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Abstract 
 
The business world and its perceived complex accounting structure has made a path for 
audit to acquire a key role in terms of delivering independent opinions considering the 
management assertions of the financial statements, as well as in assurance and advisory 
services. Both opinions and services are equally important for managers, owners and 
stakeholders of companies that are obliged to issue an audit report and for companies that 
operate in a context where audits are voluntary. There have been many studies and much 
research done in portraying the demand for audit. Allied to this, it would be interesting to 
know about the perception and different characteristics of the small firm managers 
desiring voluntary audit because of the cost and time associated with the auditing of 
financial statements.  
 
Regulation for small firms concerning voluntary audit differs from one country to 
another. In the context of Sweden, auditing has been voluntary since 2010 for companies 
that do not exceed two out of the following three requirements (i) Balance sheet total: 1 
500 000 SEK, (ii) Net turnover: 3 000 000 SEK, (iii) Number of employees: 3. To explore 
why some managers chooses to audit and some do not when it is a voluntary choice, we 
wonder whether there is a relationship between the managers’ characteristics and their 
decision towards voluntary audit and have formulated a research question as follows: 
 
What is the relationship between characteristics of the manager of a small firm and the 
decision to have financial statements audited? 
 
The intention of this thesis is to investigate the characteristics gender, age and work 
experience of the manager and if it affects the choice of voluntary audit. The base for this 
thesis stems from relevant and general theories and prior literature that have found 
differences regarding the behavior of managers in different business activities relating to 
these characteristics. Such as, theories initiating this study concerns legitimation, upper 
echelon theory as well as portrays the topic’s importance from an agency perspective. 
Moreover, the data set for this quantitative thesis have been collected for the empirical 
and statistical analysis is from the database, Retriever. The accessible data of the small 
firms we had access to entails all relevant information we use for this study. 
 
The findings of this thesis show how one out of our three investigated characteristics 
show a statistically significant relationship with the decision to audit financial statements 
when voluntary, more specifically the characteristic gender. Where male top executives, 
supporting existing research, tend to choose not to audit financial accounts to a higher 
degree than female top executives. As for the other characteristics, no relationship can 
with guaranty be said to exist which contributes to the confusion already existing in 
current literature regarding the effects of age and work experience when making business 
decisions. 
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1. Introduction 
 
It is common in the aftermath of financial scandals to question the perceived absence or 
role of auditors. If you ask Google “Where were the auditors?” a significant number of 
articles, financial blogs and speeches pops up. One cry out being from MacDonald (2006) 
who questions where the expensive auditors have run off to when the spread of the stock 
option backdating scandal starting in 2000 was determined. Big 4 auditor, Deloitte tries 
to confront accusations like these and explains that there is an expectation gap between 
what shareholders expect and what auditors actually do (el Hassan, 2012, p. 16). 
Considering the cost versus benefits of having a firm’s financial statements audited is one 
of the challenges facing a manager. Especially for those managers of small firms where 
the cost of having an audit is proportionally higher and for those that have the choice of 
having one voluntary (Collis, 2010, p. 212). 
 
A question raised by Niemi et al. (2012, p. 169) is “to be or not to be audited?” an 
important question many small companies must consider when operating in regulatory 
settings where having the financial statements audited is voluntary. According to Collis 
(2010, p. 211) there is little known about the small private companies’ needs when it 
comes to auditing services. 
 
1.1 Background 
 

“Laws continue to be enacted, and the regulatory environment has become more 
complex due to unacceptable conduct remediation. Consequently, entities continue to be 

compelled to demonstrate compliance with legal mandates through documented 
assurance assessments.” (de Poorter, 2017). 

 
The statement mentioned above is addressing the important role auditing plays and the 
impact it has on firms’ operations, stakeholders’ satisfaction and the various perceptions 
towards the benefits of auditing. 
 
According to Collis et al. (2004, p. 87) most of the owner-managers of small firms are 
perceiving the importance of auditing and their motives towards voluntarily having their 
financial statements audited is mostly due to that the chances of misstatements and errors 
are higher if one person is performing several tasks. This is since small companies are 
mostly owned-managed or family owned entities (Bolton, 1971 ; Carsberg et al., 1985, 
Collis & Jarvis, 2000, cited in Collis et al., 2004, p. 89). Furthermore, there is quite low 
effectiveness of internal controls where there is absence of the external controls such as 
an audit (Collis et al, 2004, p. 89). 
 
However, according to Power (1999, p 10) some of the owners and shareholders have 
limited knowledge regarding the accounting information, and find the financial 
statements complicated in terms of interpretation. Therefore, in a study by Freedman and 
Goodwin (1993, cited in Collis et al., 2004, p. 89) it is indicated that the need may rise 
for the audited financial statements, regardless of the firm’s size, guarding the financial 
statements by auditing is also important in a small firm, this due to the disagreements and 
conflict of interest among shareholders.  
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Moreover, according to the study by Jensen and Meckling (1976, p. 308) it highlights the 
need for auditing from agency perspective, the possibilities of mistakes within the 
accounting transactions due to the human nature, which may lead towards the risk for 
information asymmetry. In the study by Power (1999, p. 16) for a firm to have a good 
relation with their lenders and investors in terms of getting a loan, it is vital to have their 
financial statements audited and approved. These arguments could be the reason for the 
firms to want their accounts audited along with pressures from various other external 
users.  
 
The study by Page (1984, p. 279) shows based on the sample gathered, that 17% of the 
CEOs want their firm’s accounts continuously audited even when it is voluntary for 
various reasons mentioned earlier for instance the banks, investors and other regulatory 
bodies. On the other hand, only 9% of the CEOs want voluntary audit for the interest of 
their shareholders (Page, 1984, p. 275). Along with the cost and agency perspective, the 
study by Collis et al., (2004, p. 90) emphasizes on the benefits that are affiliated with 
voluntary audit such as how it can produce more efficiency in the firm in terms of 
effective practices and better internal controls which also can lead toward a more efficient 
business by increasing the quality of information and recovering grasp about material 
errors. Furthermore, the literature has mentioned that CEOs are responsible for both the 
auditing cost and the statutory accounts (Collis et al, 2004, p. 90). 
 
1.1.1 Importance of Auditing 
 
The general understanding of the term auditing is the auditors acting and involvement as 
a third party, professionals, which includes a systematic course of actions to first, 
equitably gather evidence regarding economic and financial performances of the 
management and then evaluate these gathered evidences to make sure there is a 
satisfactory extent of coherence among the information provided by the firm’s 
management and the entrenched principles and standards such as IFRS or GAAP 
(Costello, 2003, p. 12). And second, to correspond the outcome of the auditing process to 
affected and interested users (Costello, 2003, p. 12). 
 
Explaining auditing with a systematic course of action means that auditing has a logical 
form, deliberated and well-regulated approach in order to reach a decision and is not an 
unplanned or aimless process (Costello, 2003, p. 12). Auditing comprises the collection 
and gathering of those financial and non-financial information for making stances and 
decisions. The collection of evidence and the assessment of it are on objective bases 
(Costello, 2003, p. 12). The contentment or assertion are in other words the financial 
statements of the firm that cover the financial situation and activities which are provided 
to the auditors by the firm’s management for evaluation of the auditors. 
 
Furthermore, one of the main purposes of audit is the evaluation of whether or to what 
extent these management assertions have been used according to the established criteria 
required by various regulatory bodies, corporate policies or other various stakeholders 
(Costello, 2003, p. 13). After finishing the encompassing evaluation process, auditors, 
being independent and acting as a third party, convey their findings and the result, their 
opinion, of their audit process on the audited firms’ financial statements through an audit 
report to various stakeholders, such as owners or any other user that could be having an 
interest in such a report.  
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From the above definition of auditing one can support the importance of the phenomena. 
Auditing is playing a key role in the implementation of standards like IFRS, GAAP and 
other specific requirements from the regulatory bodies and different stakeholders (Acheck 
& Khlif, 2016, p. 12). 
 
Adopting an independent audit is vital, in terms of adding value to the financial statements 
to dispatch and convince regulatory bodies and investors that the firm's financial 
information is trustworthy (Lennox & Pittman, 2011, p. 1655). Firms should experience 
the enforcement by having audited their financial information in order to confirm to grant 
decent and reliable accounting information to the interested bodies (Lennox & Pittman, 
2011, p. 1656). Furthermore, the demand for independent auditing is contributing a lot in 
terms of providing lower interest rates in whirling credit agreements (Blackwell et al., 
1998, p. 57). 
 
1.1.2 The Demand for Auditing 
 
Regarding the demand for auditing, in most countries there is no requirement to have an 
audit for small firms. Nonetheless firms are showing interest for voluntary audit due to 
the shown benefits that lie within having an audit (Blackwell et al., 1998, p. 58). 
Furthermore, the firms which are audit service conscious more easily receive loan 
agreements and the investors can more easily rely on the firm's’ financial statements in 
terms of risk of misstatements which reduces the inspection and monitoring costs. An 
audit lets firms’ get lower loan interest rates from the financial institutions and lenders 
(Blackwell et al., 1998, p. 58). 
 
A study performed by Collis et al. (2004) emphasizes on what drives the demand for 
auditing in small firms. Collis et al. (2004, p. 97) found that the main factors that can 
predict the demand of a voluntary audit are the director’s perception on the benefits it will 
provide, the education of the director, the firm's size, the agency relationship between 
owners and the agency relationship between the firm and its lenders. Collis et al. (2004, 
p. 88-89) also introduces prior literature in relation to these drivers. First, the main users 
of the audited accounts; the directors and the lender's (Page, 1984, p. 271 ; Carsberg et 
al., 1985, cited in Collis et al 2004, p. 88). Directors could in many firms also be the 
owners since most of the private firms are family owned business and at the same time 
run by them. Second, cost benefit factors; the study highlighted the existence of the 
relationship between costs and benefits of the audit (Collis et al., 2004, p. 88). On the 
other hand, it is also argued in the article that small and medium sized firms must pay 
large fees for an audit that they might have little benefit from. Third, agency factors; the 
demand for auditing is also driven and concerned by the agency relationship between 
owners and the lender (Jensen & Meckling, 1976, p. 323 ; Power, 1997, cited in Collis et 
al., 2004, p. 89). Fourth, management factors; apart from the agency problems there is 
demand to verify and recommend the internal controls for the purpose of avoidance of 
material errors (Collis et al., 2004, p. 90). Based on a survey, 40 % of small companies 
have a positive perception towards taking into account information by the audit and find 
this information useful for the business operations (ACCA, 1998, cited in Collis et al., 
2004, p. 90). 
 
One of the demands of audits is to deal with information asymmetries and conflicts of 
interests, the extent and nature of these vary between different institutional settings, one 
major influence when it comes to different institutional settings is regulation (Niemi et 
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al., 2012, p. 171). Also, corporate scandals experienced in different countries drive the 
motives of rules, law and regulations and these scandals have been considered the vitally 
factor to turn the mindset and perception of auditing and its role in Sweden (Öhman & 
Wallerstedt, 2012, p. 241). Accordingly, the perception and practices of accounting and 
auditing in Sweden have increased to hold a strong position in order to protect the public 
interest (Eilifsen, 1998, p. 711 ; Larsson, 2005, p. 127-128). 
 
Infrequently the perception of auditing has been evolving among Sweden and the other 
Nordic countries. Initially Sweden was influenced by the German legislation and later 
influences descended from the Anglo-American concept (Aisbitt, 2008, p. 77). As 
Sweden joined the European Union in 1995, Sweden’s auditors have also become part of 
an international auditing field (Öhman & Wallerstedt, 2012, p. 242). Since then the earlier 
national rules and regulations have been altered to conform to the European statutory 
compulsion under the authority of European Union. Which means new rules and 
regulations were introduced for both the process of auditing and the profession of auditors 
(Öhman & Wallerstedt, 2012, p. 242). 
 
The EU Fourth Company Law Directive (78/660/EEC) includes guidelines for member 
nations to follow when it comes to auditing (Collis, 2010, p. 212). The requirement for 
all non-dormant limited firms to have their annual accounts audited is stated in Article 
51, although, national jurisdiction can use size tests included in the directive to grant small 
companies exemption from the statutory audit requirement (Collis, 2010, p. 213). 
 
On November 1, 2010, Sweden enforced new regulation about the requirements of an 
audit in smaller firms (Lundin & Backeström, 2016, p. 5), in accordance with the rulings 
set up by European Commission. The reform of Swedish regulation encompassed 
approximately 70 percent of all Swedish limited companies (Glantz, 2017). This 
regulation implicates that firms can voluntarily chose to have an auditor or not (Glantz, 
2017; Lundin & Backeström, 2016, p. 5). The purpose of this change in regulation being 
to lower firms administrative costs by letting the companies themselves choose what 
assurance or accounting services to buy (Glantz, 2017). 
 
The abolishment of statutory audits for small firms is derived from national regulators 
and the European Commission who recognize that the burden of financial reporting hits 
small firms disproportionately. This further stems from the last 30 years growing 
importance of small and medium-sized entities (Collis, 2010, p. 212). 
 
1.1.3 Owner & Manager of Small Firms 
 
The managerial ownership of small firms is highly variable and can range from zero to 
100% ownership (Ang et al., 2000, p. 104). However, a large part of all small firms is 
family owned and managed (Pinho, 2007, p. 721). One important fact about financial 
decisions in the owner-managed small firm is that the owner in control can take personal 
opinions into consideration when making a resource allocation choice (Spence & 
Rutherfoord, 2001, p. 127). Also, the responsibility to weigh up costs and benefits 
between available financial reporting options lies upon a company’s management (Collis, 
2010, p. 218). For small companies, there are findings in a study made by Page (1984, p. 
277) that shares usually are controlled by the directors of the company.  
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Furthermore, the answers from directors in that study revealed that the main users of 
company accounts are the directors themselves (as managers), tax authorities and loan 
creditors. The finding that directors are the main users of statutory accounts are also 
confirmed by Collis et al. (2004, p. 96) who also point out that the directors also is the 
one to pay for the audit. These factors combined makes the director, CEO, manager and 
owner, which also has been noted to usually be the same person, of great interest when it 
comes to exploring why one manager chooses to have their financial statements audited 
and another does not. 
 
1.1.4 Differences in Managers’ Characteristics 
 
There is empirical evidence arising in academic literature that female representation in 
boards of directors is positively connected to accounting quality (Clatworthy & Peel, 
2013, p. 6). A study by Adams and Ferreira (2009, p. 308) shows that having female 
directors has a positive substantial and value-relevant effect on board structures. It is also 
said that in board of directors, female directors behave differently than male ones (Adams 
& Ferreira, 2009, p. 307). What is more is that a woman director is more likely to be in 
an audit committee than a man (Adams & Ferreira, 2009, p, 300). Would a female 
manager be more likely to engage their firm in a voluntary audit than a male? 
 
Prior research has tried to find connections between a CEO's financial experience and 
errors in their firms financial and accounting information (Aier et al., 2005). Kalelkar & 
Khan (2016, p. 335) state that CEOs with financial experience lower the auditor’s 
engagement risk which in turn lower the audit fees. Could similar connections be made 
for a manager’s choice of voluntary audit and their work experience?  
 
Findings by Hambrick & Mason (1984, p. 198) suggests that based on upper echelon 
theory the age characteristic of top managers may play an important role when it comes 
to the decisions as organizational strategy and the performances. Others, like Hiebl (2014, 
p. 234) find that younger shorter-tenured CFO’s are related to more innovative solutions 
regarding accounting management whilst others, Clatworthy and Peel (2013, p. 23) relate 
age to general experience and finds that higher experience relates to fewer accounting 
errors. In what way, could the age of the manager influence the decisions to have financial 
statements audited? 
 
1.2 Research Gap 
 
A significant amount of prior research has focused on benefits and costs of having the 
financial statements audited and what implications come when turning from mandatory 
to voluntary auditing and their results contribute to the continuing voluntary audit policy 
debate (Collis et al., 2004; Collis, 2010; Lennox & Pittman, 2011; Dedman & Kausar, 
2012). 
 
Chen et al. (2011, p. 1256) point out that even though private firms are predominant in 
most countries, little is known about the financial reporting of private companies. 
Furthermore, in Sweden approximately 95% of all firms in year 2003 were regarded as 
small (Collis, 2010, p. 213) and logically would play a significant role in Sweden. 
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Since the change in regulation the proportion of Swedish firms choosing not to have their 
financial statements audited of those registered after regulation have significantly 
increased in relation to firms that were registered before the change in regulation (Lundin 
& Backeström, 2016, p. 7). Which slightly contradicts the findings of Collis et al. (2004, 
p. 94) where 63% of small UK companies would still choose to have their accounts 
audited even if they were exempt and similarly for Niemi et al. (2012, p. 170) who found 
the corresponding results for Finnish companies to be 60%. Furthermore, Collis (2010, p. 
226) provides evidence for small firms in the UK and Denmark that the management 
factors that determine voluntary audit are that cost is not regarded as a considerable 
expense and that a benefit with having the financial statements audited is the improvement 
of the financial information’s quality. The latter determinant further confirms prior 
research (Collis et al., 2004, p. 97). Additionally, a significant share of directors of small 
companies believes the benefits of voluntary audit outweighs the costs (Collis, 2010, p. 
227). If cost is not perceived by directors to be substantial and is outweighed by the 
benefit of improving the quality of financial information, then why do not all small firms 
choose voluntary audit? 
 
Compared to the significant amount of research made on financial reporting quality made 
on public firms, the quality of accounting information from private companies has 
received little attention (Hope et al., 2013, p. 1715). This notwithstanding that most 
companies are privately owned and compose a major share of global economic activity 
(Chen et al., 2011, p. 1283). A study which examines the relationship between the 
characteristics of managers of small firms does to the authors knowledge not exist yet. 
 
1.3 Research Question 
 
Regarding the role and importance of auditing one can easily comprehend how crucial 
auditing is for the manager of the firm and meanwhile how important it can be to have 
audited accounts for the sake of external users. According to Lennox & Pittman (2011, p. 
1657) the firms who are choosing voluntary audit are willingly accepting the cost for it 
to basically lower their firm risk and transmitting positive signals to the regulatory bodies, 
investors and creditors to achieve a reliable position and status in their eyes. Which makes 
it easier for various stakeholders in terms of trust. A question that arises since auditing 
has several benefits and advantages, why some of the firms’ owners are not recognizing 
these advantages of audit and instead choose not to audit their financial information. 
Seeing that the choice of having audited financial statements for small firms in Sweden 
has been optional since 2010 we intend to cover the purpose of our study that is to find 
out if there are determinants of the owner-managers that choose to have a voluntary audit 
by formulating a research question as follows: 
 
What is the relationship between characteristics of the manager of a small firm and the 
decision to have financial statements audited? 
 
1.4 Research Purpose 
 
We aim to research whether a relationship between characteristics of a manager and the 
decision to have their financial statements audited exists or not. These characteristics 
include the gender of the manager, the age and their work experience. By establishing if 
a relationship between above mentioned characteristics exists we can understand if the 
characteristics should be included or disregarded in the public discussion about voluntary 
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audits. Therefore, in this thesis we wish to unfold further knowledge of what could be 
possible determinants to why managers act differently when it comes to the choice of 
auditing the firm’s financial statements. The purpose would also be to extend the 
knowledge regarding each characteristic individually and try to clarify if possible the now 
existing confusion regarding the effects of age and work experience that are in existing 
research contradictory. Moreover, a sub purpose of this thesis is to investigate why some 
small firms choose to have their financial statements audited in a context where it is not 
required by regulation to do so, or at least give a stepping point for future research when 
it comes to this issue. 
 
1.5 Research Contribution 
 
A research concerning small sized firms would contribute and broaden the knowledge of 
business decisions made in the population of small private firms. Our study would also 
contribute to the debate about voluntary audit policy as well as open for future research 
into which manager decides to audit and which does not. Another contribution would be 
towards gender diversity discussions where prior research has studied if female directors 
reduce the incidence of errors in financial information (Clatworthy & Peel, 2013, p. 2). 
 
Further contribution would be to provide knowledge about small firms for those who are 
interested in taking over or buying parts of or whole small firms. This thesis would also 
contribute in terms of defining the existing client base for auditing companies and provide 
information of small firms in Sweden that could be potential clients for auditors. 
Moreover, regulators for other countries or for example the EU can find research 
concerning statutory audit and its size limitations useful since rules are different in 
different countries. Also, more countries are reconsidering their regulation concerning 
which companies are required to have an audit and what effects it might have. 
 
1.6 Limitations & Delimitations 
 
With limitations, a researcher considers time constraints, the nature of the experiment, 
what instruments utilized and the sample itself. Whilst delimitations more set the 
boundaries of what the researcher will not be studying and what procedures that are not 
being utilized. For this thesis one limitation is that firms included will be registered and 
have its operations in Sweden, this because of the set regulation which exempts small 
firms from having an audit and because of accessible data availability. 
 
Today, 7 years have passed since Sweden decided to exempt smaller firms from the 
statutory audit regulation which gives the opportunity to investigate firms with and 
without audits that have registered after the abolishment. Additionally, data concerning 
firms registered in Sweden is accessible and easily obtained which makes limiting this 
study to Sweden convenient and doable considering both time and cost restraints. A 
delimitation will be to investigate relations for only the directors or CEOs since they are 
the ones to decide whether or not to have an audit. 
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1.7 Ethical & Social Considerations 
 
Schiller (2013, p. 1) describes the commonly used term of the good society as a society 
in which we should aspire to respect and value each other. In this good society, the 
concept of finance and capitalism is said with a negative and sometimes hostile emphasis 
and blamed to be one of the main reasons causing severe financial crisis and depressions 
(Schiller, 2013, p. 2). Situations where also the auditing profession has been involved and 
as previously mentioned whose whereabouts and integrity frequently have been 
questioned after scandals has occurred. Pflughrath et al. (2011, p. 240) are one of many 
to state that the public is becoming less and less trusting. Schiller (2013, p. 3) argues that 
instead of condemning financial capitalism we should embrace the potential it gives us to 
help achieve the greater goals of good societies. 
 
