the response of Auditor B, Auditor C said that the work of FAR and SOX 

act are taking the auditing profession to more standardized approach. It has become 

an international job where auditors have to do audit of companies across the globe. 

Standards are necessary to control the quality of audit. The respondent jokingly said 

that he would not have a job if high level of professional judgment was being used 
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abundantly; it is very expensive related to the risks involved when it comes to 

businesses today.   

Auditor D, while supporting the views of the previous auditors said that the current 

trends in auditing are pushing the auditors to rely more on standards rather their 

own professional judgment. This is enforced by the fines and risks involved in non 

identification of false financial records that are discovered later.  

Auditing is an international profession nowadays and the career of the auditor can 

be disturbed beyond boundaries if he is unable to avoid the risks associated with 

professional judgment. Judgment is now used where the regulations permit them. 

Most of the decisions taken by auditors are actually pre programmed and are 

reflection of the system. 

4.4.2. Local auditors   

In contrast, Auditor E replied that the auditor was of the view that is hard to tell 

that whether we are going towards more structures or high level of professional 

judgment. She said that “Each has its own place. There is no such thing as more 

structures or high level of professional judgment”. The planning phase cannot be 

completed so do the investigation of bookkeeping without the involvement of 

professional judgment.  

Auditor F, being the supporter of Auditor B, C, and D told us that it is true that the 

auditing society is going towards more standardization. Nevertheless, the 

importance of professional judgment doesn’t changes with the introduction of SOX 

or more regulations. Professional judgment will still be used in searching of internal 

controls, investigating bookkeeping, sampling, testing controls and deciding 

materiality level. 

Auditor G, there is a trend of more standards as the business community along with 

the auditing society is affected by the multinationals and their operations. Structures 

are necessary for controlling and monitoring the financial reporting by the big 

corporations. The situation of professional is hard to tell as most of the auditing 

systems have pre-programmed decision schemes as well.     
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Finally, the summary of the Auditor H response is that auditing community is going 

towards more standard approach as more businesses are being grouped together 

due to the economic situation to become bigger and immune to an extent from the 

destructing effects of bad economy. Professional judgment is needed only in 

situations that are not normal which happen quite often. The importance of 

professional judgment is there but the usage has been reduced to a considerable 

extent. 
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Chapter 5 

5. Analysis and Discussion  

This chapter discusses the analysis of the recorded and coded interviews of the respondents. The 
logical sequence among the responses is traced to develop an understanding of the problem from the 
experiences of the respondents’ experience. 

The practices of the management around the world in recent decade have been in 

turbulent due to the low level of confidence of the investors on them 

(Finansdepartementet and Förtroendekommitt´en 2004, p.102). Management of 

Swedish companies is going through the turbulent phase due to misconducts in 

businesses like Prosolvia and Skandia (Finansdepartementet and 

Förtroendekommitt´en 2004, p.231) 

There have been changes in the way from both sides, inside-out and outside-in.  

Inside-out means the changes in internal auditing work where as outside-in 

describes the application of codes on company’s internal control and working of 

external auditor. The outside-in changes have been made by the introduction of 

codes. Codes with strict laws backed by penalties and heavy fines were imposed. 

These codes had steered the management by putting pressure of the authorities 

who monitor the company operations from outside. The internal control function 

of a company is responsible for providing the external auditors with structured data 

backed by evidence. This is done to support the external auditor to stress on 

investigation on  

• risk probabilities and,  

• evidences about misstatement     

This change in the functionality of codes followed by position and working of 

management was the result scandals that shattered the global investor confidence 

and the urged for a global shift in thinking regarding functioning and scope of 

codes.  The outside-in factor that explains about the working of external auditor 

and it’s on the two factors explained above is shared by most of the auditors.  



46 | P a g e  
 

Auditor A, E and F, being the most experienced respondents, are of the view that the 

structurization due to Swedish code and SOX have facilitated the external auditor.  

The external auditor did not have the opportunity to speak to other people except 

the Finance Department or management personnel. Now they have better 

understanding of the firm due to which the investor confidence is gradually 

restoring.  Most of the work by external auditors is to find the irregularities in the 

bookkeeping. They have IT systems that support them. According to Auditor F, 

they had to go through all the records before the advancement in IT systems and 

establishment of IT based routines. The well defined structures and the provision 

of statistical tools have made the auditing profession standardized. This does not 

mean that professional judgment is not needed any longer; it has its own 

importance in terms of decision making.   

Auditor B, C, D, G and H are of the view that pre-programmed patterns for decision making 

and course of action have made the profession more dependent on structures.  