Conclusions in research by Spence & Rutherfoord (2001, p. 137) demonstrate that it is 
not ‘unbusiness-like’ to recognize social issues, instead it is a rather common approach 
for small owner-managers to consider their role in society. Furthermore, there is a 
consensus that ethically and socially conscious behavior is not only socially desirable but 
also normal and acceptable, even for some it is expected (Spence & Rutherfoord, 2001, 
p. 138). 
 
Bommer et al. (1987, p. 269) argue for that an important determinant in making many 
ethical decisions is its legal dimension. Although they further clarify that legal is not 
inevitably a synonym to ethical although most people feel the need to refrain from 
activities that does not abide with the law (Bommer et al., 1987, p. 269). As to audit no 
longer being statutory managers will according to previous statement not necessarily feel 
compelled to see the decision making for audits as an ethical decision. Other factors to 
influence a manager's business decisions includes both the work and social environment 
in which they act. Bommer et al. (1987, p. 271) consider corporate goals, stated policies 
and corporate culture as part of the work environment, unfortunately for the individual 
manager these factors might support different decisions in given situations. So, the 
decisions will be depending on what is more important for the individual manager or what 
factor is more dominant in their specific work environment (Brommer et al., 1987, p. 
271). Furthermore, it is the set of humanistic, religious, cultural and societal values that 
are shared by the members of one's society that define the social environment a manager 
belongs to (Bommer et al., 1987, p. 268). A manager can be influenced by its social 
environment when making business decisions such as having an audit or not. 
 
From an ethical and societal standpoint, it is of interest to study if there is a relationship 
between characteristics of the owner-manager and the choice to have a voluntary audit 
since the majority of small firms in Sweden choose not to have one. If a relationship does 
exist then could this be linked to social, work or legal environment or do ethics and social 
considerations not have any influence on the choice to audit. 
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2. Methodology 
In this chapter, we are going to present various methodological stances, as well as 
motivate why certain stances have been taken. The methodological positions we are going 
to approach are divided into epistemological and ontological contents, our research 
approach and research design and we will also discuss our literature selection and what 
social and ethical considerations we find important to address when conducting a 
research. 
 
2.1 Research Philosophy 
 
In order to conduct a study, it is needed to enlighten the philosophical stances which 
should concern a research. In addition, researchers have to clarify their stated 
assumptions. The epistemological and ontological stances are the initial to be explained, 
which shows how the researchers perceive the nature of social abstraction or entities as 
well as the nature of information. Stances of which lay the foundation for any research. 
 
2.1.1 Preconceptions, Background & Choice of Topic 
 
We, the authors of this study are at this time in our final year of a master degree program 
in accounting at Umeå School of Business and Economics (USBE). The interest for the 
auditing profession developed during courses in accounting and events held by different 
audit firms directed towards students enrolled at business schools in Sweden. One of us 
also has a couple of years of working experience at one of the Big 4 member firms in 
auditing and both authors are planning to proceed a career in assurance after having 
achieved master degree. Our interest for auditing has made the choice to consider a thesis 
in the topic of auditing quite open-and-shut. Moreover, throughout various courses an 
interest and a curiosity towards all different aspects of business, finance and accounting 
has been raised which naturally makes us more prone to hear and understand news and 
trends concerning these matters. Subsequently, it has led to a thirst for knowledge 
regarding all things related to business administration and assurance services.  
 
From our experiences one must point out the problems our preconceptions can cause and 
underline that we are aware of the problems that might arise. The primary issue with 
having preconceptions is that it can make us bias. A biased research is one that is 
influenced by the researcher to portray a certain picture and thus may not portray the truth. 
Consequently, to stay objective during our study is essential to achieve unbiased 
contributions. Which means that we will during our research process be as transparent as 
we can and focus on staying neutral and present all sides of the argument. The biggest 
challenge when it comes to auditing is to stay objective as to being pro-audit or against-
audit, since it today exists conflicting opinions about whether or not to audit. Some see it 
only as a burden and some find it completely necessary and even rewarding. As future 
auditors, it might be hard to argue that we do not ourselves have an opinion about the 
importance of audit and here lies our biggest challenge as to not let our research be biased 
by our own ideas. In order to counteract our preconceptions, we will actively throughout 
this process question our thoughts and remind us to stay objective and present all sides of 
the concept of auditing, both good and bad. Another activity to perform in order to 
minimize personal bias is to base all arguments on scientific facts and knowledge well 
established in the academic field.  
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One moral responsibility is to take into consideration how the findings might go against 
the principles of the researcher or the organization funding the research and what to do 
with these findings if they occur (Ghauri & Grønhaug, 2010, p. 23). The authors of this 
thesis are not writing on commission or on behalf of any organization thus the principles 
to consider are limited to those that belong to ourselves. This also regards external 
pressures when it comes to what direction our research will go and as to what results we 
might expect. 
 
The idea of this thesis appeared when reading an article published in Balans, a journal 
given out by FAR, the Swedish industry association for accountants, auditors and 
consultants. The article, Hej då revisionsplikt - hej ekobrott (Glantz, 2017), addressed the 
potential raise in economic crime for small firms after the abolishment of statutory audits 
in Sweden. Specifically, the article mentions how the great majority of firms established 
after regulations set choose not to have an audit which made us wonder if there could be 
a relationship to be found regarding the choice to have a voluntary audit.  
 
2.1.2 Ontology: Objectivism 
 
Ontology or the term social ontology, according to Ryan et al. (2002, p.13) who refer to 
the studying of existence and in connection to this what we distinguish to be real. In 
addition, ontology deals with the nature of social entities (Bryman & Bell, 2015, p. 32). 
Furthermore whether these social entities are considered as objective entities or in other 
words, in line with the reality external to the social actors and developed by the social 
actors’ recognition and activities (Bryman & Bell, 2015, p. 32 ; Saunders et al., 2007, p. 
108). In simple words, ontology refers to the nature of reality. The main concern with 
ontology is whether the social objects are or can be perceived and viewed fairly and 
neutrally that meets external reality to social actors or if it is constructed by them 
(Saunders et al., 2012, p. 130).  
 
Ontology has been extensively discussed by philosophers, Benton & Craib (2011, p. 4) 
explains ontology as what the individual considers the world comprised of. Where some 
individuals may see the world as existence of completely various substances, while on 
the other hand some has the view that the reality is based according to psychologically 
conditions or has taken philosophical conditions (Benton & Craib, 2011, p. 4). Regarding 
the concern of social ontology in business research which is always connected to in terms 
of conducting the business research (Bryman & Bell, 2011, p. 23). Furthermore, 
ontological assumptions are providing and will direct to the techniques and methods in 
which the research questions are developed and the research study is performed (Bryman 
& Bell, 2011, p. 23). Moreover, if the research question is developed in terms of 
indicating the cultures and organizations as objective social entities which operate and 
perform over the humans, then the researcher's focus would be possible according to the 
formal aspects of the organizations, and according to the morals and characters of the 
culture's representatives (Bryman & Bell, 2011, p. 23). On the other hand, if the dilemma 
of the study is as such that the organization and the cultures as an objective social entity 
are taking part insignificantly, then the useful participation of the individuals in terms of 
reality construction would be desired by the researchers, where in both instances would 
be intended to adopt various approaches in gathering the data as well as to the study 
design (Bryman & Bell, 2011, p. 23). 
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Ontology has two main orientations objectivism and subjectivism (Saunders et al., 2007, 
p. 108). Objectivism is stating the social phenomena which has been perceived and 
overcome separately by the social actors (Saunders et al., 2007, p. 108). To further 
illustrate this, objectivism that indicates the existence of social phenomena and their 
meaning which are independent from the social actors and their actions (Bryman & Bell, 
2011, p. 21). Likewise, according to Saunders et al., (2012, p. 130) objectivism concerns 
the social entities which are totally external and independent from the social actors. While 
subjectivism as the second ontological perspective has been referred to as constructivism 
as well and argues that the social phenomena and their significance or meaning have been 
constantly performed by the social actors (Saunders et al., 2007, p. 108). Such as 
organizations and culture, by meaning that constructionism possesses that the social 
phenomena do exist due to the social actors and their actions (Bryman & Bell, 201, p. 
22).  
 
For this thesis, the ontological position we hold is objectivism. Since, we consider 
objectivist as the most appropriate and best fit proposition in terms of ontological position 
for this thesis, is mostly due to the aim of our study, in order to find out, whether there is 
a relationship between the choice for the voluntary audit and certain characteristics of the 
owner-managers of the small firms, within the observation of different periods of data by 
authors, which we think it is necessary to answer the established research question. The 
objectivist position is backing our aim and purpose of the study that what certain 
characteristics of the firm's’ owner-manager drive their perception towards acquiring or 
purchasing voluntary audit, as the phenomena exist and are independent of the social 
actors. Since auditing no longer is made mandatory by regulators for the small firms in 
Sweden.  
 
2.1.3 Epistemology: Positivism 
 
According to many sources the term epistemology has been referred to the study of 
knowledge and what should be expected as acceptable knowledge (Gill & Johnson, 2010, 
p. 191; Ryan et al., 2002, p. 11; Saunders et al., 2012, p. 132; Bryman & Bell, 2011, p. 
15). More thoroughly, epistemology is by Plato and other following philosophers of him 
referred to as the acceptable and true belief towards a phenomenon (Ryan et al., 2002, p. 
11). Furthermore, whether the social world can be studied in line with the same rules and 
procedures as done within natural sciences, which is the most important feature of this 
philosophical orientation (Bryman & Bell, 2011, p. 15). Another important aspect to be 
taken into account while conducting a study, is to what and what extent the researcher 
considers to be the truth regarding the phenomena. Or how the researcher perceives the 
truth (Gill & Johnson, 2010, p. 191). 
 
There are four different positions of epistemology that one can take; positivism, realism, 
interpretivism and pragmatism (Saunders et al., 2012, p. 134-137). The position which 
mostly confirms that the social world can be studied as the natural science is positivism 
although different researchers perceive and use it differently according to how it fits with 
their study (Saunders et al., 2012, p. 134). 
 
Researchers who are positivistic, intend to initiate an insignificant or a value-free 
research, in other words they do not acquire a personal position and viewpoint but as an 
independent viewer (Saunders et al., 2007, p. 103).  
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According to Burrell & Morgan (1979, p. 5) there are two positions that signalizes 
epistemology, namely positivism and antipositivism. Accordingly, a positivistic 
orientation has been influenced broadly by the natural science, and the researchers are 
intended to study the society by aiming to understand it in terms of probing the uniformity 
and finally to set up the presence of casualties among the features and aspects of the 
studied phenomena (Burrell & Morgan, 1979, p. 5). The opposite position, antipositivism, 
which unlike positivism, believes that phenomena is only happening or made possible 
due to individuals since they are part of the studied phenomena (Burrell & Morgan, 1979, 
p. 5). 
 
Moreover, realism as an epistemological stance narrates the scientific investigations and 
the nature of realism is perceived as truth, by meaning that the objects are exists 
unconventionally and different of the human judgement (Saunders et al, 2007, p. 104). 
Furthermore, realism is similar to positivism in terms of adopting the scientific methods 
in order to expand the knowledge (Saunders et al, 2007, p. 105). Regarding the third 
perspective, interpretivism, compared to positivism and realism, interpretivism 
underlines that the social roles of humans and their establishments varies from the natural 
science (Saunders et al., 2007, p. 106-107). In other words, the studied object or the study 
of the social world desire different argumentation of the research procedures taking into 
account the humans in contrast to the natural harmony (Saunders et al., 2007, p. 106). 
Furthermore, interpretivism is more like antipositivism than positivism as described 
earlier, by meaning that in order to get better understanding of the world, one should have 
to dig deeper into the perception of humanity and the society as well (Saunders et al., 
2012, p. 137).  
 
Finally, the fourth orientation, pragmatism, comes when the researchers finds only one 
study method as useful either qualitative or quantitative approach in terms of not clearly 
presenting and coming up with a research question. Which is the pragmatism or a mixed 
method study of both qualitative and quantitative methods that could be used as a 
philosophical position (Saunders et al., 2002, p.130). According to Saunders et al., (2012, 
p. 130) it is a phenomenon that could have been examined by various methods and that is 
the pragmatism viewpoint. Furthermore, based on a pragmatic position, the research 
question cannot be answerable by adopting only one philosophy (Saunders et al., 2012, 
p. 130).  
 
For this thesis, a positivistic standpoint will be the appropriate orientation to take as an 
epistemological stance, based on the argument that positivism considers that knowledge 
is only possible to receive by investigating and examining an observable phenomenon, 
and implementing various techniques of natural science (Bryman & Bell, 2011, p.15; 
Saunders et al., 2012, p. 134). Aligning it with our study aim where the intention is to 
highlight and examine different characteristics of a small firm's owner-manager and what 
the relationship between those characteristics and the choice towards voluntary audit are. 
A positivist stance would also suit our study best when compared the opposite view anti-
positivism or interpretivism since we are not trying to achieve deeper understanding of 
the owner-managers of the firms when it comes to how do they perceive auditing or to 
what extent the auditing service has been legitimized. Anti-positivist or interpretivist 
position would be suitable if we instead would focus on what motivates or why owner-
managers chooses to have a voluntary audit.  
 



 13 

2.2 Research Approach: Deduction 
 
According to Patel & Davidson (2011, p. 23); Mantere & Ketokivi (2013, p. 71) there are 
different reasoning and ways for the researcher to go with such as deduction, induction 
and abduction, which can be useful to perform and base their work on when conducting 
a research, when it comes to thinking of and linking research to theory and empirical data. 
 
A deductive approach serves as the most frequent in nature, in terms of flow in a very 
logical order from one step to another (Bryman & Bell, 2011, p. 11). The deduction 
approach has been used by researchers when conducting experiments, analytical surveys 
etc. (Gill & Johnson, 2010, p. 6). Where the intention is to examine the existing theory 
with facing and making conclusions of the perception of humans and their behaviors 
towards a phenomenon by gathering empirical data (Gill & Johnson, 2010, p. 6). 
Furthermore, a deductive approach initially starts with gathering existing theories which 
will lead to a development of hypotheses, and lastly after observing these hypotheses 
either to accept or reject them (Gill & Johnson, 2010, p. 6; Patel & Davidson, 2011, p. 
23). Likewise, according to Bryman & Bell (2011, p. 11) the researchers tries to deduce 
the hypotheses, based on the phenomena and in consideration of theoretical aspects 
associated with that particular phenomena or issue, in order to be generalized and 
subjected to for the examination of empirical data, is the deduction approach. In other 
words, the researcher deduces an hypothesis according to fit best in the term of examining 
chosen empirical data. Before reaching to a decision regarding the choice for an approach, 
it would be fair to do discuss induction and abduction reasoning as well. 
 
In an inductive approach, the researchers may end up with a theory as a result of their 
research study (Ghauri & Grønhaug, 2010, p. 15). Furthermore, researchers with an 
inductive approach are concerned with illustrating a generalizable speculation from the 
observations based empirical evidences (Ghauri & Grønhaug, 2010, p. 15). In other 
words, with a deductive approach the researchers conduct a process of first refer to theory 
then observe and lastly come up with findings, however for induction it is an opposite 
relation meaning first the researchers observe and from these observations they may 
derive new theory (Bryman & Bell, 2011, p. 13). Moreover, according to Patel & 
Davidson (2011, p. 23) inductive researchers are observing the research phenomenon 
without considering or basing it to existing theories or guidelines. Where their study is 
only based on and associated with the collected empirical data which leads to generating 
a new theory (Patel & Davidson, 2011, p. 23). Furthermore, in situations related to an 
inductive approach, researchers have no idea regarding the theory’s capacity or range, 
this is due to the grounding of their study on empirical data, which is only regarded and 
limited to a specific issue, individual, group or period of time (Patel & Davidson, 2011, 
p. 23). 
 
On the other hand, abductive approach is a blend of both deduction and induction research 
approaches (Patel & Davidson, 2011, p. 23). In abduction, the researchers are initially 
looking for what they find interesting based on their own perception of the phenomena, 
accordingly they develop a certain framework in order to test their perceptions (Saunders 
et al., 2012, p. 147). Thus, Patel & Davidson (2011, p. 23) explain that an abductive 
approach consists of two phases, where in the first phase the researcher’s behavior is 
inductive, meaning that the generated theory from observation would be later on tested 
on the phenomenon.  
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In the next step, the second phase, the work of the researcher will shape deductively, in 
terms of generalizing the original theory more towards the phenomenon (Patel & 
Davidson, 2011, p. 23).  
 
For our thesis, the theoretical background plays a vital role and it would be fair to adopt 
a deductive approach. Since our thesis is mostly based on general and well-developed 
theories, as well as relevant previous studies, it covers and gives conclusions on the basic 
stances towards our phenomenon. In consideration of our study’s purpose and goal, 
framing a conclusion by aiming to observe the relationship between the owner-manager's 
different characteristic and their choice towards voluntary audit. With having our 
theoretical framework as backbone to our knowledge and research question we are 
convinced a deductive approach would best fit and be beneficial to our study.  
 
2.3 Research Design: Quantitative 
 
When it comes to research design, you mainly have two choices to be employed in a 
business research, which are either to choose a quantitative or a qualitative research 
design (Bryman & Bell, 2011, p. 26; Saunders et al., 2012, pp. 159-161). Many 
philosophers claim that, the two research designs distinct from each other in terms of the 
relationship between data collection and their analysis (Saunders et al., 2007, p. 145). 
Furthermore the quantitative research design is referred to and mostly deals with the 
collection method of data for instance the questionnaires as well as the data analysis 
methods, as graphs and and statistics which produce and employ the numericals 
(Saunders et al., 2007, p. 145). In addition the intention of a deductive approach is to 
connect theory and research in order to test a theory (Bryman & Bell, 2011, p. 27). 
Moreover, the quantitative researchers consider the implementations of beliefs and norms 
of the natural science framework to be true, especially a positivistic stance (Bryman & 
Bell, 2011, p. 27). And the realization of the view of social reality as an external objective 
reality (Bryman & Bell, 2011, p. 27).  
 
In contrast to quantitative is the qualitative research design, which instead of focusing on 
the measurement and quantification in gathering and analyzing data, mostly focuses on 
expressions, communication and their explanations and interpretations (Bryman & Bell, 
2011, p. 27; Saunders et al., 2012, p. 163). A qualitative design study works mainly with 
an inductive approach in terms of the connection of the theories and research, where the 
intention of the researcher is to try to generate a new theory (Bryman & Bell, 2011, p. 
27). Furthermore, again in contrast to a quantitative study, it ignores the natural science 
framework and positivism, and instead the focus lies on the human that explains its social 
world and how she perceives that the social reality is constructed by individuals and not 
external from it (Bryman & Bell, 2011, p. 27).  
 
Regarding the research design in this thesis, we have made the choice to conduct our 
study with a quantitative design. As, Bryman & Bell (2011, p. 35) highlights that, 
regarding the choice for a qualitative or quantitative research design, methods and 
research strategy should be related and fit together according to the research question. 
Furthermore, it suggests that if a researcher is interested to conduct a research related to 
the significance of influences and determinants of a social phenomenon, quantitative 
research design would be addressed as desired (Bryman & Bell, 2011, p. 35).  
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To further support our choice regarding quantitative design, is that quantitative research 
studies are more concerned with explaining the why aspects of an issue the way it is, 
rather than picturing an issue as how things are (Bryman & Bell, 2011, p. 163). 
Additionally, researchers with a quantitative study would address and state their findings 
as more general, in contrast to conducting a research that is brought up by personal 
interviews or questionnaires, which the answers as findings would only be limited to that 
individual (Bryman & Bell, 2011, pp. 163-164). In short, there are many reasons for a 
quantitative design such as our specific research purpose, question and preciously chosen 
approach of deduction. Another reason important to point it out is that since our 
epistemological orientation is positivism a quantitative study is the most logical choice. 
Also, according to Bryman & Bell (2011, p. 26) a quantitative research design intends to 
integrate and include the implementation of and to exercise a natural scientific framework 
consistent with that of positivism. 
 
2.4 Strategy Choices: Archival, Cross-sectional & Explanatory 
 
Because of the rapid progress of internet, the scope of data now available in online 
archives gives great opportunities to use an archival or documentary research strategy 
(Saunders et al., 2016, p. 183). Regarding the specific subject of this thesis, an archival 
strategy will be utilized and the data will consist of registered company facts collected 
from the Retriever database. As documents, can offer a rich source of data and let you 
analyze critical incidents, policies, business strategies or decision-making processes 
(Saunders et al., 2016, p. 184) the Retriever database can provide us with essential 
answers regarding both if a firm has an audit and data over the owner-manager’s 
characteristics. However, one needs to remember to use this kind of data with care since 
it originally might have been intended for research with another purpose (Saunders et al., 
2016, p, 183). Except for the database providing suitable data it is also easily accessible 
and is less time consuming which is a positive aspect considering this thesis time and cost 
restraints, being limited to one university semester.  
 
Some researchers regard the timing of data collection as the critical determinant of 
research designs (Blaikie, 2000, p. 228). Blaikie (2000, p. 229) mentions three options 
considering the time horizon of a research; cross-sectional, longitudinal or historical. 
Saunders et al. (2016, p. 200) explains the difference picturing a cross-sectional study as 
a “snap-shot” of reality and a longitudinal study as a “diary” perspective. The latter study 
design consists of data from two points in time, like a “before-and-after” study or when 
you want to study a change over time (Blaikie, 2000, p. 229). Whereas the historical 
perspective considers a specific social event or phenomena in the past (Blaikie, 2000, p. 
230), which would not be of interest for us in this thesis. Instead, appropriate for us is the 
cross-sectional perspective. A cross-sectional time horizon means that you will study 
certain phenomenon at a specific time and designed to capture a picture in the present 
time (Blaikie, 2000, p. 229). We do not seek to study a change over time, reactions to a 
certain event or study a phenomenon in the past. Instead it is to find what the relationship 
is between a owner-managers characteristics and if they tend to choose to have an audit 
performed on their firm, in the present. 
 