According to first case, today the auditors used to rely less on professional 

judgment. In the past, most of the auditors used to assess the probability of risks 

mainly through professional judgment. They relied less on the records as they were 

not kept updated and in order. Recent research of the effectiveness of internal 

auditor work and its assessment by external auditor revealed that there are three 

main factors that contribute the most. The three factors are competence, work 

performance and objectivity. Most of the scholars like Maletta (1993); 

Krishnamoorthy (2002); Brown 1983 and Edge & Farley (1991) are of the view that 

competence, work performance and objectivity are vital and interrelated. In 

comparison to this, the auditors’ feedback regarding competence, work 

performance and objectivity propagated that: 

 

Auditors Case 1 
A Objectivity 

B 
Work performance and 

objectivity 

C 
Competence and work 

performance 
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D 
Work performance and 

objectivity 
E Objectivity 
F Objectivity 
G All the three 
H Objectivity 

 
Table 3: Codification of auditor’s feedback of three IA2

 
 factors 

Auditor A is of the view that objectivity is the most vital factor of assessment of IA 

function as it gives the management-internal auditor relationship picture to the 

external auditor. She also put forward some criteria for the likelihood of an internal 

auditor to be objective. The salient points of the criteria are not having non-

professional relationship or benefit probability in parent or sister company, have 

not worked in the audited company in past and not having investments in any 

division of the company.  

These salient points of Auditor A were shared by Auditor E, F, H and to some extent by 

Auditor B and G.    

Auditor C, while deviating from the perspective of A, E, F and H, said that the 

objectivity of the internal auditor is related to many factors that are not controllable 

by him. Therefore, the work effectiveness of the internal auditor can be best 

assessed by focusing on the work performance while considering objectivity factor 

to some extent.  

Auditor D also supported the same ides while taking to a step further. He is of the 

view that, the work performance constituents (detailed and deeply researched 

report, effort and commitment invested by Internal Auditor which is reflected in 

feedback and recommendations) reflect the objectivity and effectiveness of the 

internal auditor. This also supports the external auditor as he gets detailed 

information about company records and performance.  

                                                 
2 Internal Auditor  
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Hence, Auditor C and D have similar response that preaches about work performance being the 

core factor that reflects objectivity is terms of effective work and its presentation by the internal 

auditor    

The experience of E and F at the local auditing companies depicted that objectivity 

is most crucial as work performance can be made without minimizing the 

probability of misstatements. The scandals and irregularity cases propagated by the 

media around the globe also have the same view point. Auditor H also supports this 

view point.  

Interestingly, the new auditor H, having three years of experience supports the factor of objectivity 

along with senior auditors E and F from the local auditing companies 

The case 2 focuses on the planning and assessment techniques that an external 

auditor will apply for tackling the problem of misstatements. Most of the Auditors 

said that the management in most cases is honest. Auditor F said that the simple 

thing that he keeps in mind while tackling management backed misconduct is that: 

“....think that everybody could be lying”. This attitude is necessary to be skeptical 

and critical while looking at the records of the company. Auditor A provided the 

reason for the statement put forward Auditor F. She said that the salary, promotion 

and performance reporting of the internal auditor are in the hands of management. 

Therefore, management can influence the internal auditor to alter the report before 

presenting it to the committee. On the other hand, internal auditor has threats from 

committee as well. The threats are about additional monitoring checks and pressure. 

The threats to internal auditor from both sides force him to become flexible with 

regards to misstatement reporting. In response to this, Auditor B believed that the 

external auditor stresses on the business operations. Better understanding of the 

company operations can lower the risk associated to misstatements. So, he can 

unearth misstatements to a considerable by focusing on the techniques of auditing. 

Auditor C added that the Codes, SOX and recent work of FAR also support the 

external auditor in this manner. Auditor D and E were of the same opinion. 

Auditor G and H had additions like external auditor can discover the misstatements 

by checking the daily correspondence, previous external auditor reports and 



49 | P a g e  
 

bookkeeping practice. Auditor F shared his valuable experience that steered our 

knowledge about the scenario to a new level. He told us the two stories and a 

couple of techniques. The understanding from the stories was that common sense 

and professional judgment is necessary for detecting frauds and misconducts that 

are not usually traceable merely through structured approach. The techniques stress 

on observing abnormal changes whether in bookkeeping, previous records and 

audited reports. Checking the records apart from the samples is also noteworthy. 

The third case is about the trend of structurization and professional judgment usage 

in auditing practices. The experienced auditors A and F mainly stressed that: 

There is more structured approach followed in auditing profession today which is backed by codes, 

regulations and advance support systems. However, professional judgment has its own importance 

in the phases of audit namely: Planning, sampling, searching vital controls, taking decisions about 

the risk probability and materiality level. 

On the other hand, Auditor B, C, D, E, G and H do think that the position of 

professional is not the same in auditing work and new structures are being defined 

and improved to replace the demand on professional in considerable areas.  