This study is of explanatory nature, Blaikie (2000, p. 75) describes explanatory research 
as one that wishes to identify causes of events or regularities and what circumstances or 
mechanisms that produce them.  
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Our research aims at describing the possible relationship between certain characteristics 
and choice to audit which accordingly means to possibly identify factors in an owner-
manager that could led to choosing to have an audit or not. Furthermore, explanatory 
research seeks to explain patterns in observed phenomena, attitudes, behavior, social 
relationships, processes or structures (Blaikie, 2000, p. 74). Also, Saunders et al. (2016, 
p. 176) portray explanatory research as that seeks to explain the relationship between 
variables. The strategy decision to explain also logically functions with a deductive 
approach (Blaikie, 2000, p. 124). 
 
2.5  General Design & Strategy Purpose 
 
Edmondson & Mcmanus (2007) clarifies the concept of methodological fit and that a new 
study can make a compelling contribution to existing literature when there exists a 
compatibility among the state of prior knowledge, the research question and the research 
design. There are logical choices that follow depending on these areas and when it comes 
to which methodological stances to take in order to best fit your study. Edmondson & 
Mcmanus (2007, p. 1158) further suggest that theory can be classified into mature, 
intermediate and nascent. Where mature theory is, well-developed and studied over time, 
nascent theory provides tentative answers and new connections and lastly intermediate 
theory which is positioned somewhere in between. As for this thesis, the concept of audit 
has been thoroughly studied by a variety of scholars and considered well developed thus 
should be considered a mature field of theory. Our research strategy falls in line with the 
archetype of choices to a best methodological fit with mature theory when it comes to 
research question, type of data, constructs and measures, analysis methods and theoretical 
contributions. Choices to collect quantitative data, rely heavily on existing constructs and 
measures, standard statistical analyses and contribute with supported theory that may add 
new boundaries or mechanisms to existing knowledge (Edmondson & Mcmanus, 2007, 
p. 1160). Grix (2002, pp. 179-180) further explains how our ontological and 
epistemological assumptions form the questions we may ask in the first place and how 
we try to answer them which demonstrates the importance for “question-led” research for 
the research not to result in poor question/method fit. This despite it seeming old-school 
or that it does not let research begin at any stage of the figure shown beneath following 
paragraph (Grix, 2002, p. 179).  
 
As researchers ask a research question they are met with the task to find the best strategy 
to answer their set question (Blaikie, 2000, p. 126). The purpose of a well-chosen research 
strategy is therefore to work as a bridge between one’s philosophical assumptions and 
with the methods adopted. To clearly show between what stances our bridge will go, we 
provide you with a summarizing figure below over our earlier discussed assumptions. 
The figure is inspired by and adapted from Hay (2002, p. 64, cited in Grix 2002, p. 180), 
to show as Grix (2002, p. 179) states the directional, and logical relationship between the 
key components of a study.  
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2.6  Literature Selection 
 
The start in any academic project is to explore prior research, to review and thoroughly 
go through already existing relevant literature is essential to any researcher, furthermore 
an extensive literature review lays the foundation in order for us to advance the field of 
knowledge (Webster & Watson, 2002, p. 13). As for the literature gathered in the 
beginning of this research in order to help explain and understand our research problem 
is of secondary nature. Ghauri & Grønhaug (2010, p. 91) mention how extensive the 
availability of secondary data is today and that many scholars underestimate the great 
amount of secondary data that already exists. Also, as for the type of study you might 
require historical data which is only available through secondary data, for example with 
a comparative study (Ghauri & Grønhaug, 2010, p. 96). The reason for using secondary 
data in this thesis is based on the type of research question we aim to answer as well as 
the nature of this study. Essentially the research seeks to examine if there is a relationship 
between characteristics of owner-managers of small firms and voluntary audits. 
Information of which is registered for Swedish firms and accessible through a database 
which will encompass all needed empirical data.  
 
Moreover, Webster & Watson (2002, p. 16) suggest a systematic search for relevant prior 
research in order to guarantee that the researcher obtains a complete view over what is 
already known about their specific research field and problem. When having found 
literature one important issue is to decide whether or not the specific knowledge can be 
used or not for one's own work (Ghauri & Grønhaug, 2010, p. 91).  
 
  

Figure 1.Summary of methodological assumptions adapted from Hay (2002 p. 64, as cited in and further 
adapted by Grix, 2002, p. 180) 
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As to our own systematic literature search we have implemented a process based on 
recommendations made by Webster & Watson (2002, pp. 15-16) and Ghauri and 
Grønhaug (2010, p. 92). We have tried to connect these recommendations to our 
experiences gained at different courses at Umeå University. Our literature search started 
with the development of a list of key terms, theories and names we have identified as 
relevant for our study. From there we started with searching for articles in leading journals 
and databases as recommended by Webster & Watson (2002, p. 16) since that is where 
the major contributions are likely to be found. After that we continued by going 
backwards to review citations and articles used in previously found articles to extend our 
knowledge. The search engines used to find literature are all provided by Umeå 
University library and the ones used are focused on journals within business 
administration and economics. In order to assure the knowledge collected is good we have 
looked for the articles number of citations, how recently is has been published as well as 
looking at the credibility of the journal publishing said article. 
 
Key terms used when locating literature are “audit”, “voluntary”, “statutory”, 
“mandatory”, “small firms”, “owner-manager”, “drivers”, “characteristics”, “female”, 
“male”, “Small firm”, “SMEs”, “experience”, “age”, “financial background”, “demands”, 
“quality” and “IFRS”. These terms has been searched for separately and/or in 
combinations and in multiple variations. 
 
The primary literature found that builds the foundation for this thesis is the research 
published by Collis et al. (2004), Collis (2010) and Niemi et al. (2012) who further tested 
the thoughts of Collis et al. (2004). Additional literature influencing this research includes 
but is not limited to Blackwell et al. (1998), Costello (2003), Hiebl (2014), Hambrick and 
Mason (1984), Lennox & Pittman (2011), Richbell et al. (2006) and Clatworthy & Peel 
(2013). 
 
2.7  Ethical & Social Considerations 
 
For any scientist, behaving ethically helps protect people, communities and 
environments, and also helps make the world a better place (Israel & Hay, 2006, p. 2). 
Social scientists are dependent upon individuals and society’s goodwill when it comes to 
the freedom to study the world, this stems from scientists acting in ways that are just and 
are not harmful (Israel & Hay, 2006, p. 3). Steneck (2006, p. 67) speaks of the researcher's 
sense of ethical responsibility in order to ensure integrity and to be honest, accurate and 
fair when practising science. Israel & Hay (2006, p. 7) mentions ethics as an everyday 
matter in research and that it is becoming more complex because of society’s social, 
political and economic shifts. The moral and ethical environment can be described as the 
ideas surrounding us about how we are supposed to live (Blackburn, 2001, p. 1). It is the 
researcher that has to make a moral judgement about how appropriate the research and 
the procedures around it are (Ghauri & Grønhaug, 2010, p. 23).  
 
As important integrity is for the auditor the same goes for the researcher. To not 
misconduct research in ways such as plagiarism, falsification, fabrication, inaccuracy, 
misrepresentation or bias (Steneck, 2006). Steneck (2006, p. 67) further suggests for 
research institutions and professional societies to make sure that standards for responsible 
research are accessible, taught, clear and followed to help researchers conduct ethical 
studies. The professional standard for us to follow is the USBE Thesis writing in Business 
Administration (2017) which among other things include guidelines for ethical research. 
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Key words to repeat for oneself throughout a study is to be objective, transparent, accurate 
in the process and also to remember and conform to rules and laws (USBE, 2017, p. 56). 
We in all intentions will follow the standards and practices taught at the Umeå School of 
Business and Economics to do our best ensuring our research does not do harm, is true 
and fairly represented. 
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3. Theoretical Framework 
This chapter further presents theories and previous literature relevant to answer our 
research question. The knowledge presented here lays the foundation and body of our 
research and it is from here we build our study. Starting with what drives the demand for 
audit, the audit regulation context and how voluntary audit is perceived in small firms. 
Continuing with explaining managerial factors and sort out how the determinants such 
as gender, age, work experience of the owner-manager might have an effect on the choice 
to audit. Lastly, relevant criticism will be given towards chosen theories to highlight what 
potential shortcomings of the literature might be. 
 
3.1 Demand for Audit 
 
In a decentralized economy, accounting information has been considered as one of the 
most important aspects (Wallin, 1992, p. 121). Which is a fundamental pace from the 
management's point of view and their course of action in terms of providing statements 
to ensure and to have a full picture of their business operations and performances (Wallin, 
1992, p. 121). The assurance and auditing of these assertions by the management of the 
firms may contribute in terms of advantages to the economy for various causes (Cooper 
& Neu, 2007, p. 3 ; Wallin, 1992, p. 121). These contributions such as investments, firms 
by not having accurate, in other words true and fair information may lead towards 
affecting the investors decisions by which as a result may lead to inappropriate 
assignments of the facilities in the economy (Wallin, 1992, p. 121). Furthermore, auditing 
service helps the firms in highlighting and to restrain inefficient information channels, as 
well as in avoiding and minimizing the conflicts among the managers and the investors 
(Wallin, 1992, p. 121). 
 
In addition, according to Eilifsen et al. (2014, p. 5) who questions why entities might 
spend huge amount of money for an audit service. The answer to this question is probably 
according to some that the auditing is required by law, which is a fair answer. But this 
has not always been the case, because the desire for auditing, as noted by found 
accounting proof indicates that the historical existence of auditing goes back to as early 
as 500 BC in Greece. This tells us that auditing was desired and existed even before it 
was made obligatory by the law. In order to define auditing Eilifsen et al. (2014, p. 12) 
interprets that auditing “is a systematics process of objectively obtaining and evaluating 
the evidence regarding assertions about economic actions and events to ascertain the 
degree of correspondence between those assertions and established criteria and 
communicating the result to interested users”. Furthermore, the established criteria could 
be many and different depending on which financial reporting body you ask, for example 
the International Financial Reporting Standards (IFRS) which backs up the auditor’s work 
in terms of assessment of the financial information provided by the company's 
management (Eilifsen et al., 2014, p. 12). Another vital aspect of the definition and 
regarding the main role of auditing is “communicating the result to interested users” 
which means that communicating the audit findings in the form of audit report to the 
various stakeholders, such as government, shareholders and investors (Eilifsen et al., 
2014, p. 12). The figure below further helps to understand the process of auditing a firm’s 
financial statements. 
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Figure 2. An overview of the financial statements audit process (Eilifsen et al., 2014, p. 13). 
 
In order to summarize, auditing is a detached and separate process of the evaluation of 
financial and accounting information, and delivering an independent opinion on these 
information, where the purpose is to verify the “completeness, accuracy and validity” of 
the records (Collis, 2010, p. 3). Furthermore, due to many corporate scandals around the 
world the demand for audit has increased and so has also the challenges for the field 
auditing (Eilifsen et al., 2014, p. 3). Therefore, within the theoretical part of this thesis 
we have tried to look over the auditing’s role and its importance in different perspectives. 
 
3.1.1 Agency Perspective 
 
The agency theory or an agency relationship was marked and introduced for the first time 
by Jensen and Meckling in 1976, by which they accounted the agency relationship as an 
agreement among two parties such as the principals that assigns the task to the agents in 
order to accomplish and act as their representatives, which also concerns giving the 
authority to the agents in the decisions making on the principal's behalf (Jensen & 
Meckling, 1976, p. 308).  
 
According to Eilifsen et al., (2014, p. 7) principals have been referred to as the owners or 
not attender owners, and agents as the management. Both principals and agents are 
intended in terms of usefulness to optimize, but there is not always the case with the 
agents in order to perform accordingly or to provide the utmost importance and 
advantages for the principals, apparently, there is a conflict of interest (Jensen & 
Meckling, 1976, p. 308).  
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Therefore, Jensen and Meckling come up with the solution of suggesting the bonuses and 
incentives plans to the management in order to reduce this risk, due to various decisions 
made by the management, furthermore it is quite hard and unachievable for the principals 
to reduce or considering the agency cost as zero (Jensen & Meckling, 1976, p. 308).  
 
Furthermore, auditing is taking an important part in order to follow-up and to check the 
agreements and agency relationship among the firm and their stockholders as well as their 
stakeholders (Eilifsen et al., 2014, p. 6). It is due to the audit profession in terms of the 
ability, independency as third party and the objectivity which is regarded only to the 
public interest (Eilifsen et al., 2014, p. 6). In order to further comment on the desirability 
towards auditing, in the literature by George Akerlof has pointed to that there is existence 
of quality differences and uncertainty in the labor market (Akerlof, 1970, p. 488). Which 
means that there are buyers in the market who seeks the quality and meanwhile the sellers 
are rewarded for selling and promoting the low or a bad quality (Akerlof, 1970, p. 488). 
Thus, it may lead to information asymmetry, and as an intrinsic aspect of the business 
market it is quite difficult to differentiate good quality from bad one (Akerlof, 1970, p. 
500). Moreover, while examination of some economic models within the theory by 
George Akerlof highlighted that “trust” has been playing vital role in the business world 
(Akerlof, 1970, p. 500).  
 
Therefore, it might be fair to say that assurance and an independent audit opinion may 
take an important part in order to provide and communicate the “trust” to the interested 
users. And the below figure makes clear that how and why auditing is demanded from the 
agency relationship perspective. 

Figure 3. A general summary of the principal-agent relationship that raise the interest for auditing of the 
financial statements (Eilifsen et al., 2014, p. 7). 
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3.1.2 Legitimacy Theory 
 
The legitimacy theory, basically explains the firm’s commitments within its operations 
towards the environmental elements such as (economic, social and political) as a 
corporate disclosure (Guthrie & Parke, 1989, p. 344). In other words, the consideration 
of the environmental factors, firms are legitimizing their business activities in order to be 
tolerable and to communicate their positive image and for the various stakeholders 
(Wilmshurst & Frost, 2000, p. 11 ; Guthrie & Parke, 1989, p. 344). 
 
The consciousness of the society and their perception regarding the environment and the 
access towards measuring and determine these environmental concentrations has been on 
the edge lately (Wilmshurst & Frost, 2000, p. 10). Which has caused the businesses extra 
to take into account their collision on the environment in an improved way (Wilmshurst 
& Frost, 2000, p. 10). Thus, most of the management progressively are establishing 
environmental management framework and to report them along with annual reports 
(Wilmshurst & Frost, 2000, p. 10). The disclosure of the environmental information has 
been bounded by the senior management’s mediation (Wilmshurst & Frost, 2000, p. 11). 
Furthermore, according to Guthrie, & Parke, (1989, p. 344) the corporate social disclosure 
comprehends and respond to the environment in order to legitimizes their corporate 
activities. 
 
The main concern of legitimacy theory is, the management’s reaction towards the 
formation and taking into the account of environmental factors with the firm’s operations 
as an requirement by the society (Guthrie, & Parke, 1989, p. 344 ; Wilmshurst & Frost, 
2000, p. 11). But for the firms who are desired to legitimize their business operations and 
to be the part of the community should have to adopt and frame the expectations of that 
community in their business operations accordingly within the acceptable limit 
(Wilmshurst & Frost, 2000, p. 11). Moreover, after the examination of the annual reports 
from 1901 till 1980 of the US steel company by Honger (1982) that noticed the disclosure 
of social and environmental reports as general comments by the US steel, that mostly 
focusing on workforce and community (Guthrie, & Parke, 1989, p. 343). And these 
disclosures as corporate social activity were varying from year to year, but should be on 
continuous bases (Guthrie, & Parke, 1989, p. 343). This reporting was performed on 
particular bases, meaning they were not included for every year (Guthrie, & Parke, 1989, 
p. 343). As well as, Honger states that not all the facts had been disclosed were presented 
positive, as some of the information were in shape of bad news regarding the US steel in 
terms of social activities reporting, despite of taking into account the social norms and 
the requirements at that time (Guthrie, & Parke, 1989, p. 343). 
 
The findings from the Honger's research regarding US steel states that corporate social 
reporting is an old notation which indicates the existence on CSR on practical bases, 
furthermore, the social disclosures legitimizes the business and reacts to the societal 
influences and conducts (Guthrie, & Parke, 1989, p. 343). In order to summarize and 
support to the arguments of Honger we think it might be possible and motivates that 
auditing services may help the managers to legitimize their business activities considering 
the social and environmental aspects as in their audit reports. 
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3.1.3 Signaling Theory 
 
This emphasis of this theory is, upon acquirement of the information among two parties 
which could be the individual or an organization (Connelly et al., 2011, p. 39). In 
particular, when one of the party intends how to deliver the information or signal in order 
to come over by the requirement that is desired by the second or the other party, and 
respectively the other party how to receive and understand the signal accordingly 
(Connelly et al., 2011, p. 39). Furthermore, the main intention with the signaling theory 
is to avoid or at least to minimize the information asymmetry within the two parties 
(Connelly et al., 2011, p. 40).  
 
According to Connelly et al, (2011, p. 40) many as other researchers, the management 
scholars employs signaling theory in order to assist and account for the effect of the 
information asymmetry, which is possible to perceive it in broad scope and in many 
customs. As an example of the latest research in corporate governance, that the executive 
management intend to communicate to, typically targeting possible future investors by 
signalizing the unapparent performances and characteristics of their business or in short 
signalizes their business position through the apparent and noticeable financial statements 
(Connelly et al., 2011, p. 40). 
 
In order to summarize our viewpoint and the purpose of this thesis which is regarded to 
the choice of managers for voluntary audit, the auditing occupies an important place in 
terms of avoiding or responds to the minimizing the risk of information asymmetry 
between the management and principal (Eilifsen et al,. 2014, p. 7). Every choice made by 
management signals something to their various stakeholders and this applies also to the 
choice of having an audit or not. 
 
3.1.4 Stakeholder Theory 
 
The stakeholder theory was introduced for the first time by the Freeman (1984) 
emphasizing suggestions for the strategic management of organization (Wanger et al., 
2011, p. 226). The concept of the stakeholder by Freeman (1984) that asserts and 
concerning the to the rights and consideration stakeholders as relationship with the 
external environment to be taken into account by the businesses management's while 
establishing their strategic decisions (Wanger et al., 2011, p. 227).  
 
In addition, the study by the Friedman and Miles (2006) states that in the last two decades 
there have been much justice done to the word stakeholder (Wanger et al., 2011, p. 228). 
Furthermore, the stakeholder has been much familiar to and discussed by the businesses 
organizations, government and non-government institutions as well as the media (Wanger 
et al., 2011, p. 228). On the other hand, term stakeholder regardless for being popular and 
widely practiced among various bodies, but still having no clear image in terms of 
perceiving it legibly by them who are adopting and neither has generally accepted 
definition (Wanger et al., 2011, p. 228). Furthermore, there are entirely 66 views for the 
term stakeholder that have been proposed by different researchers within their studies, 
which is all of these views to an approximate extent covers, that the behavior of the firms 
should be such in order to be taken into account the requirements and attentions of the 
community that are associated with the effects of the firm's activities and operations 
(Wanger et al., 2011, p. 228). 
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Due to many and various perceptions regarding stakeholder’s definitions, in general the 
definition that suggested by the Freeman which states that a person or the group of people 
in the society that are affected or going to be effected within and by the organizational 
aims (Wanger et al., 2011, p. 229). This view of stakeholder proposed by Freeman 
contains and covers, the individual person, a casual group of people or a community, as 
well as includes the organizations and institutions (Wanger et al., 2011, p. 229). 
 
Regarding the external environment challenges for the small firms, the study by Tilley 
(1999, p. 238) states that small firms finds these challenges really hard to react to and that 
is because of their distinct attributes. By meaning small entities cannot afford fitting 
proper to the framework that is established for bigger organizations. The clues points to 
the characteristics of owner-manager of the small entities, that it is difficult for them to 
construct the link between what is desired by the environment and the practices (Tilley, 
1999, p. 238). Furthermore, the study by Tilley (1999, p. 241) shows many of the owner-
managers of the firms finds their business having no impact on the environment, the 
environmental impacts perceived by them were intimate or not really existed. To shorten, 
we cannot be really sure to what extent voluntary audit will be desired and found useful 
by owner-managers when addressing the environmental impact of their firms. Which still 
from the ethical perspective, owner-managers believes that their moral and ethical values 
are considered as vital in terms of structuring their environmental practices (Tilley, 1999, 
p. 243). 
 
3.1.5 The Context of Audit Regulation 
 
Stated by the European Commission (2017a) is that the key function of a statutory audit 
is to confirm the financial statements of companies and public entities. Accordingly, 
regulation works as a tool to ensure reliability and credibility of a firm's financial 
statements. Eilifsen & Willekens (2008, p. 10) mention as an early argument for audit 
regulation, that it needs to exist to protect the users of financial information that were 
assumed to have less access to the sources of such company information than the people 
presenting it. An argument that is clearly connected to the core aspect of agency theory 
and also a part of a solution to minimize agency costs. From here, an overview over the 
regulations surrounding the accounting and auditing profession will be presented in order 
to understand how it have built and shaped the environment in which we are today. To 
finally arrive at the Swedish legislation concerning the audit requirements for companies 
operating in Sweden. 
 
3.1.6 Audit Regulation Worldwide 
 
As audits on financial statements plays an important role in our economy, it is evident 
that regulatory and professional organizations are key actors in shaping the environment 
in which auditors act (Eilifsen et al., 2014, p. 37, 42). Also, Niemi et al. (2012, p. 171) 
explain how a major influence of an institutional setting, a setting that decides the extent 
and nature of which audit is demanded, is regulation. A series of prominent high-profile 
financial accounting scandals that took place in the early 2000s have both created doubt 
in the investor about the integrity of financial reports and the role of the external auditor 
(Eilifsen et al., 2014, p. 3) and further made the regulation of auditors central in public 
debate (Eberle & Lauter, 2011, p. 436). Following these fraud scandals, e.g. Parmalat, 
Enron, Arthur Andersen and WorldCom a review and reconstruction of the regulatory 
systems and standards took place (Eilifsen et al., 2014, p. 27).  
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One consequence stemming from the reconstruction is the Sarbanes-Oxley Act (SOX) 
introduced in the US in 2002 and it required auditors of companies listed in the US to be 
overseen by an independent regulator, the Public Company Accounting Oversight Board 
(PCAOB) (Eberle & Lauter, 2011, p. 437). As for Europe, a counterpart to the American 
PCAOB was established in late 2005 called European Group of Auditors’ Oversight 
Bodies (EGAOB or nowadays CEAOB) and works as an advisory party to the European 
Commission (European Commission, 2008, p. 3 ; Eberle & Lauter, 2011, p. 449). 
 
Internationally, the International Federation of Accountants (IFAC) and the International 
Auditing and Assurance Standards Board (IAASB) exists to serve the public interest and 
increase the value of the accounting profession (IFAC, 2017a ; IFAC, 2017b). The 
IAASB works as an independent standard-setting body that intends to set high quality 
standards for accounting and assurance related services, and also to help merge the 
international and national standards (IFAC, 2017b). Moreover, today IFAC (2017b) state 
that the priority for the IAASB is to focus on the development, adoption and 
implementation of international standards regarding audit, quality control, review and 
other assurance related services. The generally accepted standard for the auditing 
profession to follow is the International Standards on Auditing (ISA), which is comprised 
of 36 ISAs (IFAC, 2017c). These bodies exist to enhance the quality and uniformity of 
the accounting profession from a global perspective (IFAC, 2017c). 
 
3.1.7 Audit Regulation in Europe, above all in the EU 
 
As for Europe, the spectacular fraud scandals and the following acceptance of the SOX 
put pressure on the European Commission to also revise the issue of independent 
supervision of the audit profession (Eberle & Lauter, 2011, p. 443). The SOX received 
heavy criticism in Europe, mostly for its intrusion on the right to regulate one's own 
business (Eberle & Lauter, 2011, p. 437). Still, as mentioned above the European 
Commission did introduce the today known CEAOB to work in somewhat similar 
manners as the american PCAOB. Its main objective being to strengthen the audit 
oversight and cooperation between national bodies on EU level and supervise the 
implementation of the newest EU legislation on statutory audit (European Commission, 
2017b). EU also strongly support the standards set by IAASB and motivate its 
endorsement to use these standards for statutory audits within its member states by the 
wish to improve and secure a minimum level of audit quality (Eilifsen & Willekens, 2008, 
p. 9). Their standard being the one the CEAOB oversees and guides the implementation 
of (European Commission, 2017b).  
 
The regulation to advise member nations when it comes to auditing are presented in the 
EU Fourth Company Law Directive (78/660/EEC) (Collis, 2010, p. 212). It is the 
directive's Article 51 that states that companies must have at least one auditor, authorized 
by national law, audit their annual accounts (Council of the European Union, 1978). The 
requirement in Article 51 further specifies that to have annual accounts audited are for all 
non-dormant limited firms, although there are size criteria included to use to exempt small 
firms from this requirement (Collis, 2010, p. 213).  
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The exemption rule is stated in the same article, Article 51, and refers to another article, 
Article 11, included in the directive where the exact criteria for how small a company 
must be, is stated. The criteria being: 
 
(i) Balance sheet total: 1 000 000 EUR, 
(ii) Net turnover: 2 000 000 EUR, 
(iii) Average number of employees during the financial year: 50. 
 
Of which a firm cannot exceed two out of three of the above stated criteria in order to be 
considered small enough to be excused from statutory audit (Council of the European 
Union, 1978), not to exceed the requirements for two consecutive years (Collis, 2010, p. 
213). 
 
One reason for audit exemption is that the cost of accounting and audit services are 
particularly burdensome for small and medium sized companies (European Commission, 
2007). This regulation is part of a larger scheme to lessen the administrative costs in order 
to give the European firms the opportunity to be more competitive and further stimulate 
the economy in Europe (Justitiedepartementet, 2008, p. 178).  
 
Every member state in the European Union can decide at which precise level to exempt 
small firms from a statutory audit requirement (Collis, 2010, p. 213) meaning that there 
are different thresholds amongst the countries in Europe decided at national level. Where 
some EU member states have set the firm size threshold for audit exemption at the 
maximum permitted by the directives whilst some have set it at a much lower lever (Niemi 
et al, 2012, p. 171). 
 
3.1.8 Audit Regulation in Sweden 
 
The general overall regulation concerning a company’s obligation to have an audit in 
Sweden is situated in the 2 § in law of auditing (Swe: revisionslagen, RevL). The 
paragraph connects to the companies considered in law of accounting (Swe: 
bokföringslagen, BFL), 1 § chapter 6, companies that are obligated to end their fiscal year 
with a financial statement. However, the RevL can be out ruled if other more specific 
laws include special rules regarding audit, an example of this being the law of limited 
companies (Swe: aktiebolagslagen, ABL). The statutory audit, provided by a qualified 
auditor, for all listed companies was introduced in 1983, although regulation over audits 
have been included in ABL since 1895, of course the meaning and work of auditors then 
was something different than what it is today (Thorell & Norberg, 2005, p. 15).  
 
Sweden has been a member of the EU since the start of 1995. As a member state there 
are regulations and directives that must be followed. Where the regulation of auditing is 
one area in which Sweden comply with the directives set by the European Commission. 
 
Regarding the difference in requirement thresholds Sweden has not set the threshold for 
audit exemption at the maximum permitted by the EU directives, instead Sweden has set 
at a much lower level. The criteria set in Sweden being: 
 
(i) Balance sheet total: 1 500 000 SEK, 
(ii) Net turnover: 3 000 000 SEK, 
(iii) Number of employees: 3. 
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Where you are not exempt from statutory audit if you exceed two of the three 
requirements (Glantz, 2017).  
 
3.2 Definition and Significance of Small Firms 
 
The firms granted exemption in accordance with above mentioned criteria for Swedish 
companies are the firms of interest for this study, but what is the definition of a small 
firm? Again the European Commission has set definitions to guide member states when 
it comes to categorizing firms into micro, small or medium sized entities. These 
definitions were enacted the 1st of January 2005 and are based on number of employees, 
net turnover and balance sheet total (European Commission, 2016). According to the 
European Commission (2016) a microenterprise is one that has fewer than 10 employees 
and a net turnover or balance sheet total that does not exceed EUR 2 million. 
 
Small and medium sized companies, commonly referred to as SMEs, corresponds to 90% 
of all companies in EU, furthermore they are the backbone to the EU’s economy and 
creates a majority of the jobs (European Commission, 2016). Which further proves the 
importance of the existence of these companies and the importance to stimulate and help 
them survive and be competitive. That, also is one of the reasons for the Commission's 
will to create fair definitions since EU provide different economical aids and support 
programs to these companies (European Commission, 2016). Where the audit exemption 
is one of the ways in which the Commission wants to aid these companies. 
 
As for Sweden, there exist approximately 1 million operating companies where almost 
all businesses are SMEs, to be precise 99,9% has less than 250 employees and defining it 
further 99,4% of the Swedish businesses has fewer than 50 employees which puts them 
in the category of micro and small enterprises (Holmström, 2017). Safe to say, is the 
conclusion that Swedish SMEs, like SMEs of the whole of EU, constitute the backbone 
of the Swedish economy. To simplify, below shows a figure over the categorization of 
firms according to their size, presented by Holmström (2017) who uses numbers from 
SCB, the Swedish state statistical database. 
 

 
Figure 4. Quota and number of enterprises per size category in Sweden year 2016 (Holmström, 2017). 
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3.3 Voluntary Audit in Small Firms 
 
The theoretical chapter has hitherto presented the underlying theories regarding auditing 
and tried to give an understanding over the factors that build the reason for why auditing 
exists. Since the purpose of this study is to investigate if a relationship exists between the 
characteristics of a small firm's manager and if they choose to have their financial 
statements audited it is important to understand where the concept of auditing is derived 
from. Furthermore, it is important to comprehend the setting small firms operates in when 
audit is concerned, why this chapter also includes paragraphs about the regulatory setting 
and over the composition of companies and their size in Sweden. 
 
For the remainder of this theoretical framework the focus will be on the characteristics 
of the manager to provide an understanding over the characteristics that will be studied 
in this thesis. Also, to present prior research that strengthens the arguments for the 
chosen determinants. 
 
3.4  Characteristics of the Manager 
 
One of Collis et al’s (2004, p. 96) conclusions is that the main users of statutory accounts 
are the directors and they are also the ones to pay for the audit and therefore their thoughts 
about the demand for audit are important. Furthermore, Collis (2010, p. 9) also mentions 
how the responsibility to draw conclusions from considering costs and benefits of 
auditing options lies upon the management. 
 
There is an interest that have sparked in the last decades regarding top managers of 
business organizations and one theory used to investigate relationships between 
characteristics of management and different organizational systems and outcomes is the 
upper echelons theory (Hiebl, 2014, p. 223). The idea of upper echelons is properly 
explained by Hambrick and Mason’s (1984) heading of their seminal paper on the upper 
echelons perspective which reads as “the organization is a reflection of its top managers”. 
Hiebl (2014, p. 224) further explains how the theory recognizes how the choices of 
individual top managers considerably influence the outcomes of the organization, choices 
that in turn are influenced by the characteristics of the manager. The observable 
characteristics included in the upper echelons perspective model are age, functional tracks 
and other career experiences, education, socioeconomic roots, financial position and 
group characteristics (Hambrick & Mason, 1984, p. 198). To connect to this thesis, age 
and experience will be included as characteristics for decision-making regarding strategic 
choices by managers in small firms. Where functional tracks are considered as experience 
received in some primary functional area of the organization (Hambrick & Mason, 1984, 
p. 199) and considered in this thesis, to part of one’s overall work experience. As for this 
study the variables are related to each other and this will be further established when 
discussing each characteristic. Also Richbell et al. (2006 , p. 499) point out how 
individual variables show a high degree of interdependence, even so, they find the 
individual variables useful as a conceptual framework when trying to explain business 
planning within small firms. A reasoning adopted in this study because we understand 
how characteristics are well connected to each other but at the same time considered 
beneficial to be considered individually. 
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Not ignoring that there might be concerns outside the scope of this thesis that most likely 
affect the choice to voluntarily audit a firm's financial statements this study will focus on 
the manager's gender, age and work experience when analyzing characteristics that might 
affect the choice. A further remark to be made is that research concerning determinants 
of choice to voluntary audit financial accounts are sparse and in order to enrich the 
knowledge of how variables of managers can have an effect, therefore, prior studies will 
be used analogously to support our thoughts. 
 
3.4.1 Gender of the Manager 
 
When it comes to discussions regarding gender in the corporate world, a study by Adams 
and Ferreira (2009, p. 291) highlights that female directors acquire a vital role concerning 
the information to the board as input and the results of the companies. Adams and Ferreira 
(2009, p. 295-296) analyze if gender on the board of directors has an effect on committee 
assignments, this because board committees carry out many monitoring-related tasks such 
as auditing and governance. Tasks that in many small firms are decided by the manager. 
A conclusion provided by Adams and Ferreira’s (2009, p. 307) study is that female 
directors do behave differently than men in the boardroom. Furthermore, the female 
directors have high ratio of attendance compared to male directors and the majority of the 
women directors are interested to be involved in monitoring committees. Therefore, it 
indicates that the directors on a gender-diverse board designates and assigns more 
exertions towards monitoring (Adams & Ferreira, 2009, p. 291). In Sweden, the 
companies that are not willing to appoint at least 25% of the board seats to female 
directors are in danger to cause gender diversity as legal stipulation (Medland, 2004, cited 
in (Adams & Ferreira, 2009, p. 292). However, the results of the study brings to mind that 
instructing the allocation of gender for directors may cause a decline in firm value (Adams 
& Ferreira, 2009, p. 291). 
 
According to Gul et al. (2011, p. 315) board gender diversity enhances and has positive 
effect on the quality of the board’s examinations and on the growth of its capabilities in 
terms of supplying a better supervision of the company’s disclosures and reports. On the 
other hand, it can have the opposite effect and lower the board’s productiveness because 
of the internal division it can cause (Gul et al., 2011, p. 315). However, much of the 
current literature (Stephenson, 2004; Clarke, 2005; Huse and Solberg, 2006; McInerney-
Lacombe et al., 2008, cited in Gul et al., 2011, p. 15) are in favor of board gender 
diversity, with the argument that a gender-diverse board is related with discussions of 
higher quality whilst considering challenging issues, while an all-male board frequently 
views such deliberations as unpleasant. Also, a study by Joy (2008, cited in Gul et al, 
2011, p. 315) further points positively towards a gender-diverse board because of its 
efficient communication, which might be found helpful when signaling useful 
information from the board to the investors and other interested users. 
 
A different study made by Clatworthy and Peel (2013, p. 2) contributes to existing 
research by examining the extent to which female directors reduce the prevalence of 
errors in a company’s accounting information. Their study presents new evidence that the 
board gender diversity of private companies is connected to significantly less accounting 
errors (Clatworthy & Peel, 2013, p. 23). However, Clatworthy and Peel (2013, p. 23) 
interestingly point out that even though they found gender balanced boards to appear more 
effective than boards with less female directors, a higher female quota than balanced does 
not increase the effectiveness significantly.  
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Even so, it appears that innate female characteristics plays a role since an all-female board 
are considerably less likely than an all-male board to file faulty accounts (Clatworthy & 
Peel, 2013, p. 23). 
 
The results of the studies conducted by Adams and Ferreira (2009), Gul et al. (2011) and 
Clatworthy and Peel (2013) imply that there are differences in the behavior and 
performance of men and women when it comes to tasks related to monitoring, supervision 
over disclosures and reports and accounting reliability. These conclusions point to a 
chance that decisions taken by managers could differ depending on the gender of the 
manager, decisions such as having the firm’s financial statements audited. Prior research 
has mostly focused on gender-diversity on the board of directors with the emphasis being 
on female directors. Also, Clatworthy and Peel (2013, p. 6) mention how empirical 
evidence is emerging in academic literature that female representations is positively 
connected with accounting quality. Whereas the purpose of this thesis is to see whether a 
relationship exists between the gender of the manager and the decision to audit the 
company’s accounts with emphasis if there is a difference and not on which gender does 
what. Although the results will lead to interesting recommendations for future studies that 
could focus on either female or male when it comes to managerial choices and tasks. 
 
The focus of literature on board of directors and how gender diversity affects them is 
attributable to the issues of this thesis because it denotes how difference in gender appears 
to influence the behavior of a decision-taking body in a corporate setting. Bodies not that 
unlike managers of small firms.  
 
3.4.2 The Age of the Manager 
 
From the upper echelon theory one characteristic of top managers influencing 
organizational outcomes or strategic choices is the age of the manager (Hambrick & 
Mason, 1984, p. 198). The study by Hiebl (2014, p. 234) is consistent with prior literature 
which find that younger and shorter-tenured CFOs are connected with higher use or more 
sophisticated usage of management accounting systems. Suggesting that there is a 
difference in regards to age when it comes to strategic choices in organizations. Further 
suggesting that there might be a difference in the choice made by a manager depending 
on his/her age to have their firm's financial statements audited. 
 
In the work of Richbell et al. (2006, p. 499) age is included in their analysis as an 
influencing variable towards small firms having a business plan, even though many prior 
studies have had difficulty identifying its effect on owner-manager behavior. Age as a 
variable is suggested to be strongly connected to experience and could be argued to turn 
out in both directions. Meaning that working as manager for a long time might increase 
the tendency to make future business plans as well as finding planning less of a priority 
once a couple of years has passed and the business is up and running (Richbell et al. 2006, 
p. 499). Furthermore, Clatworthy and Peel (2013, p. 23) also assess a director's age as a 
measure of general experience and finds it to be associated with accounting errors. A 
statement that intensifies the thought of age and experience being connected and similar 
as a characteristics measure.  
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To summarize knowledge of age as a characteristic is that prior literature either includes 
it in the manager's overall experience or has difficulty finding consistent results. The 
thoughts of studies presented here go both ways where at one point it is believed that 
younger managers use more innovative solutions and another that older managers should 
be more prone to make educated choices because of more years of experience. As said 
before, this thesis does not intend to answer whether having the financial statements 
audited is the best educated choice since there are aspects regarding the net benefit of an 
audit for a manager to consider which are not in the scope for this thesis. However, what 
can be said is that depending on the age of the manager the decision might be different. 
 
3.4.3 The Manager’s Work Experience 
 
A finding in Collis et al’s (2004, p. 96-97) study is that one of the main factors to predict 
a demand for a voluntary audit is the principal director’s education. This measured by the 
director having a first or postgraduate degree, professional qualifications or trained in 
business or management subjects related to the company's activities (Collis et al., 2004, 
p. 97). Having education, professional qualifications or training is something that 
accumulated can be included as a part of one’s overall experience. 
 
Another study aims to examine if financial expertise of the chief financial officer, CFO, 
can be associated with accounting errors which is measured by accounting restatements 
(Aier et al., 2005, p. 123). The findings conclude that a CFO with a financial background 
are less likely to issue restated accounting numbers (Aier et al., 2005, p. 133). Aier et al. 
(2005, p. 134) motivated their study by the idea that changes in the financial knowledge 
of CFO’s could be related to increase in the number of accounting restatements occurring 
and suggest that improvements in expertise could reduce the trend in accounting 
restatements. This suggesting that managers with financial background are believed to 
behave differently than managers without or with less financial expertise. 
 
A paper presented by Kalelkar and Khan (2016) investigates whether the financial 
expertise of the CEO has an effect on audit fees. The research stems from prior literature 
that shows how a CEO's functional background makes them handle issues in related 
functional areas more efficiently (Kalelkar & Khan, 2016, p. 325) and the foundation of 
the study is built upon the upper echelon theory (Hambrick & Mason, 1984). The analysis 
of Kalelkar and Khan (2016, p. 336) shows that auditors consider CEOs with a financial 
background to carry a lower risk, accordingly those firms pay lower audit fees. The results 
advocate that auditors consider the financial background to be related to higher quality of 
financial information and further to be an important determinant of audit fees (Kalelkar 
& Khan, 2016, p. 336). This further strengthens the suggestion that financial expertise 
has an impact on a manager's behavior. 
 
Clatworthy and Peel (2013) also investigated the financial expertise characteristic of 
directors and its relation towards accounting errors. Surprisingly, no significant influence 
between the measure of professional accounting expertise and accounting error rates was 
found (Clatworthy & Peel, 2013, p. 23). However, Clatworthy and Peel (2013, p. 23) did 
conclude that other measures of experience such as firm-specific boards experience and 
the aggregation of general experience are related to fewer accounting errors. 
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A different study by Richbell et al. (2006, p. 496) explores in what ways the 
characteristics of owner-managers of small manufacturing firms create a tendency to 
prepare a business plan. Their focus lies upon antecedent influences, such as education 
and prior experience, that have risen from the owner-manager’s background (Richbell et 
al., 2006, p. 497). They conclude that the characteristics of owner-managers that raise the 
tendency to create a business plan is having a higher level of education, prior work 
experience in medium to large sized companies and experience from running a business 
in sectors they have not worked within before (Richbell et al., 2006, p. 509). Suggesting 
that longer work experience can raise the tendency to make certain choices and thus 
indicating that depending on length of experience tendencies to make different choices 
can occur. Surprisingly, Richbell et al. (2006, p. 509-510) did not find evidence of a larger 
tendency to prepare a business plan when the owner-manager has previous specific 
management experience which is problematic to interpret. 
 
The findings of Hiebl (2014, p. 234) indicate that top managers with education and 
experience in business use management account systems to a larger extent and puts more 
focus on financial than non-financial controls. Moreover, in general managers with 
business-related backgrounds are related to management accounting and control systems 
that are more innovative and/or sophisticated (Hiebl, 2014, p. 238). 
 
The results of Clatworthy and Peel (2013, p. 23) who found no significant relation 
between specific accounting expertise and accounting errors is somewhat contradicting 
the findings of Aier et al. (2005), Kalelkar and Khan (2016), Richbell et al. (2006) and 
Hiebl (2014). Although, still not contradicting to a great extent since Clatworthy and Peel 
(2013, p. 23) still found that general experience has influence on accounting errors. 
However, finding a conflicting result only spurs our motivation for using experience as a 
characteristic to influence the manager’s choice to audit the firm’s financial statements 
since in that case perhaps our own results can help to further sort out whether a 
relationship exists or not. Furthermore, it is the accumulated general experience gathered 
by the manager that is of interest to us, since they will be managing a small sized firm 
where you might not have employees with specific accounting background. Presented by 
literature mentioned here is that many scholars consider the experience of employees with 
different managerial positions such as CEO, CFO, board of directors, owner-managers 
and top managers to be associated with different choices and organizational outcomes for 
firms. This we use as motivation for wanting to investigate what relationship exists 
between a manager's work experience and if they choose to have their financial 
information audited. 
 