           

Auditors Structurization or Professional 
Judgment 

A  Both  
B  Structurization  
C  Structurization  
D  Structurization  
E  Both  
F  Structurization  
G  Structurization  
H Structurization  

Table 4: Codification of responses on Structurization versus Professional judgment 

So, except A and F, other auditors were on the corner of the argument by saying 

that structurization is becoming more and more common. The usage of 

professional judgment is there but not that influential any more as it was in 

previous three decades.  
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Chapter 6  

6. Conclusion   

The result of the analysis of the interview is grinded in our understanding of the problem in this 
section. The belief of the most of the experienced auditors along with our observation is stated. 

 

The result of the analyses of the responses regarding three factors of IA 

effectiveness is that objectivity is the most important factor in the eyes of the 

experienced auditors of both local and Big Four companies. Structures, IT based 

routines, detailed and least flexible templates, statistical tolls and sampling 

techniques were considered to have significantly lowered the level of scope of 

judgment in auditing. Most of the senior auditors whether from local or Big Four 

also considered auditing without being objective as unreliable. Interestingly, all the 

auditors who didn’t stressed on objectivity were in favor of structurization from Big four and local 

auditing companies.  

The comparison of local and big four companies resulted that all the auditors in big 

four were not explicitly encouraging professional judgment. Whereas, mostly 

auditors of local companies that encouraged professional judgment also indicated 

the pitfalls of over structurization. The most notable drawback is putting equal 

check on all level of risks. Experienced auditors of local companies were of the view that this 

will provide a safe cover to fraudulent practices of management and employees. Sequentially, 

most of the techniques that the experienced auditors described for misstatement 

handling were not the part of structures and based on professional judgment. They 

were cost effective with respect to time and effort. The auditors at the local 

companies also urged that codes are to be based on the local corporate structure to 

facilitate it. Moreover, it was concluded that there is a strong logical link between 

professional judgment, objectivity, and experience of the auditor.   
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8. Appendix  

8.1. Questionnaire 

1.  Kindly also tell us about your experience and education?  

2. How does auditing committee affect the internal auditor when it comes to 

reporting frauds or misstatements directly (I mean without consultation with 

the management first)? 

3. Can there be any new issue regarding misstatements handling if the internal 

auditing of a company is outsourced? 

4. What matters are mostly discussed by external auditors with internal 

auditors?  

5. How the management acts or affects the external auditor in handling 

misstatements? 

6. How many meetings external auditors have with the management?  

7. From whom the external has more threats, management or internal auditor? 

External auditor’s reliance on internal auditor/auditing:  

8. Where you don’t trust internal auditors while doing external auditing? Please 

give some example.  

9. How much time do you spent on auditing of a particular company? Does it 

depend on internal auditors work? Give some example. 

Structure and professional judgment3

10. In which situations do you rely more on professional judgment? 

: 

11. What is the current auditing trend regarding usage of professional judgment 

while auditing Swedish industries? 

                                                 
3 Structure means the codes, rules & regulations, and systematic approach defined by Sarbanes Oxley, 
Swedish Code and EU company directives.   Professional judgment is the intuition and decision making of 
the auditor’s relying on their experience 
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12. How important are structure and professional judgment in an audit? Which 

one you consider most in assessing the work of internal auditors? And why? 

(ask for examples) 

13. What are the basic tools through which you judge the work performance of 

internal auditors? 

Three factors:  

14. How the following factors help the external auditor in assessing the work of 

internal auditors, which one you consider to be the most important? Also 

explain why? 

a. Competence? 

b.  Work Performance? 

c. Objectivity? 

 

8.2. Stories of external auditing encounters told by Auditor F 

Stolen from the owner and gifted to him  

There was a case in which the management of the company gifted costly furniture to the old aged 

owner of the company. The respondent came to know about this when he was checking the daily 

correspondence of the company. There he found the buying of costly furniture. This was not present 

in the records. The auditor inquired about this from the management so they replied that he was 

not supposed to check the correspondence. Later they said that they had to give a gift to the owner 

for which they had to steal from him and buy a gift for him. The auditor told us that he could not 

do anything and just laughed about the situation.   

Finland case: the records burnt from the centre  

In one auditing case, the auditor found misstatement in the records in one of the companies 

operating in Sweden which had given some stock to its daughter company in Finland and had not 

received any payment in return. The entry of the stock was not present in the records. The auditor 

called the company in Finland. They said that he is sick. After inquiring about the books of 
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records, the auditor received the reply that the books were with the auditor in his car and the car is 

badly damaged in accident and the records are burnt inside it. The internal auditor is in hospital.  

The respondent went to Finland and reached at the car crushing area. He found the books in the 

car with papers which smelt kerosene. The interesting thing was that the papers were burnt from 

the centre instead of the corners. The respondent judged from the situation about what the internal 

auditor was up to.  

Later, the respondent told us that the internal auditor received fifteen years of imprisonment for his 

fraud.  
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