3.4.4 Managerial Characteristics to bring into Empirical Analysis 
 
The antecedent influences that might guide the behavior of a manager that we will take 
forward into our empirical analysis are gender, age and work experience. After having 
reviewed prior research concerning each one of the characteristics it is clear that each one 
might influence a manager’s behavior when it comes to decision-making and 
organizational outcomes. Predictions as to how these variables will affect the decision to 
have financial accounts audited or not are inevitably problematic seeing as there are little 
to no prior literature found to draw direct conclusions from. However, seeing that there 
are extensive studies done in regards to characteristics of management and directors in 
other areas in organizations, it is our belief that those studies can support our choice of 
variables to study to give an answer to the purpose of this thesis. 
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3.5  Ethical & Social Considerations 
 
There are several aspects that are positive and beneficial from the society’s perspective 
when it comes to companies being audited, such as to detect crime, refrain from crime, 
detect and refrain faults in tax regulation and to more easily track inconsistencies and 
errors after a firm has gone bankrupt (Thorell & Norberg, 2005, p. 40). There is however 
no consensus if the social benefit is high enough to motivate mandatory audit for small 
and medium enterprises in Sweden, a question also asked but not answered by Thorell & 
Norberg (2005, pp. 40-41). Still from the society’s point of view there are clear 
contributions from having audits when it comes to detecting and prevent different crimes 
which even if not good enough as motivator for small firms, something good for the 
society. This also argued by the Swedish Economic Crime Authority (Lundin & 
Backeström, 2016, p. 3) who conclude that to opt out of audit is a risk factor for economic 
crime and they can see a clear increase in the number of companies acquired with the sole 
purpose of committing crime. 
 
As for the gender of the manager, prior studies have as mentioned put an emphasis on the 
positive effects female directors bring when there is a gender-diversity in the board of 
directors. In society, today there are numerous discussions regarding the female gender 
and its inclusion in the corporate environment. Boards around the world are under 
pressure to include female directors and the lack thereof has become an important public 
policy issue (Adams & Ferreira, 2009, p. 292). Discussion such as equal representation 
of both genders in board of directors, equal salaries and equal chances of advancement 
towards top positions in companies. A Swedish employer organization, Svenskt 
Näringsliv (2017), presents statistics over their member companies where the proportion 
of women in management positions has increased from 17% in year 1998 to 37% in year 
2014 of which 17% are CEO’s. Also, the Swedish national public television broadcaster, 
SVT, talks about equality in domestic news, for instance women in managerial positions 
are increasing although moving slowly in many of the Swedish limited companies 
(Svarfvar, 2016). Being a hot topic and important public policy issue can make 
discussions sensitive and people might have different opinions, something to take into 
consideration when performing a study. 
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4. Empirical Method 
Basically, this chapter will present the empirical method used and how it is connected to 
the circumstances of this study’s research purpose. Beginning with legitimizing the 
hypotheses that will be tested. Moving to a discussion over our sample and issues 
regarding the collection of data. Subsequently, models to be used will be presented and 
explained to ensure that testing is done accurately. 
 
4.1 Hypotheses 
 
This thesis aims to explore whether there is a relationship between certain characteristics 
of the manager of a small firm exempt from mandatory audit in Sweden and the choice 
to voluntary audit the company’s financial statements. In conformity with the research 
question being: “What is the relationship between characteristics of the manager of a 
small firm and the decision to have financial statements audited?” the study requires a 
set of hypotheses in order to find out what the relationship is.  
 
Based on our theoretical framework we can argue that the gender of the manager has an 
important effect concerning the decisions made in a firm. As indicated earlier in this 
study, the influential role of the female directors as an input to the board may result as 
payoffs in the firm’s operation (Adams & Ferreira, 2009, p. 291). To support this 
argument, is that female directors have well-structured behavior in terms of their 
attendance (Adams & Ferreira, 2009, p. 291). Furthermore, the next important point to be 
considered is that female managers are favoring their attention more towards monitoring 
activities taken by the firm (Adams & Ferreira, 2009, p. 291). Moreover, Gul et al. (2011, 
p. 315) proposes that gender diversity helps in strengthening the quality of the board’s 
analysis and handling towards management assertions in a good manner. Also, firms with 
higher ratio of women directors generally carry less accounting errors (Clatworthy and 
Peel 2013, p. 2).	These shown differences in behavior of male and female managers, 
enables us to formulate our first hypothesis for this study, by addressing and testing the 
relationship of the gender of the manager with the choice to voluntary audit their financial 
statements.  
 
H1a: Gender of the manager has a relationship with the choice of voluntary audit.  
H1(0): Gender of the manager has no relationship with choice for voluntary audit.  
 
Regarding the age of the manager, a study by Hiebl (2014, p. 234) states that a younger 
aged CFO uses to a higher degree more advanced types of management accounting 
systems regarding their business activities. While Richbell et al. (2006, p. 499) conclude 
that age could affect business choices both ways, which means that the age of the manager 
has a distinct connection with the general experience and makes managers enable in 
structuring the future business plans efficiently, on the other hand the more managers is 
experienced perceive the planning as less prime concern specifically when the business 
is established. Thus, indicating that prior literature has not come to a consensus regarding 
age as a variable for business choices. These arguments regarding the age characteristic 
of the managers makes the situation more interesting for our study to find out whether 
there is relationship of the age with the choice for voluntary audit.  
 
H2a: Age of the manager has a relationship with the choice of voluntary audit.  
H2(0): Age of the manager has no relationship with the choice of voluntary audit. 
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Considering that the manager’s education and professional training may respond as their 
work experience, as such, the study by Collis et al. (2004, p. 96-97) highlights education 
as one of the important aspect to motivate directors perceiving the financial statements 
audited positively. In addition, the chief financial officers’, CFO’s, with financial 
background acquire less accounting errors within their accounts when measured by 
number of accounting restatements (Aier et al., 2005, p. 123, 133). In support of this, 
auditors as well treat the accounting information as low risk if it is provided by managers 
who have financial expertise and will also be charged a lower audit fee by the auditor 
(Kalelkar & Khan, 2016, p. 336). This indicates, that auditors take into account that the 
quality of the financial information has affiliation with the financial background of the 
managers (Kalelkar & Khan, 2016, p. 336). We can summarize by saying the education 
and financial expertise have impact on a manager’s behavior. From this we derive our 
second hypothesis which aims to examine the relationship between the manager’s work 
experience and the choice to voluntary audit their financial statements. 
 
H3a: Work experience of the manager has a relationship with the choice of voluntary 
audit.  
H3(0): Work experience of the manager has no relationship with the choice of voluntary 
audit.  
 
A sample only covers limited or incomplete information about a whole population but at 
the same time builds the base for reaching a general conclusion (Gravetter & Wallnau, 
2002, p. 176). The sample data are usually representative although the possibility of it 
being misleading can never be fully excluded (Gravetter & Wallnau, 2002, p. 176). 
Gravetter and Wallnau (2002, pp 176-177) further mention how there are two types of 
errors to be made when testing hypotheses, Type I error being when a null hypothesis is 
rejected that is actually true or a Type II error being when a researcher fails to reject a 
null hypothesis that is actually true. Gravetter and Wallnau (2002, pp 178-179) explain 
that setting an alpha level is to minimize the risk for Type I error, therefore the levels tend 
to be very small probability values and an alpha level of .05 are considered a reasonable 
good value with relatively low risk without putting a to high demand on the research 
results. Why the alpha level, significance level, of the tests in this research are set to .05. 
 
4.2 Population & Sample 
 
To answer the set research question the sample needs to include Swedish firms that have 
the option to have their financial statements audited. Therefore, the population will 
consist of firms that are below the Swedish size requirements for mandatory audit. At this 
time, there are 322 8531 companies that are not required to have their financial statements 
audited and hence constitutes as our population. Under the best of circumstances each 
and every one of these firms would be examined with regard to our research question, 
however, this will not be possible due to cost and time constraints related to this study. 
Both reasons mentioned by Ghauri and Grønhaug (2010, p. 138) as to why researchers 
take samples instead of investigating all units; that the cost of including all units will 
usually be obstructive and take too long time.  
  

                                                
1 This number of firms retrieved 2017-04-06; this number can differ every day since new companies 
register, gets liguidated, inactive, files for bankruptcy or moves between the size limitations. 
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Furthermore, a number of firms included in the database are inactive or liquidated but not 
yet deleted as a registered company and have for the purpose of this study been removed 
from the sample to be studied. Additional criteria added to limit the sample are the firm’s 
date of registration and its turnover. 
 
The time of registration of a company is set to the year of 2013, hence the companies 
included in the sample are registered between 2013-01-01 and 2013-12-31. The 
abolishment of mandatory audits was executed at November 10th, 2010. Therefore, the 
criteria of a company being registered at a time after that is motivated by the argument 
that a firm registered with the mandatory requirement to audit their financial statements 
might have a biased view of audits when it gets voluntary or may either choose to audit 
their accounts or not, out of convenience. The further confinement to the year of 2013 is 
chosen by the fact that the regulation has then been in place for over two years and the 
manager can be believed to have knowledge of the choice. Furthermore, a report by 
Swedish Economic Crime Authority (2016, p. 7) mention how it is established that the 
proportion of companies not with an auditor has significantly increased for those 
registered after the legislation took place if compared to companies registered prior. 
Presuming that the law is here to stay it is of greater interest to know how companies act 
from set legislation date onwards than those registered before. As for the reason, not to 
take a year closer to today’s date is motivated with the fact that to consider having 
statements audited might not be priority for newly started companies. By having 
registered during 2013 the company has been up and running for about three years and 
could be considered to have a more thought through decision. Of course, not ignoring the 
fact that there might be managers who has not even contemplated the idea of having their 
accounts audited, that by itself could be considered as a decision. 
 
As for the turnover criteria, companies with a turnover of 1 million SEK and above are 
included in our sample. The limit set to exclude companies with a low turnover because 
of prior arguments that the cost of an audit does not even out the perceived benefits of it. 
This argument would be more true, the lower the turnover of the firm. Although, one 
could argue that low turnover might constitute a lower audit fee as well.  
 

 
Figure 5. A deduction of the amount of firms included in the final sample to be studied. 
 
From above figure the number of firms to be included in our sample is 9392, of which 
1604 firms have their financial statements audited and 7788 do not. 
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4.3 Data Collection & Issues 
 
The process of data collection started with retrieving information necessary about the firm 
and information about the characteristics of the manager. Continuing with coding the 
information by hand in the software excel in order to prepare it to be compatible with the 
statistical software later used, SPSS. In which our hypotheses will be tested so as to find 
out what relationship exist between the manager and the decision to have their accounts 
audited or not. 
 
4.3.1 Source of Information 
 
The information used is available through the Retriever database, a database that in turn 
is a tool accessible through the library of Umeå University. The Retriever database 
provides business information and is connected to government registers where every firm 
in Sweden must provide certain information when starting its business and is further 
updated with information throughout the business year. As the information is collected 
from governmental records it is considered to be reliable as well as Retriever to be a 
trustworthy source. The database is also widely used, not only by researchers but also by 
banks, assurance firms, financial businesses and other firms in need of business 
information which further reinforces our use of it. 
 
4.3.2 Measure of Characteristics 
 
From Retriever, characteristics of the person notified as top executive of the firm are 
collected, this being the current top executive at the time the data was collected and not 
the time of registration of the company. The position as top executive can be CEO, 
external CEO, vice president, manager, chairman of the board or member of the board. 
The reason to why every person does not have the same title depends fully on how each 
company is structured. Seeing as the companies in our population is considered as small 
where it is not necessary for each firm to have people occupying each position that a large 
firm would naturally have. Also, for many of the firms included in our sample the person 
registered as the top executive commonly hold more than one position. This also natural 
in smaller firms where the number of employees tend to be low, in many firms one or 
two, and where it is common that the manager and owner are the same person.  
 
As for the collection of age and gender it is straightforward since the database clearly 
announce the top executive as male or female and the age is stated as date of birth. Also 
straightforward is the fact that if a firm has an auditor or not and the amount of turnover 
a company has had. As for work experience, it is measured by the number of other 
operative assignments held by the manager. Which can include every position in a 
company, such as CEO, management, chairman or member of board of directors. 
 
An issue encountered when collecting top executives work experience is that managers 
in companies in the real estate and audit industry have an extremely high number of other 
operative assignments. This due to the top executive being an auditor and the database 
then includes all the firms in which they operate as an auditor as the assignments are in 
their line of work and when it comes to real estate the top executive has started a firm for 
each property which also gives them a deceptively high number of other work 
assignments. The number of firms this issue regards is three real estate firms and nine 
auditing firms. The work experience value of these companies may give an incorrect or 
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misleading picture of the sample and are therefore removed from the dataset. Also, 
because of their work experience being their actual work tasks and does not measure what 
we intend to measure with this variable if seems fitting to remove them fully. However, 
it being twelve companies the total sample is not much affected in regards to size. These 
companies are included in the line “Numbers of firms removed” in figure 5 above over 
the derivation to our final sample. 
 
4.3.3 Issues with Data Collection & Data Preparation 
 
Handling these amount of data, it is unavoidable to encounter certain issues. However, it 
is how you choose to deal with them that decide how it will affect the outcome or quality 
of the work itself. As for this thesis, we will below discuss issues we have faced.  
 
Firstly, the exact number of firms mentioned in this thesis are decided at one specific date 
of collection. It might slightly differ because companies register after that date, being 
inactive, are filing for bankruptcy or being liquidated at any day or time after our 
collection date. The date for retrieving data used for this research is April 6, 2017 and the 
data is presented in a spreadsheet at a google drive website 2where you can examine both 
the raw data file as it was collected from the Retriever database as well as prepared data 
files as they are after we have arranged and coded it in a manner compatible with our 
study. 
 
Secondly, when it comes to the coding of raw data it is associated with some uncertainty. 
Which stems from the fact that it is partly done by hand that makes it liable to the 
phenomena of human errors, such as typing errors that will affect the results of the study. 
Djurfeldt et al. (2010, p. 109) mention how it is necessary with some kind of manual 
control in order to assure that the data is free of input errors. It would be impossible to 
here guarantee that our data is free from errors although what we can do is to take 
precautions and as Djurfeldt et al. suggested to include manual controls. One control we 
have done is to individually code the same section as to control and ensure the process is 
done in the same way and that we reach the same outcome. This control is presented by 
Ghauri and Grønhaug (2010, p. 152) who also acknowledge how the degree of agreement 
between the coders is a measure of the coding’s reliability. In our control, we agree to a 
full extent which as a measure presumes our data to be reliable. Furthermore, we have 
prepared the data meticulously and throughout the process double checked both the 
company’s name and manager, all precautions taken in order to prevent mistakes from 
happening. There are also tools utilized included in the statistical software, SPSS, that 
helps clean the data, by using frequency tables it allows us to check if there are values 
outside the allowable range (Argyrous, 2011, p. 51). Argyrous (2010, p. 50) describe 
clean data as data free from invalid or nonsensical values for example someone with an 
age of 234 years, which clearly is a mistake. 
  

                                                
2 Accessible link to a spreadsheet with raw and prepared data used for this thesis: 
https://docs.google.com/spreadsheets/d/10GzxEG76ZFkFXx6LqYyHveTmGj3H7_wUKvSTmbgb1Pg/ed
it?usp=sharing  
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4.4 Variables & Statistical Models 
 
Different variables have different statistical characteristics and thus answers to different 
statistical measures, tools and techniques (Djurfeldt et al., 2010, p. 41). In order to decide 
appropriate techniques, we start with establishing the features of each variable and 
continue with describing suitable models to use in order to find out if a relationship exists 
related to our research question. 
 
Table 1. Overview over the interpretation of the variables characteristics. 

Variable The variables relation Measurement scale Variable type 

Audit Dependent Dichotomous Categorical 

Gender Independent Dichotomous Categorical 

Age Independent Scale Continuous 

Work experience Independent Scale Continuous 

 
Djurfeldt et al. (2010, p. 26) explains how there is an empirical causal concept that claim 
that one event always tends to be followed by another event, the prior event being the 
cause to the latter event, the effect. This thought, however, tends to be considerably more 
complex (Djurfeldt et al., 2010, p. 26). To find whether a manager's characteristics can 
be seen as the cause of the effect of them choosing to have their financial statement 
audited a test needs to be executed. Below follows an explanation over the statistical 
techniques utilized in this research, techniques known as chi-square statistics and logistic 
regression model. 
 
4.4.1 Chi-Square Statistics 
 
In cases where you want to explore the relationship between two categorical variables, a 
chi-square test for independence is suitable (Pallant, 2010, p. 217). Gravetter and Wallnau 
(2016, p. 588) further mention how the technique is intended to evaluate the relationship 
between two variables. The chi-square test is categorized as a nonparametric technique 
(Pallant, 2010, p. 213). These techniques are used as substitutes when parametric ones 
are not suitable, this is the case when the data consists of nominal measurements that 
makes it not possible to calculate standard descriptive statistics such as means and 
standard deviation (Gravetter & Wallnau, 2016, p. 588). In this research, nominal 
measurements are those of the gender and audit variable which are categorical and 
suitable to examine by a chi-square test. Which is why this test being appropriate when 
exploring the relationship between gender of the manager and the choice to audit their 
financial statements. A Chi-square test can be included in what is known as an inference 
test. As for all inference tests, the starting point is to take up the null and alternative 
hypothesis (Argyrous, 2011, p. 438) which has been formulated earlier in this chapter. 
 

Argyrous (2011, p. 439) explains how the chi-square statistic is calculated from looking 
at the difference between the observed frequencies and the expected ones in each cell of 
a bivariate table. The formula for a chi-square calculation, where f0 is observed cell 
frequencies and fe is expected ones, looks like this: 
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Figure 6. Chi-square formula as presented by Argyrous (2011, p. 440). 
 
There are conditions to fulfill mentioned by Gravetter and Wallnau (2016, p. 586) in order 
to use the chi-square tests, as for any statistical test violating such conditions calls for 
doubtful results. For the chi-square test these assumptions are independent observations 
and random samples, also, specifically for a chi-square test for independence an 
additional assumption is one called lowest expected frequency (Pallant, 2010, pp 214-219 
; Gravetter & Wallnau, 2016, p. 586). Where the assumption of independent observations 
means that the subjects are only counted one time and data from one subject cannot 
influence data from another subject (Pallant, 2010, p. 214). The sample should also be 
random, meaning that each subject of the sample should have equal probability of being 
selected. Furthermore, the sample size has an impact, because the power of any statistical 
test increases with a larger sample size (Argyrous, 2011, p. 508). As for the specific 
assumptions, the rule is that the lowest expected frequency in any cell should be five or 
more, this because the statistics can be distorted when the expected frequency is very 
small (Gravetter & Wallnau, 2016, p. 586). 
 
In our sample, every observation is only counted once and individually which makes are 
data meet the first assumption. For the second assumption regarding random sampling 
our data includes every observation available under our limitations which would classify 
the assumption as being met. Also, the lowest expected frequency is above five in all 
cells, a fact that will be shown by figures provided in the empirical chapter, this fulfills 
the last assumptions for performing a chi-square test. Furthermore, with all assumptions 
being met it promotes and strengthens the choice of method. Consequently, this test will 
be performed to investigate our first hypothesis regarding gender and how it affects the 
choice of the manager to audit their financial statements. Due to the variables, both being 
of a categorical character a chi-square test is, as discussed above, suitable to help examine 
our research question. 
 
4.4.2 Logistic Regression 
 
Peng et al. (2002, p. 11) demonstrate that when the outcome variable is of dichotomous 
nature a powerful technique to use is a logistic regression, a technique that has been 
gaining popularity during the last decade. A logistic regression lets you test a model to 
foresee categorical outcomes of the dependent variable where the predictor, the 
independent variable, can be either categorical or continuous, or mix of both (Pallant, 
2010, p. 168). Furthermore, Pallant (2010, p. 171) mentions how the model lets you assess 
how well the set of predictor variables can explain the categorical dependent variable.  
 
Research questions with a dichotomous answer, like yes or no, was traditionally examined 
with an ordinary least squares, OSL, regression or with a linear discriminant function 
analysis. These models was found not ideal for dichotomous outcomes because of their 
strict underlying statistical assumptions (Cabrera, 1994 ; Cleary & Angel, 1984 ; Cox & 
Snell, 1989 ; Efron, 1975 ; Lei & Koehly, 2000 ; Press & Wilson, 1978 ; Tabachnick & 
Fidell, 2001, p. 521, as cited in Peng et al., 2002, p. 3). Instead, Peng et al. (2002, p. 4) 
mentions how a logistic regression generally is a well suited technique for testing 
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hypotheses about relationships between a categorical dependent variable and one or more 
categorical or continuous independent variables.  
 
The natural logarithm of an odds ratio is the main mathematical concept to underlie a 
logistic regression (Peng et al., 2002, p. 3). The logistic model, primarily predicts the logit 
of Y from X, where the odds are ratios of probabilities of Y happening to probabilities of 
Y not happening (Peng et al., 2002, p. 4).  
 

 
Figure 7. The form of a simple logistic model as presented by Peng et al. (2002, p. 4). 
 
The assumptions to consider for a logistic regression include sample size, 
multicollinearity and outliers (Pallant, 2010, p. 169). As said about sample size for 
conducting a chi-square test, the same goes for logistic regression, where you need to 
consider both size and nature of the sample because a small sample with a large number 
of predictors can cause problems with the analysis (Pallant, 2010, p. 169). For the second 
assumption, Pallant (2010, p. 151) states that multicollinearity does not contribute to a 
good regression model. Because a regression model assumes that each independent 
variable is independent of each other which means that there is no multicollinearity 
(Argyrous, 2011, p. 271), this can be examined by for example performing a collinearity 
diagnostics (Pallant, 2010, p. 169). About the third assumption, it is important to check 
for outliers or cases that are not well explained since they can be predicted to be included 
in one category when in reality be classified as another (Pallant, 2010, p. 169). All 
assumptions should be considered to make sure the model is reliable and as correct as 
possible. Which leads the discussion to how our sample fulfills these conditions, first, our 
sample consists of 9392 observations which constitutes as a large sample when comparing 
to Tennent (2013, as cited in Saunders et al., 2016, p. 280) who suggests a minimum of 
30 statistical analyses as a rule for smallest sample and DeVaus (2014, as cited in 
Saunders et al., 2016, p. 280) mention how market research commonly aim for a sample 
size of approximately 2000. Secondly, no multicollinearity is found between the 
independent variables in the logistic regression model, which will be shown in a statistic 
figure in the empirical chapter. The third assumption regarding outliers, observations 
regarded as such has as discussed earlier been removed for other reasons but also to make 
the outcome from this model more reliable. Here all assumptions are considered as being 
met which contributes to a better and more dependable model. 
 
For this research, a logistic regression model will be to explore the relationship between 
the categorical dependent variable, the choice to audit one's financial statements and the 
continuous independent variable, age of the top executive. It will in the same way also be 
used to investigate the relationship among the audit choice with the top executives’ work 
experience. Also, a logistic regression model including all characteristics studied in this 
thesis will be conducted to see what can be said about the relationship between all 
characteristics of a manager together and whether they choose to have their accounts 
audited or not. 
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4.5 Ethical & Social Considerations 
 
When looking at quantitative data in its raw form it communicates very little meaning 
why it is necessary to process the data and turn it into information that does convey 
meaning (Saunders et al., 2016, p. 496). During these processes, we have intended to be 
as clear and transparent as possible to convey a high-quality study. The data collected in 
a quantitative study as ours makes up a big part of the research and thus, the handling of 
it becomes a key issue for quantitative researchers. 
 
As mentioned earlier some companies have been removed from the sample due to reasons 
already explained. However, no deletion or changes has been made without us explaining 
why and having argued for it. It has been removed either because the meaning of the 
variable is distorted in context to the other variables of the same sort or they are regarded 
as outliers. Thus, all data deleted, have been so entirely because of the reason to guarantee 
it to fit better in regards to statistical assumptions related to the tests performed. 
 
By providing the spreadsheet used containing both the raw dataset as it was retrieved 
from the database, by showing the coded version and the codebook developed, it adds to 
the transparency of this study, as well as the possibility for others to replicate our study 
not only by following our method but also with the exact same numbers. Bryman and 
Bell (2011, p. 139) raises the issue security and confidentiality when storing digital data 
that could contain personal information. This issue contradicts the transparency, however, 
since the data is regarded as public information we believe our allowance of access to the 
information will not harm or extradite any personal information not already available 
through public channels. Bryman and Bell (2011, p. 139) also note the fact that 
researchers are urged to make their data available so that a maximum possible benefit can 
be attained from it. All efforts mentioned above strengthens the quality of our study and 
provides proof of our behavior as researchers are in line with behavior that is regarded as 
ethically and socially correct. 
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5. Results 
This chapter entails the results given from our tests, starting with the descriptive nature 
of our dataset, continuing with presenting the findings of each test of the relationship 
between the individual characteristics and audit. Including results with brief 
interpretations from the chi-square test and the regression models which all seek to 
answer our stated research question. 
 
5.1 Descriptive Statistics 
 
To ease the process of understanding the results we will start with presenting descriptive 
statistics over our sample. Starting with the frequencies of audit and gender then 
continuing with descriptive statistics over age and work experience including measures 
of mean, standard deviation, minimum, maximum, kurtosis and skewness. Whereas the 
variable gender is labeled “sex” in the figures extracted from SPSS and work experience 
shortened to “work exp”. 
 

 
Figure 8. Frequency table over choice to audit the financial statements created with SPSS. 
 

 
Figure 9. Frequency table over gender created with SPSS. 
 
From figure 8 we see what the distribution of top executives choosing to audit their 
financial statements look like, with 17,1 % that does choose to audit their accounts and 
with 82,9 % that does not. Similarly, the gender of the top executives included in the 
sample consists of 79,5 % males and 20,5 % females. 
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As for the variables age and work experience, figure 10 presents a summary over the 
variables characteristics. Starting with age, the youngest top executive is 20 years old and 
the oldest 97 years old where the mean age is 46,48 years old. The skewness and kurtosis 
are 0,257 and -0,334 respectively which is regarded as normal for studies in social 
sciences. Pallant (2010, p. 57) refers to a perfectly normal distribution when there is a 
skewness and kurtosis value of 0, which is rather unusual for social sciences.  
 
For the work experience variable, the minimum amount of work assignments for an 
observation is 1 and the top executive with the highest amount of assignments is 185. 
Moreover, the mean is 3,32 assignments which goes in line with the high value of 
skewness, 12,478 and kurtosis, 212,843. Meaning that there is a positive skewness and 
kurtosis, which further mean that the observations are clustered at low values and that the 
distribution is rather peaked. In this sample the most observations lie clustered below a 
value of 10. To facilitate the understanding of skewness and kurtosis graphs are presented 
below. 
 

 
  

Figure 10. Descriptive table over age and work experience created with SPSS. 

Figure 11. Histograms with polygon lines over the frequency distribution of samples regarding their work 
experience and age created with SPSS. 
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The line over the histograms, the polygon, is of a shape with a long tail to the right which 
is also explaining that the distribution over work experience is positively skewed. As for 
the histogram over age it shows that the data distribution is symmetrically distributed, 
which according to Saunders et al. (2016, p. 518) is known as normal distribution. 
However, when having a large sample of more than 200 cases the risk that skewness and 
kurtosis will affect the correctness of any analysis is substantially reduced (Tabachnick 
& Fidell, 2007, as cited in Pallant, 2010, p. 57). To further evaluate skewness and kurtosis 
values are not available when having a large sample because of the samples sensitivity 
(Pallant, 2010, p. 57) why it is recommended to instead examine the shape of the 
distribution with for example a histogram (Tabachnick & Fidell, 2007, as cited in Pallant, 
2010, p. 57). In our histograms in figure 11 and considering the facts laid out here we are 
pleased with the outcome of the variables kurtosis and skewness and believe that their 
values will not make a substantial difference in our analysis. 
 

The scatterplot in figure 12 presents a view over how the independent variables relates to 
one another and a scatterplot is a good way to show where the largest proportions of a 
sample exist. It is another way of presenting a descriptive overview over the variables, 
gender, age and work experience. Where age is presented on the x-axis and the work 
experience on the y-axis and the gender is shown by a color scheme. From figure 12 we 
can see how the majority observations have low work experience and the age of the top 
executives moves from 20 years to 75 before starting to thin out. One can also clearly 
spot where outliers within our sample lie and reflect whether these needs to be further 
considered. The outliers presented in figure 12 has, as been discussed above and will be 
further discussed in the analysis been included in the chapter because it does not impact 
the outcome in an unwanted way.  
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Figure 12. Scatterplot between the independent variabels created with our data in Excel. 
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From figure 13 about correlations we are interested in knowing what the correlation is 
among are independent variables in order to decide whether a multicollinearity exists or 
not. Pallant (2010, p. 151, 158) mentions that you probably do not want a correlation 
between two independent variables above 0.7, since a high correlation between two 
independent variables indicate that multicollinearity exists. Looking at the Pearson 
Correlation in figure 12 we find that; sex and age correlate to 0,020, sex and work 
experience correlate to 0,063 and age and work experience to 0,059. These values indicate 
that our independent variables do not correlate to a degree that indicates multicollinearity. 
Having no multicollinearity is one of the assumptions for using a logistic regression and 
hereby we conclude that these variables can be used in such a model. However, it would 
have been preferable to see a relationship between the dependent and independent 
variables, Pallant (2010, p. 158) suggests a correlation above 0.3. Seeing from figure 13, 
sex and age have a very small relationship to the choice of audit, also work experience is 
rather low at 0,17 which is not preferable although the model will still be useful for the 
intentions of our research. 
 

 
Figure 14. Coefficients figure over all variables created with SPSS. 
 
Collinearity diagnostics shows if any problems exist with multicollinearity that does not 
show in a correlation matrix, to indicate multicollinearity the values of Tolerance and VIF 
should be below 0,10 and above 10 respectively (Pallant, 2010, p. 158). In figure 14 we 
look at the Tolerance and VIF results for our variables which show that sex, age and work 
experience all have a Tolerance value above 0.10 and a VIF below 10, from which we 
establish that no collinearity exists. This further tells us how the assumption of 
multicollinearity in a logistic regression model is not violated. 
 

Figure 13. Correlations between variables included in statistical tests created with SPSS. 
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5.2 Is there a Relationship between Gender and Audit? 
 
The test performed to see whether a relationship between gender and choice to audit the 
financial statements exists is the chi-square for independence test. This subchapter will 
present the results from that test and clarify that the assumptions of it have been met. 
 

 
Figure 15. Crosstabulation over the variables gender and choice to audit created with SPSS. 
 
Firstly, we jump down to figure 17 and its footnote a that tells us if the minimum expected 
cell frequency assumption has been violated. The minimum expected count is here 328,93 
and zero cells have a count less than 5 which means that the assumption is not violated 
and the test should be considered useful and further assessment of the statistics can be 
used. 
 
Second, we examine figure 15 to see percentages and proportions of females and males 
who chooses to have their accounts audited. It is 17,9 % of the males in our sample that 
chooses to audit and 13,9 % of the females. 
 

 
Figure 16. Effect size statistics; symmetric measures for chi-square test created with SPSS. 
 
The symmetric measure figure produced in SPSS when performing a chi-square test for 
independence show a phi coefficient of 0,043 indicating that the association between the 
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variables are considered as small. The phi coefficient value is the one most commonly 
used for 2 by 2 tables, such as ours, and if the value is close to 1 it suggests a stronger 
association between the two variables (Pallant, 2010, p. 220). Where Cohen’s criteria 
(1988, as cited in Pallant, 2010, p. 220) states that 0.10 is small effect, 0.30 for medium 
effect and 0.50 for large effect. The tests here suggest that there is an effect however, it 
is considered small. 
 

 
Figure 17. Chi-square statistics over the variables gender and choice to audit created with SPSS. 
 
The main value of interest for a 2 by 2 table as ours is the one shown in figure 17 on the 
second row as the continuity correction value, which here is a value of 17,404 with an 
associated significance level of 0,000 presented in the column labelled Asymp. Sig (2-
sided). In the empirical method, we discussed and established an alpha level, also known 
as significance value, of 0,05. Hence, the chi-square value achieved is considered 
significant. 
 
To summarize, a chi-square test for independence, with Yates continuity correction, show 
that the proportion of males who chooses to audit their accounts are different from the 
proportion of females who chooses to audit their accounts. It appears to be an association 
between audit choice and gender of the top executive, our results showing: x2 (1, n=9392) 
= 17.4, p = 0.0, phi = 0.04.  
 
5.3  Is there a Relationship between Age and Audit? 
 
The tests done in order to explore the relationship between a top executive’s age and if 
they choose to have their financial statements audited. Starting with the results from tests 
performed in order to assess the statistical techniques goodness of fit. 
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Figure 18. Tests over how well the logistic regression model works with age and choice to audit variables 
created with SPSS. 
 
The tests in figure 18 are performed to give directions on how well the actual test 
performs, the tests under model summary give a hint on the tests goodness of fit where 
the lower the value of the -2 Log likelihood the better, the Cox & Snell R square and the 
Nagelkerke R square are values that range from 0 to 1, where a higher value suggest that 
the independent variable can better predict the dependent variable. Given those 
instructions we can tell from our numbers in our model summary that our -2 Log 
likelihood value of 8586,450 is rather high, the Cox & Snell R square and Nagelkerke R 
Square are both at 0 suggesting that the independent variable, age, does not well predict 
the dependent variable, choice to audit. Also, the Omnibus Tests is used as an overall 
indicator for the model’s goodness of fit, here you want a highly significant value where 
the Sig. value should be less than 0.05 (Pallant, 2010, p. 175). From figure 18 we can see 
that our Sig. value in our Omnibus Test is 0,642, which is far above our significance level 
of 0,05 which further suggests that the goodness of fit is not preferable. The third test 
known as Hosmer and Lemeshow, a test that SPSS state is the most reliable when it comes 
to goodness of fit, indicates a good model when the Sig. value is above 0,05 (Pallant, 
2010, p. 176). The Hosmer and Lemeshow value of 0,820 in figure 18 is above our 
significance level which indicate that it supports the model, indicating that the model will 
show trustworthy results.  
 
Taking all tests of the model’s goodness of fit into consideration, we conclude that since 
the most reliable test the Hosmer and Lemeshow supports the model the results is of 
importance however, we keep in mind that the other tests showed no support over the 
goodness of fit. 
 

 
Figure 19. Variables in the equation about importance of the variable age created with SPSS. 
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From figure 19 we can read out that the positive B value of 0,001 indicates that the 
independent variable, age, has a positive effect on the dependent variable, choice to audit. 
However, the Sig. value indicates the significance of the value, here the sig. is 0,642 
which is way above our alpha level of 0,05 and therefore imply that the B value is not 
significant. 
 
To summarize, a logistic regression was performed to find whether age as an independent 
variable can predict if the manager chooses to audit their financial statements as the 
dependent variable. The goodness of fit of the model as a whole shows conflicting results 
however, the most reliable tests shows significance why we believe the results to be 
reliable. The results showing that age has a positive effect although the value is not 
statistically significant. 
 
5.4  Is there a Relationship between Work Experience and Audit? 
 
The tests done to explore the relationship between a top executive’s work experience and 
if they choose to have their financial statements audited. Starting with the results from 
tests performed in order to assess the statistical techniques goodness of fit. 
 

 
Figure 20. Tests over how well the logistic regression model works with work experience and choice to 
audit variables created with SPSS. 
 
In figure 20 the three goodness of fit tests are presented and here we can see that the 
Omnibus Test Sig. value of 0,00 is below our alpha level of 0,05 which indicates that the 
test is reliable. However, the Hosmer and Lemeshow Test which we have mentioned to 
be the most reliable test is at 0,00 below our significance level which indicates that the 
goodness of fit for our model is not good. Furthermore, the - 2 Log likelihood is very 
high, the Cox & Snell R square and Nagelkerke R Square values of 0,024 and 0,039 are 
close to zero which indicates that the independent variable, work experience does not well 
predict the dependent variable, choice to audit. Taking all three tests into account we 
conclude that there are conflicting results regarding the goodness of fit for this model, 
mostly indicating that the results are not reliable. 
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Figure 21. Variables in the equation about importance of the variable work experience created with SPSS. 
 
From figure 21 we can read out that the B value of 0,062 indicates that the independent 
variable, work experience, has a positive effect on the dependent variable, choice to audit. 
This value is also connected with a Sig. value of 0,000, which is below our chosen alpha 
level of 0,05, that tells us that there is a significance. A value being significant lets us be 
somewhat certain that the effect is not caused by random in the dataset we are testing. 
The positive B value indicate that an increase in the independent variable score will result 
in an increased probability of the case recording a score of 1 (Pallant, 2010, p. 177), being 
coded as a yes to choose to audit. The Exp (B) value in figure 20 is 1,064 which are the 
odds ratio for work experience, which is above 1. This indicates that the more work 
experience a manager has the more likely they are to choose to audit their accounts. For 
every extra work experience the odds of them having an audit increase by a factor of 
1.062, all other factors being equal. However, as the confidence interval containing the 
value of 1, see the Exp (B) and lower and upper bounds under 95 % C.I. for Exp (B) 
giving the range of the odds ratio, we cannot rule out the possibility of equal probability 
of choosing yes or no to having an audit on your financial statements. Meaning that the 
odds ratio is not statistically significant.  
 
To summarize, a logistic regression was performed to find whether work experience as 
an independent variable can predict if a manager chooses to audit their financial 
statements as a dependent variable. The goodness of fit tests performed for this tests 
shows conflicting results where the most reliable tests according to the software SPSS 
said that the model should show a trustworthy result. The results of the model present that 
there is a statistically significance towards work experience having a positive effect on 
the choice to audit, however the probability given by the odds ratio indicates equal 
probability of the manager choosing to audit or not audit their accounts.  
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5.5  Is there a Relationship between Characteristics and Audit? 
 
The tests done in order to explore the relationship between all previously tested 
characteristics of the top executive in a firm and whether they choose to have their 
financial statements audited. A logistic regression was performed to assess whether the 
impact of the managers characteristics on the likelihood that the manager would choose 
to audit their accounts. The model here contains 3 independent variables; gender, age and 
work experience. Again, starting with how the goodness of fit of this now extended model 
with a multitude of variables stands up the statistical norms. 
 

 
Figure 22. Tests over how well the logistic regression model works with work experience and choice to 
audit variables created with SPSS. 
 
The results from the goodness of fit tests performed for the logistic regression over all 
variables included in this thesis are presented in figure 22. The Omnibus Test Sig. value 
of 0,00 is below our chosen significance level of 0,05 which suggests support for our 
model. However, the Hosmer and Lemeshow Test also shows a Sig. value of 0,00 which 
as mentioned earlier is not preferable for this test since it suggests that the fit of the model 
is not good. Furthermore, the -2 Log likelihood is rather high, the Cox & Snell R Square 
and Nagelkerke R Square also close to 0, which means that the independent variables 
prediction of the dependent variable is weak. As with the other tests, the results to show 
the goodness of fit for our model are conflicting and the majority of the tests, including 
the most reliable one, the Hosmer and Lemeshow indicate that results are questionable 
when considering its trustworthiness. 
 

 
Figure 23. Variables in the equation about importance of the variable work experience created with SPSS. 
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Figure 23 shows the variables in the equation’s B values and corresponding Sig. values, 
for this regression including all variables the gender and work experience variable both 
show a sig. value below 0.05 indicating that their B values are significant, since it is below 
our chosen alpha level. The B value of -0,225 indicates that the independent variable, 
gender, has a negative effect on the dependent variable, choice to audit. The other B value 
of -0,061 indicates that the independent variable, work experience, also has a negative 
effect on the dependent variable, choice to audit. Thus, showing conflicting results from 
when the logistic regression was made with only the work experience as a predictor 
variable. Which further emphasize the conflicting results of the goodness of fit might be 
telling us how the results are not that reliable. 
 
Whereas the age variables B value is connected to a sig. value of above 0,05, more 
precisely a significance of 0,452 which lets us know that there is no significance when 
applying it with our determined alpha level. Remember that the same indications were 
given when individually testing the age variable in a logistic regression. 
 
From this model, we can review the confidence interval regarding the variables showing 
a statistical significance. As for the work experience variable, we have already expressed 
the results regarding the odds ratio connected to it and in during the test presented in this 
subchapter we can see in figure 23 that the 95 % C.I. for Exp(B) are ranging from 0,932 
and 0,951 which are a bit lower than when the model only included work experience. As 
for the independent variable, Sex, the range are from 0,692 to 0,923 and the Exp(B) is 
0,799. This value being below 1, not including 1 in its range, saying that it is statistically 
significant. Having a negative effect together with the Exp(B) value of 0,799 we can say 
that it indicates that the odds of a person choosing not to audit their financial statements 
is 0,799 times higher for a male than for a female, all else being equal.  
 
To summarize, as for the logistic regression model over all characteristics of a top 
executive and their relationship towards the dependent variable, the choice to audit their 
financial statements shows us that tests over the goodness of fit for the model does not 
show satisfying results which leaves us with a conflict when assessing the reliability of 
the results. Basically, we need to be careful in regards to what can be said about the 
results. With this in mind, we find statistically significant results over the ability of the 
variables sex and work experience to predict the variable choice to audit financial 
accounts. 
 
5.6  Concluding Results 
 
To clarify what the results mean in regards to our predetermined hypotheses, a 
summarizing table will be used and shown below. Based on the results of what is 
statistically significant and if the goodness of fit for the models are good enough for us to 
rely upon the results given we decide whether to reject the null hypotheses or not, this to 
be further discussed and analyzed in the following chapter. 
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Table 2. Table over Hypotheses created for the purpose of this thesis with the hypothesis not rejected for 
each characteristic being highlighted. 

H1a: Gender of the manager has a relationship with the choice of voluntary audit.  
H1(0): Gender of the manager has no relationship with choice for voluntary audit.  

H2a: Age of the manager has relationship with the choice of voluntary audit.  
H2(0): Age of the manager has no relationship with the choice of voluntary audit. 

H3a: Work experience of the manager has relationship with the choice of voluntary audit.  
H3(0): Work experience of the manager has no relationship with the choice of voluntary audit. 

 
5.7  Ethical & Social Considerations 
 
The most important ethical aspect is to report one's findings objectively and honestly, as 
well as not to present the results in way that would distort the original meaning or not 
reflect reality (Ghauri & Grønhaug, 2010, p. 22). To clarify Ghauri and Grønhaug (2010, 
p. 22) point out how misinterpreting your data leads to misleading results and that is 
ethically wrong. Which comes back to being objective and is the reason for why we have 
throughout each chapter examined ourselves to be sure that our work is as unbiased it can 
be. Furthermore, we certify that as recommended by Ghauri and Grønhaug’s (2010, p. 
22) no results have been distorted in order to fit our purpose, in order to act ethically. 
Moreover, we provide in Appendix 1 every output received when having worked in the 
statistical software SPSS, part of the content is also included in this chapter to facilitate 
the understanding of the results and some figures have been left for those who wish to 
further dive down into the output given from the models we have used.  
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6. Analysis 
The following chapter will continue what we have presented during the prior chapter 
carrying our results. Results that now will be analyzed in accordance with our theoretical 
framework built up in chapter three to see what relations we can find between prior 
knowledge and the actual empirical results. To further discuss which hypotheses are 
rejected and which ones are not and how we come to those conclusions. 
 
6.1 General Analysis 
 
The analysis will follow a similar outline as the result chapter when it comes to structure 
and presentation. Starting with a short reminder of the purpose is this study together with 
an overall discussion about the choice to audit financial statements, followed by a 
discussion over the statistical assumptions regarding the models and continuing with a 
discussion over each characteristic and their relationship towards the choice to have a 
firms financial statements audited. Where each hypothesis will be further investigated in 
the corresponding subchapter. Furthermore, we will discuss how these relationships can 
answer our stated research question that reads:  
 
What is the relationship between characteristics of the manager of a small firm and the 
decision to have financial statements audited? 
 
Already having mentioned plenty about the demand for audit and the pro’s and con’s to 
having one's financial statements looked over by an external party, an auditor, it is 
apparent that the decision is a rather complex matter. Adding to the complexity with 
components such as size of the company and changes in regulation in Sweden. Also, as 
Wallin (1992, p. 121) states how accounting information nowadays is considered as one 
of the most important aspects in a decentralized economy.  
 
From our sample 82,9 % of the firms chooses not to have their financial statements 
audited and thus, 17,1 % do have their financial statements audited. This since the change 
in Swedish regulation regarding statutory audit, where before all limited companies had 
to have an audit and now after November, 2010, only those that exceed set requirements 
are required to (Glantz, 2017). It is evident, looking at our sample, that the majority of 
firms that do not exceed those limits have chosen to utilize this new legislation not to 
have their financial statements audited. This also stated by the Swedish Economic Crime 
Authority (2016, p. 7) who were able to establish how the proportion of firms utilizing 
their exemption from audit have significantly increased in comparison to firms utilizing 
it that were registered before legislation.  
 
From the legitimacy theory one can see how firms legitimize their business activities by 
acting as what is seen as positive in the eyes of the company’s various stakeholders 
(Wilmshurst & Frost, 2000, p. 11 ; Guthrie & Parke, 1989, p. 344). Another key aspect 
that underlies the demand for audit is the information asymmetry that lies between a 
firm’s principal and agent (Eilifsen et al., 2014, p. 6) where the assurance provided by an 
audit is an important part when ensuring and communicating trust. Seeing how it seems 
of less interest for small firms not to have their accounts audited when it is not required 
by law this could mean either following the legitimation theory that businesses do not 
believe that auditing is a positive activity according to their stakeholders. Or that the 
information asymmetry does not constitute as a high enough information risk for the 
principal of the company.  
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This could be due to one of the conclusions put forward by Collis et al. (2004, p. 96) that 
the main users of statutory accounts are the directors themselves. Especially since the 
owner and manager in small firms tend to be the same person they might not feel an audit 
necessary as communication tool for trust or quality. Another aspect put forward by Collis 
et al. (2004, p. 87) and Niemi et al. (2012, p. 170) is how small companies does not 
consider the cost of audit to outweigh the benefit of having an audit even when it is 
voluntary. It seems like Swedish small firms do not agree, at least not considering that 
their actions with not having their accounts audited contradicts the thought that the cost 
would outweigh the benefit, clearly if that were the case all Swedish firms would have 
their accounts audited. 
 
With small firms making up approximately 90 % of all companies in the EU (European 
Commission, 2016) and for Sweden almost all companies are considered small, where 
99,4 % of all registered firms has less than 50 employees (Holmström, 2017). It makes 
the decision-making of small firm managers interesting, especially in small firms where 
the decision, such as having an audit on their financial accounts is decided by the 
manager. Thus, discussions regarding each predetermined characteristic of the manager 
and its impact on the choice to have their financial statements audited will follow in 
subsequent paragraphs. 
 
6.2 Statistical assumptions 
 
Before discussing the results and how it relates further to the chosen variables and their 
corresponding hypotheses we will briefly discuss the statistical assumptions of our 
statistical models in order to ensure that our conclusion are sound. The short discussion 
will be about those assumptions where an uncertainty exists or where you have more than 
one option on how to handle something. We include this discussion to justify our 
conclusions and to inform on how strongly we can state something about the outcome.  
 
One of the assumptions to meet for having a good use of a logistical regression is to have 
no multicollinearity between the independent variables. It is however preferable to have 
a correlation between the independent and the dependent variable when using a logistic 
regression (Pallant, 2010, p. 158). From our results, we can see that there is a weak 
relationship between the dependent variable, choice to audit, and the independent 
variables, gender with 0,043, work experience with 0,17 and age with 0,005. As 
mentioned in the result chapter, Pallant (2010, p. 158) suggest that a preferable correlation 
value between the variables would be above 0,3, in order to make more qualified 
assertions from the output the model gives. Still, we argue that the model is useful for this 
study since the primary purpose it to find out whether there is a relationship or not and to 
be able to state more detailed statements is secondary. Also, Pallant (2010, p. 157) 
mentions that the importance lies in that the independent variables show some relation to 
the dependent variable. That the correlation value should be above 0,3 is said to be 
preferable, not obligated, which is also why we still believe the model to be of use, we 
will though keep it in mind when analyzing the output given by the logistic regression 
tests. 
 
Another assumption to meet is one regarding outliers, an assumption we see as being met, 
although, we could argue that there does exists a couple of outliers when it comes to the 
testing of the variable work experience.  
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This can be seen both in figure 11 showing a histogram over the positively skewed 
distribution of the work experience and by looking at the variable’s mean which is 3,32 
work assignments, one can definitely argue for the high values of 185 to be an outlier and 
consider to remove it and others like it. The argument for removing them would be to 
make sure that the data will fit better with the logistic models. However, we have chosen 
not to remove them as they are an actual part of the reality which we intend to study and 
even though keeping the outliers might be the reason for a positive skewness of the results 
our sample is large enough that the skewness should interfere with the model's results. 
 
6.3 The Relationship between Gender and Audit 
 
Seeing how our results from the Chi-square and logistic regression gave results that 
qualifies as significant when put through an alpha level of 0,05 we conclude that there 
does exists a relationship between a manager’s gender and if they choose to audit their 
financial accounts. Why the null hypothesis H1(0) has been rejected in favor of the H1a 
alternative hypothesis, here being highlighted below: 
 
H1a: Gender of the manager has a relationship with the choice of voluntary audit.  
H1(0): Gender of the manager has no relationship with choice for voluntary audit. 
 
The result regarding gender, it indicates the relationship seems to exists which it goes in 
line with what existing studies suggest about female directors behaving differently than 
male directors in decision-making bodies in corporate settings. This could be due to 
considering what Adams & Ferreira (2009), Gul et al. (2011) and Clatworthy and Peel 
(2013) argue for, that female managers acquires positive behavior when it comes to taking 
stances for monitoring activities and internal controls as well as presenting the disclosures 
of accounting and financials of their firms. In addition, risen in the empirical evidence in 
academic literature signifies that the female delegations are affiliated emphatically in 
terms of choices for the accounting qualities.  
 
From the results given by the logistic regression a negative B value can be read which we 
interpreted as a negative effect between gender and the choice to audit that here means 
that the odds of a person choosing not to audit their financial statements is higher for a 
male than for a female, all else being equal. Which further strengthens the belief of 
Clatworthy and Peel (2013, p. 6) that female representation is positively connected with 
accounting quality and reliability. Looking at the gender diversity we can also see how 
there is a majority of male managers, 79,5 % of the managers in our sample is in fact 
males and the female managers make up 20,5 %. While reviewing prior literature, there 
is an immense amount of literature focusing on gender-diversity in companies and 
especially on board of directors and considering how the gender-diversity amongst 
managers of small firms is quite low, it opens for interesting questions starting with why 
this is the case. Unfortunately, however, these research directions are outside the scope 
for this thesis. 
 
6.4 The Relationship between Age and Audit 
 
In pertinent next to the gender characteristic, the result is showing that age of the manager 
has a positive effect on the choice to voluntary audit financial statements only the value 
did not appear to be statistically significant.  
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This indicates that the choice for having financial statements when combining it with age 
has been attained at random and no relationship between the two can be stated. Thus, in 
the light of the absence of statistical significance we cannot reject the following 
highlighted null hypothesis: 
 
H2a: Age of the manager has a relationship with the choice of voluntary audit.  
H2(0): Age of the manager has no relationship with the choice of voluntary audit. 
 
Based on the current literature mentioned in earlier chapters, there is no clear intention 
and regular dependable reaction concerning the age of the manager towards this 
phenomenon. Since both younger and older managers are implying their expertise and 
the abilities respectively, by younger managers adopting inventive ways in treating 
accounting solutions and older managers connects work experience and education to take 
evaluated decisions.  
 
When the upper echelon theory explains how the characteristics of top managers mirror 
organizations decision-making, the theory also includes age as one of the observable 
characteristics (Hiebl, 2014, p. 224 : Hambrick & Mason, 1984, p. 198). By reviewing 
our results age as an attribute for decision-making does not fully agree with the upper 
echelon theory or more precise it does not show a significant relationship with the 
decision of having financial statements audited, of course age may still have effect on 
other decisions. Our outcome supports those prior studies reviewed by Richbell et al. 
(2006, p. 499) that had difficulty identifying the ages effect on owner-managers’ 
behavior. Suggesting that an experienced top executive could go both directions when 
making a decision regarding voluntary audits, in line with the thought of Richbell et al. 
(2006, p. 499) who mention how an experienced manager either tend to make business 
plans to plan for the future or from experience sees a business plan being less of a priority 
for a company. It could be so that long tenured managers find audits unnecessary or less 
of a priority as they might find their work experience good enough or rather put their 
efforts on other business activities. As well as a long tenured manager, might choose to 
have their financial accounts audited because of experience stemming from holding a 
managerial position for a long time. The knowledge provided from prior literature hence 
matches our findings that it is difficult finding consistent or significant results. That either 
age as a characteristic is too intertwined with work, educational or similar experience that 
it by itself does not have a relationship with managers making decisions regarding audits 
or that age simply does not matter when making these decisions. 
 
6.5 The Relationship between Work Experience and Audit 
 
Regarding the relationship among work experience and choice to auditing financial 
statements, the outcome from the statistical test applied are not fully dependable or we 
cannot without a doubt rely upon them which means that we cannot reject the null 
hypothesis mentioned and highlighted below: 
 
H3a: Work experience of the manager has a relationship with the choice of voluntary 
audit.  
H3(0): Work experience of the manager has no relationship with the choice of 
voluntary audit. 
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The three goodness of fit tests performed during our statistical measures comes to 
different conclusions when assessing how well the model will be able to give a 
trustworthy result from which we can state something with statistical significance. 
Whereas our results show that one test, the Omnibus Test supports that the model will 
give a correct result whilst the Hosmer and Lemeshow Test does not, seeing how 
statistical literature such as Pallant (2010, p. 175) believe the latter to be a more reliable 
test. Together with the third goodness of fit test which also indicates how the independent 
variable will not, in this model, well predict the dependent variable. Taking this into 
consideration one could still argue for a relationship existing however when comparing 
both of the logistic regressions with each other the outcomes regarding the variable, work 
experience, also differs. This further confuses what conclusions to make and why it is 
clear that no relationship can be statistically noted. Either as part of the model itself 
shows, the logistic model is not the best suited test to perform for this variable or the 
variable is not suitable to use in a logistic regression. Taking the statistical implications 
aside there is also the confusion when reviewing prior literature over the variable which 
motivated us to examine this characteristic specifically, work experience and its relation 
with financial business decisions.  
 
In support to this, the study by Clatworthy and Peel (2013, p. 23) indicates that there is 
no significant affiliation among work experience with directors presenting accounting 
errors. However, same study states that the overall work experience has an impact on 
accounting misstatements (Clatworthy and Peel., 2013, p. 23). Whilst, some of the 
literature such as Aier et al. (2005), Kalelkar and Khan (2016), Richbell et al. (2006) and 
Hiebl (2014) argues for and found that there a relation between work experience and 
financial expertise when having accounting errors in the firm's financial accounts. Also 
for work experience, the upper echelon theory lays a foundation for the belief of it having 
an effect in decisions made by top executives in organisations (Hambrick & Mason, 
1984). From our results, the relationship shown is that those with higher work experience 
as positively connected with the choice to audit their financial accounts however, looking 
closer at the odds ratio we are not able to point out whether they would choose to audit 
or choose not to. This together with the statistical unreliability further strengthen our 
conclusion that no relationship can be established between work experience and the 
choice to audit financial statements. 
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7. Conclusions 
In this chapter, we put forward the conclusions from our study over which small firm 
manager intends to have voluntary audit, by examining their characteristics (gender, age, 
work experience) in terms of their relationship on the choice for audit of financial 
statements. In addition, we intend to utter our reflections on this thesis and what is our 
perception now regarding the subject. Furthermore, ethical and social consideration 
throughout the thesis, quality criteria to discuss the validity and reliability of our study 
and lastly, list suggestions for future research in this area. 
 
7.1  Overall Conclusions & Contributions 
 
The aim of this thesis is to explore whether or not a relationship exists between the 
characteristics of a manager and the choice to have their financial statements audited. 
This question is raised from the change in regulatory setting in the last decade where 
auditing has gone from being mandatory for all limited liability companies to voluntary 
for small enterprises. Several prior studies have explored how certain characteristics of a 
manager or other top executive can have an effect on decision-making which further 
makes us wonder if the same could be said for managers making decisions regarding 
audits. 
 
Hence, the intention of this thesis was to answer the following research question:  
 
What is the relationship between characteristics of the manager of a small firm and the 
decision to have financial statements audited? 
 
In order to portray the conclusion based on the result from this thesis we can conclude 
that overall results unfortunately does not favor two out of three of our alternative 
hypotheses where a relationship is suggested to exists. Considering the above mentioned 
research question there is one characteristic which do show a statistical significant 
relationship however, two characteristics that show no or weak support for a relationship 
existing.  
 
The one relationship that is found with statistical significant is about the variable 
gender.  The results regarding the gender characteristic complements what is already 
suggested in existing knowledge and literature, that females tend to lean towards 
monitoring activities and file less restatements or statements that include less errors.  
 
One ambition with this thesis was to try and sort out the confusion prior research has 
landed with when investigating the characteristics of age and work experience, something 
we have not been able to do instead our study adds to the division of whether these 
variables do have an effect on managerial decisions in organizations. Which is seen as a 
contribution to the theoretical knowledge. Another predicted contribution was to clarify 
if these characteristics should be included or disregarded in the public discussion where 
from our results we would recommend to disregard work experience and age. Instead 
focus on including business decisions such as audits when it comes to gender and gender-
diversity discussions. Among other, our conclusions add knowledge regarding the 
decisions made by small firm managers. 
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To answer our research question; there is a relationship occurring between the small 
firms’ managers gender and her/his decision to have their financial statements audited or 
not. Although, there is no relationship found between age and work experience of the 
manager regarding the same decision. With this answer, we can also conclude that the 
purpose of this thesis has been fulfilled and theoretical explanations have been sought 
with linking the theoretical framework with the results themselves. Even with issues 
presented and discussed throughout the thesis the analysis still brings out interesting facts 
that can be of high interest for the society, managers, organizations and assurance 
industry. Moreover, our analysis opens a great deal of future avenues to follow which will 
be further developed farther down in this thesis. 
 
7.2  Our Reflections Regarding this Study 
 
As authors of this thesis our reflection regarding the choice for voluntary audit by 
managers of small firms have reached to a different conclusion then what we considered 
the behavior to be initially. Our preconceptions were based on previous literature 
regarding studies made in other countries such as the UK and Finland, where managers 
in small firms mostly wanted their financial statements to be audited due to many reasons, 
even though it is now a voluntary choice. Our attitude towards companies having their 
accounts audited before starting this process were leaning towards the thought that 
auditing is a positive and important activity for companies. You could say that we were 
“for” audits. However, seeing that within the Swedish context the sample and the data of 
the small firms we collected for 2013, we have witnessed that from 9,392 companies only 
17.1 % have audited their financial statements and 82.9 % vice versa. Which means that 
the managers are not, as us, “for” auditing or the reasons against auditing weighs heavier 
according to the top executives. During the process of reviewing literature and above all 
now when having considered many different inputs we have realized how the “for” and 
“against” audit discussion is more complex than we initially thought.  
 
Furthermore, according to our perception and what makes this thesis more interesting is 
that to investigate if the characteristics of the manager would make them more enabled 
towards the choice for voluntary audit, as Niemi et al (2012, p. 169) put it “to be or not 
to be audited?”. We got a bit surprised about not being able to distinguish a relationship 
between all the characteristics, especially that we could not read out a statistically 
significant relationship between a manager’s work experience and the decision-making 
regarding voluntary audits. We had a thought prior to this thesis that a higher degree of 
experience would have an effect on their decision and perhaps that more experience 
would lead a manager into having their accounts audited rather than not to. Although, as 
shown in this thesis that is not something you can state and that enables us to open our 
previous set notions and have an open mind towards all factors that lies behind a 
managerial decision. One powerful element of thesis writing we are thankful for - the 
opening of minds towards aspects not previously considered! 
 
7.3  Quality Criteria 
 
When performing research one must consider the validity and reliability of the data that 
is to be used (Saunders et al., p. 15). Both important aspects to consider and discuss in 
order to draw sound conclusions from the empirical outputs in a study. Therefore, we will 
elaborate these concepts further present how it has been contemplated throughout this 
thesis. Do we measure what we intend to measure and how good is our measurements? 
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7.3.1 Validity 
 
When it is about measuring an object it should be taken into consideration how it is 
measured, more precise how valid it is and either the measures can invade what are 
presumed to be, engage it or take over (Ghauri & Grønhaug, 2010, p. 78). On another 
hand, validity is often affiliated with the possibility of errors with the measurements 
(Ghauri & Grønhaug, 2010, p. 78). According to Saunders et al. (2007, p. 149) validity is 
associated with the outcome of the study, as such that whether it is certainly in line with 
what is supposed to be and what was expected to be. Furthermore, Stock and Watson 
(2014, p. 361) indicates that the internal and external validity differentiates among the 
population and studied setting, with the setting where the outcomes are to be generalized. 
In addition Ghauri and Grønhaug (2010, p. 84) states that validity has many formations. 
Where Internal validity and external validity are among the most common ones which 
therefore will be explored further in the following section together with another concept 
namely construct validity.  
 
7.3.2 Internal Validity 
 
For a researcher, it is quite frequent to be concerned with the cause-effect relationships 
(Ghauri & Grønhaug, 2010, p. 80). In support to this, internal validity is pointing to the 
degree by which one can conclude the existence of a causal relationship among two or 
more variables (Ghauri & Grønhaug, 2010, p. 80 : Saunders et al., 2012, p. 193). 
Furthermore, it is not always required that a correlation among two or more variables 
show the causal-relationship (Ghauri & Grønhaug, 2010, p. 80). This is due to the 
correlation coefficient which does not address the tendency and further features that a 
relationship could be affected by (Ghauri & Grønhaug, 2010, p. 80). Nevertheless, it is 
desired to see the correlation coefficient among the two variables as “true” even in a 
correlational research regardless of the existence or consideration of a causal relationship 
(Ghauri & Grønhaug, 2010, p. 80). According to Saunders et al. (2012, p. 193) an example 
of the internal validity in a research or a test so-called distinguished based on statistically 
presented involvement that lead towards a result. Furthermore, internal validity in a 
questionnaire based research may respond in situation that the questions are demonstrated 
statistically and connected to the result (Saunders et al., 2012, p. 193). This idea may 
work for the quantitative based studies as well in terms of causal and explanatory studies 
(Saunders et al., 2012, p. 193). On the other hand, there are some threats affiliated to the 
validity which are common (Cook & Campbell 1979, as cited in Saunders et al., 2012, p. 
193). According to Stock & Watson (2014, p. 376) the possible issues could be in terms 
of practical misspecification, dropping off and mistakes in variables, sample selection and 
others. To avoid and to encounter these errors we have thoroughly tested and examined 
all assumptions connected to each statistical test to justify that the output will be reliable. 
As well as carefully having examined the database from which the sample is taken from 
as to make sure it includes all correct companies.  
 
7.3.3 External Validity 
 
External validity is referred to as the range and coverage of the study in terms of its 
generalization (Ghauri & Grønhaug, 2010, p. 84). In other words, external validity deals 
with whether the result of the study can be generalized to other fitting persons, settings, 
times and groups (Ghauri & Grønhaug, 2010, p. 84 ; Saunders et al., 2012, p. 194).  
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An example regarding external validity from a corporate manager’s perspective could be, 
whether the outcome of the research study on an organization can be applied and 
characterized within another organization's customs and approaches when operating in a 
similar context (Saunders et al., 2012, p. 194). Here generalization would mean to apply 
results from the companies in our sample to all companies exempt from having their 
financial statements audited. Regarding generalizability of this thesis, if considering the 
Swedish context, we are confident in saying that our results are generalizable. This 
because the small firms registered during the whole period and not only during our sample 
period are operating in the same context as those included in our sample. For other 
countries, we believe there is ability to generalize although as mentioned our results differ 
from studies done in Finland and UK why the context needs to be considered before 
taking our notions outside of Sweden.  
 
7.3.4 Construct Validity 
 
On a detailed level, there is construct validity which by Saunders et al. (2012, p. 193) is 
explained as “Construct validity is concerned with the extent to which your research 
measures actually measure what you intend them to assess”. In support to this Zaltman 
et al. (1977, as cited in Ghauri & Grønhaug, 2010, p. 81) states that construct validity is 
important because it deals with the degree to which a practical measure actually measures 
the phenomenon it intends to measure. Furthermore, for a significant research project the 
construct validity plays vital role in terms of attaining and extending the outcome which 
can be determined and examined with different methods (Ghauri & Grønhaug, 2010, p. 
81). For the measures in this thesis the variables are straightforward when it comes to 
gender, age and whether the firm has an auditor or not, fair to say the measure does 
capture what it intends to. When it comes to the variable work experience there are several 
other possible measurements that could have been used, although, we believe the measure 
we have chosen captures the experiences in a sensible way and have justified the use 
further in the chapter regarding our empirical method. However, our results as previously 
mentioned are conflicted and the characteristic work experience could be worth to 
consider to develop for future studies. 
 
7.3.5 Reliability 
 
Concerning the reliability of a study, it is important for a researcher to consider whether 
the outcome and conclusion of the research study would be alike if a reproduction or 
replication would be executed by other researchers, in terms of the data set, its 
accumulation and the analytic methods (Saunders et al., 2012, p. 192). Furthermore, 
defending a research’s reliability is not always easy as some threats are affiliated towards 
it (Saunders et al., 2012, p. 192). These threats are for instance due to participant errors, 
participant bias, researcher errors and researcher bias (Saunders et al., 2012, p. 192). In 
addition, to make sure the reliability of the study is good, it is a priority for the researcher 
to ensure transparency and clarity throughout their research process as well as avoiding 
speculation of false assumptions and let other researchers arbitrate for replication 
(Saunders et al., 2012, p. 192-193). Regarding this thesis, we have had in mind throughout 
the research process to avoid being negligent and to make sure that every part of the 
research process has been conducted in a serious and rigorous way and to constantly 
consider our possible bias.  
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Most importantly we have written down everything done, as instructions, to make a 
replication of our study even possible, for example how the coding of the data has been 
done, what statistical tests and software that have been utilized and access to the raw data 
itself. Why, we believe that overall the reliability of this study is high. 
 
7.4  Ethical & Social Considerations 
 
From the ethical and social perspectives, the results seem interesting. As such, 
considering the gender of a firm manager indicates a positive impact on the choice for 
voluntary audit which further creates possibilities for discussions within the area. In 
support to this, it is very important for the manager or the owner to know about their 
firm’s operation which directly affect the firm’s financials. Since owners of small firms 
are not always involved to a detailed extent of every situation within the firm, this makes 
it unable for them to manage all departments by its own, which may cause uncertainty 
and affect the firm’s stability as well as lack of fulfilling their obligations towards their 
different stakeholders.  
 
As solution to these issues, audited financial statements may prove helpful for managers 
who must get a grip over every angle of their company's operation. Meanwhile, audited 
financial statements increases the transparency within the firm and legitimizing firms’ 
actions, that can help sustaining credibility in the society as well as for the interest of the 
society. In regard to social consideration it is vital that companies show their 
responsibility considering honesty and transparency. This further highlights arguments 
by Eilifsen & Willekens (2008, p. 10) that audited financial statements preserves the 
rights of the users of financial statements since the users have no means of approach to 
the financial statements compared to those who presents it, the companies.  
 
On the other hand, according to European Commission (2007), the initiative towards 
making small firms exempt from auditing financial statements is to help by reducing 
pressure considering the economic burden it is believed to be for small firms. 
Justitiedepartementet (2008, p. 178) point this directive as persuasion in minimizing the 
administration cost that firms instead can use to find opportunities and enables them 
towards being more competitive and this as a step forward to an inspiring economy in 
Europe. Furthermore, perhaps the auditing of financial statements is an illusion and 
society does not find transparency for small firms important. 
 
If the intention of a firm is to increase transparency within the firm's operation, then it is 
much to discuss upon such as from the agency perspective. On the other hand, what makes 
the managers take step back from auditing the financial statement is due to auditing not 
being mandatory. And as the result indicates most of the small firm managers’ perception 
tends to be in contrast to having their financial statements audited. Reflecting upon social 
responsibility, as the consciousness towards social responsibility has been an emerging 
topic since the last two decades and the platforms for this such as GRI and similar other 
initiatives does exist and are a suitable drive for it.  
 
Ethically, this thesis can contribute by taking into account the importance or non-existing 
importance of having the financial statements audited from various point of views. As 
such, the views that one can grab the attention towards the phenomenon from stakeholders 
prospective, agency, legitimacy and for the further research into the area of it is own kind.  
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7.5  Suggestions for Future Research 
 
Now it is time to share thoughts about future research that has surfaced during the process 
of this thesis. We will present several suggestions and recommendations for fellow 
researchers that are interested in the demand for audits, perceptions and characteristics of 
small firm managers or other related subjects. All to extend and enlarge the field of 
knowledge from all perspectives, such as the managers, various stakeholders or why not 
from the auditors or regulatory bodies perspective. During the work conducted here we 
acknowledge that there is so much in the world still not known, the opportunities are 
endless however, listed below are a tiny bit we would like to draw attention to. 
 
The first thing that come to mind as a suggestion for future research is to cover a larger 
sample, to collect data for all companies and during a longer period of time. In this thesis, 
our sample was limited only to one year which is 2013 and to broaden those limitations 
could give a better and more reliable view over what relationship exists between a 
manager’s characteristics and if they choose to have their financial statements audited. 
As for reliability, a second similar study would benefit the research as it would reproduce 
our conclusions and if it would not then you could argue for conflicting results which 
would take the research field another step forward knowledge-wise.  
 
One could also do a cross sectional study where you compare characteristics of small firm 
managers’ that existed when auditing was mandatory for limited companies with a sample 
from companies registered after the abolishment of statutory audits took place. The latter 
could be a sample like the one in this thesis. This quantitative study could produce 
interesting results about whether the choice to audit one's financial statements could differ 
depending on what legislation existed during the registration of a company. If for example 
a study like this would show a difference further research could with qualitative measures 
investigate by interviewing managers of these companies on what these differences are. 
This in order to broaden the knowledge about the managers’ perception on audits and 
how the demands could differ between managers with companies registered during 
different legal settings. Another interesting thought stemming from this is how a legal 
context can have such an influence that even when the setting changes the manage can 
have different thoughts.  
 
Another suggestion is the application of qualitative research methods such as case studies 
or interviews for seeking more rich and detailed answers concerning the decision-making 
about monitoring activities such as having accounts audited. To get a deeper 
understanding by interviewing managers, owners or auditors could be a good way to 
extend the knowledge about the role of auditing in companies where it is not mandatory. 
 
Looking at the results regarding how the majority of the small firms in our sample chooses 
not to audit their financial statements it contradicts prior research that suggests that small 
firms for which it is a voluntary choice claims that they would still have their accounts 
audited since they perceive that the benefits outweigh the costs. This brings out interesting 
thoughts about the manager’s perceptions of the costs of having their company scrutinized 
by an external party, an auditor. Thoughts that creates ideas to recommend as future 
research, such as further investigate the need and demand for audits in small firms and to 
focus on the costs from a manager's perspective. Perhaps one could start in Sweden where 
our results have indicated the contradicting results towards previous studies. 
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One line of thought taken up in the analysis is how the division of male and females are 
highly unequal amongst small firm managers in Sweden, although outside the scope of 
this thesis we spot great opportunities for future research. An option would to investigate 
how the business environment could benefit or not benefit from a greater proportion of 
females in leading positions, there are already discussion regarding things like mandatory 
female board quotations and public discussions regarding female representation on CEO 
positions in large corporations. However, as we have mentioned the backbone of the 
business economy in Europe consists of small firms so to focus on gender-diversity 
amongst those firms could lead the public discussion further. Also, since our results show 
there is a relationship between gender and choice to audit one could focus on either 
females or males when it comes to managerial choices and tasks since there seems to be 
a difference. As well as to look further into what the relationship found here consists of.  
 
Similarly, since our results whether work experience of the top executive influences the 
choice to voluntary audit one’s accounts are conflicted, another study with different 
measures or different models could bring clarity to the results. A possibility would also 
be to use qualitative methods when examining how work and educational experience 
could have on making decisions regarding audits or other monitoring activities in a 
company. 
 
Taking another perspective, one could focus on what voluntary audit legislation means 
for the assurance industry, now that not all companies have a mandatory requirement to 
purchase their auditing services. One interesting line of thought is what managers of start-
up companies think about audits and the results from such a study could benefit the 
assurance firms in terms of how to communicate and offer their services to small start-up 
companies. 
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Appendix 1 
 
Every outcome downloaded as it has been presented from the software SPSS. Whereas 
some are included in result chapter and some left here for further examination. 
 

1. Description/Frequency/Correlation/Histograms 
 

Statistics 

 Audit Sex 

N Valid 9392 9392 

Missing 0 0 

 
 
Frequency Table 

Audit 

 Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Yes 1604 17,1 17,1 17,1 

No 7788 82,9 82,9 100,0 

Total 9392 100,0 100,0  

 
Sex 

 Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Male 7466 79,5 79,5 79,5 

Female 1926 20,5 20,5 100,0 

Total 9392 100,0 100,0  

 
 

Descriptive Statistics 
 N Minimu

m 
Maximu

m 
Mean Std. 

Deviation 
Skewness Kurtosi

s 
Statisti

c 
Statisti

c 
Statistic Statisti

c 
Statistic Statisti

c 
Std. 
Error 

Statisti
c 

Age 9392 20 97 46,48 10,938 ,257 ,025 -,334 
Work exp 9392 1 185 3,32 7,324 12,478 ,025 212,84

3 
Valid N 
(listwise) 

9392        
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Descriptive Statistics 

 Kurtosis 
Std. Error 

Age ,051 
Work exp ,051 
Valid N (listwise)  

 
Correlations 

 Audit Sex Age Work exp 

Pearson Correlation Audit 1,000 ,043 ,005 ,170 

Sex ,043 1,000 ,020 ,063 

Age ,005 ,020 1,000 ,059 

Work exp ,170 ,063 ,059 1,000 

Sig. (1-tailed) Audit . ,000 ,321 ,000 

Sex ,000 . ,026 ,000 

Age ,321 ,026 . ,000 

Work exp ,000 ,000 ,000 . 

N Audit 9392 9392 9392 9392 

Sex 9392 9392 9392 9392 

Age 9392 9392 9392 9392 

Work exp 9392 9392 9392 9392 

 

 

 
Coefficientsa 

Model Unstandardized 
Coefficients 

Standardi
zed 

Coefficien
ts 

t Sig. 95,0% Confidence 
Interval for B 

B Std. Error Beta Lower 
Bound 

Upper 
Bound 

1 (Consta
nt) 

,127 ,018  6,971 ,000 ,091 ,162 

Sex ,031 ,009 ,033 3,236 ,001 ,012 ,049 
Age ,000 ,000 -,006 -,563 ,573 -,001 ,000 
Work 
exp 

,009 ,001 ,168 16,49
9 

,000 ,008 ,010 
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Coefficientsa 

Model Correlations Collinearity Statistics 
Zero-order Partial Part Tolerance VIF 

1 (Constant)      
Sex ,043 ,033 ,033 ,996 1,004 
Age ,005 -,006 -,006 ,996 1,004 
Work exp ,170 ,168 ,168 ,993 1,007 

 
a. Dependent Variable: Audit 
 

 
Collinearity Diagnosticsa 

Model Dimensio
n 

Eigenvalu
e 

Condition 
Index 

Variance Proportions 
(Constant

) 
Sex Age Work exp 

1 1 3,065 1,000 ,00 ,02 ,01 ,03 
2 ,759 2,009 ,00 ,01 ,00 ,97 
3 ,151 4,511 ,03 ,91 ,08 ,00 
4 ,025 11,014 ,96 ,06 ,92 ,00 

 
a. Dependent Variable: Audit 
 
 
Histograms with polygon lines over work experience and age distribution. 
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A scatterplot over the independent variables and their relationship to each other, used as 
a way to get a clear picture over the variables and to show potential outliers.  
 

 
 
 

2. Chi-Square: Sex*Audit 

 
Case Processing Summary 

 

Cases 
Valid Missing Total 

N Percent N Percent N Percent 
Sex * Audit 9392 100,0% 0 0,0% 9392 100,0% 
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Sex * Audit Crosstabulation 

 
Audit 

Total Yes No 
Sex Male Count 1337 6129 7466 

% within Sex 17,9% 82,1% 100,0% 
% within Audit 83,4% 78,7% 79,5% 
% of Total 14,2% 65,3% 79,5% 

Female Count 267 1659 1926 
% within Sex 13,9% 86,1% 100,0% 
% within Audit 16,6% 21,3% 20,5% 
% of Total 2,8% 17,7% 20,5% 

Total Count 1604 7788 9392 
% within Sex 17,1% 82,9% 100,0% 
% within Audit 100,0% 100,0% 100,0% 
% of Total 17,1% 82,9% 100,0% 

 

 
a. 0 cells (0,0%) have expected count less than 5. The minimum expected count is 328,93. 
b. Computed only for a 2x2 table 

 
Symmetric Measures 

 Value 
Approximate 
Significance 

Nominal by Nominal Phi ,043 ,000 
Cramer's V ,043 ,000 

N of Valid Cases 9392  
 
 

Chi-Square Tests 
 Value df Asymptotic 

Significance 
(2-sided) 

Exact Sig. 
(2-sided) 

Exact Sig. 
(1-sided) 

Pearson Chi-Square 17,689a 1 ,000   
Continuity Correctionb 17,404 1 ,000   

Likelihood Ratio 18,422 1 ,000   
Fisher's Exact Test    ,000 ,000 
Linear-by-Linear 
Association 

17,687 1 ,000   

N of Valid Cases 9392     
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3. Logistic regression: Age*Audit 
 

Case Processing Summary 
Unweighted Casesa N Percent 
Selected Cases Included in Analysis 9392 100,0 

Missing Cases 0 ,0 
Total 9392 100,0 

Unselected Cases 0 ,0 
Total 9392 100,0 
 
a. If weight is in effect, see classification table for the total number 
of cases. 
 

Dependent Variable 
Encoding 

Original Value Internal Value 
No 0 
Yes 1 

 
Block 0: Beginning Block 
 

Classification Tablea,b 

 
Observed 

Predicted 
Audit Percentage 

Correct No Yes 
Step 0 Audit No 7788 0 100,0 

Yes 1604 0 ,0 
Overall Percentage   82,9 

 
a. Constant is included in the model. 
b. The cut value is ,500 
 

 
Variables in the Equation 

 B S.E. Wald df Sig. Exp(B) 
Step 0 Constant -1,580 ,027 3320,721 1 ,000 ,206 
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Variables not in the Equation 

 Score df Sig. 
Step 0 Variables Age ,217 1 ,642 

Overall Statistics ,217 1 ,642 

 
Block 1: Method = Enter 
 

Omnibus Tests of Model Coefficients 
 Chi-square df Sig. 
Step 1 Step ,216 1 ,642 

Block ,216 1 ,642 
Model ,216 1 ,642 

 

 
Model Summary 

Step 
-2 Log 

likelihood 
Cox & Snell R 

Square 
Nagelkerke R 

Square 
1 8586,450a ,000 ,000 
 
a. Estimation terminated at iteration number 4 because 
parameter estimates changed by less than ,001. 
 

 
Hosmer and Lemeshow Test 

Step Chi-square df Sig. 
1 4,398 8 ,820 
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Contingency Table for Hosmer and Lemeshow Test 

 
Audit = No Audit = Yes 

Total Observed Expected Observed Expected 
Step 1 1 810 812,944 167 164,056 977 

2 743 728,945 134 148,055 877 
3 678 689,411 152 140,589 830 
4 728 730,503 152 149,497 880 
5 800 808,054 174 165,946 974 
6 765 766,965 160 158,035 925 
7 769 767,322 157 158,678 926 
8 685 684,880 142 142,120 827 
9 803 791,101 153 164,899 956 
10 1007 1007,875 213 212,125 1220 

 

 
Classification Tablea 

 
Observed 

Predicted 
Audit Percentage 

Correct No Yes 
Step 1 Audit No 7788 0 100,0 

Yes 1604 0 ,0 
Overall Percentage   82,9 

 
a. The cut value is ,500 
 

 
Variables in the Equation 

 B S.E. Wald df Sig. Exp(B) 95% C.I.for 
EXP(B) 

Lower Upper 
Step 
1a 

Age ,001 ,003 ,217 1 ,642 1,001 ,996 1,006 
Consta
nt 

-1,634 ,120 186,05
9 

1 ,000 ,195   

 
a. Variable(s) entered on step 1: Age. 
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4. Logistic regression: Work exp*Audit 

 
Case Processing Summary 

Unweighted Casesa N Percent 
Selected Cases Included in Analysis 9392 100,0 

Missing Cases 0 ,0 
Total 9392 100,0 

Unselected Cases 0 ,0 
Total 9392 100,0 
 
a. If weight is in effect, see classification table for the total number 
of cases. 
 

Dependent Variable 
Encoding 

Original Value Internal Value 
No 0 
Yes 1 

 
 
Block 0: Beginning Block 
 

Classification Tablea,b 

 
Observed 

Predicted 
Audit Percentage 

Correct No Yes 
Step 0 Audit No 7788 0 100,0 

Yes 1604 0 ,0 
Overall Percentage   82,9 

 
a. Constant is included in the model. 
b. The cut value is ,500 
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Variables in the Equation 

 B S.E. Wald df Sig. Exp(B) 
Step 0 Constant -1,580 ,027 3320,721 1 ,000 ,206 

 

 
Variables not in the Equation 

 Score df Sig. 
Step 0 Variables Work exp 271,577 1 ,000 

Overall Statistics 271,577 1 ,000 

 
 
Block 1: Method = Enter 
 

Omnibus Tests of Model Coefficients 
 Chi-square df Sig. 
Step 1 Step 224,106 1 ,000 

Block 224,106 1 ,000 
Model 224,106 1 ,000 

 

 
Model Summary 

Step 
-2 Log 

likelihood 
Cox & Snell R 

Square 
Nagelkerke R 

Square 
1 8362,560a ,024 ,039 
 
a. Estimation terminated at iteration number 5 because 
parameter estimates changed by less than ,001. 
 

 
Hosmer and Lemeshow Test 

Step Chi-square df Sig. 
1 173,846 3 ,000 

 

  



 84 

Contingency Table for Hosmer and Lemeshow Test 

 
Audit = No Audit = Yes 

Total Observed Expected Observed Expected 
Step 1 1 3070 2918,776 361 512,224 3431 

2 2375 2318,275 376 432,725 2751 
3 1044 1062,965 230 211,035 1274 
4 713 768,614 222 166,386 935 
5 586 719,370 415 281,630 1001 

 

 
Classification Tablea 

 

 
Observed 

Predicted 
Audit Percentage 

Correct No Yes 
Step 1 Audit No 7752 36 99,5 

Yes 1558 46 2,9 
Overall Percentage   83,0 

 
a. The cut value is ,500 
 

 
Variables in the Equation 

 B S.E. Wald df Sig. Exp(B) 95% C.I.for 
EXP(B) 

Lower Upper 
Step 
1a 

Work 
exp 

,062 ,005 141,121 1 ,000 1,064 1,053 1,075 

Consta
nt 

-1,802 ,033 2931,18
7 

1 ,000 ,165   

 
a. Variable(s) entered on step 1: Work exp. 
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5. Logistic regression: Gender, age, work exp*Audit 

 
Case Processing Summary 

Unweighted Casesa N Percent 
Selected Cases Included in Analysis 9392 100,0 

Missing Cases 0 ,0 
Total 9392 100,0 

Unselected Cases 0 ,0 
Total 9392 100,0 
 
a. If weight is in effect, see classification table for the total number 
of cases. 
 

Dependent Variable 
Encoding 

Original Value Internal Value 
No 0 
Yes 1 

 
Categorical Variables Codings 

 Frequency 

Parameter 
coding 

(1) 
Sex Female 1926 ,000 

Male 7466 1,000 

 
Block 0: Beginning Block 
 

Classification Tablea,b 

 
Observed 

Predicted 
Audit Percentage 

Correct No Yes 
Step 0 Audit No 7788 0 100,0 

Yes 1604 0 ,0 
Overall Percentage   82,9 

 
a. Constant is included in the model. 
b. The cut value is ,500 
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Variables in the Equation 

 B S.E. Wald df Sig. Exp(B) 
Step 0 Constant -1,580 ,027 3320,721 1 ,000 ,206 

 

 
Variables not in the Equation 

 Score df Sig. 
Step 0 Variables Sex(1) 17,689 1 ,000 

Age ,217 1 ,642 
Work exp 271,577 1 ,000 

Overall Statistics 281,993 3 ,000 

 
Block 1: Method = Enter 
 

Omnibus Tests of Model Coefficients 
 Chi-square df Sig. 
Step 1 Step 234,273 3 ,000 

Block 234,273 3 ,000 
Model 234,273 3 ,000 

 

 
Model Summary 

Step 
-2 Log 

likelihood 
Cox & Snell R 

Square 
Nagelkerke R 

Square 
1 8352,393a ,025 ,041 
 

 

 

 
Hosmer and Lemeshow Test 

Step Chi-square df Sig. 
1 149,513 8 ,000 

 
  

a. Estimation terminated at iteration number 4 because 
parameter estimates changed by less than ,001. 
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Contingency Table for Hosmer and Lemeshow Test 

 
Audit = No Audit = Yes 

Total Observed Expected Observed Expected 
Step 1 1 840 812,172 92 119,828 932 

2 809 808,544 131 131,456 940 
3 813 762,522 87 137,478 900 
4 835 807,065 121 148,935 956 
5 837 796,862 110 150,138 947 
6 797 777,693 131 150,307 928 
7 785 767,886 135 152,114 920 
8 768 781,106 174 160,894 942 
9 726 767,101 212 170,899 938 
10 578 707,050 411 281,950 989 

 

 
Classification Tablea 

 
Observed 

Predicted 
Audit Percentage 

Correct No Yes 
Step 1 Audit No 7751 37 99,5 

Yes 1557 47 2,9 
Overall Percentage   83,0 

 
a. The cut value is ,500 
 

 
Variables in the Equation 

 B S.E. Wald df Sig. Exp(B) 95% C.I.for 
EXP(B) 

Lower Upper 
Step 
1a 

Sex(1) ,225 ,073 9,346 1 ,002 1,252 1,084 1,446 
Age -,002 ,003 ,566 1 ,452 ,998 ,993 1,003 
Work 
exp 

,061 ,005 134,96
3 

1 ,000 1,062 1,052 1,073 

Constan
t 

-1,891 ,134 197,85
2 

1 ,000 ,151   

 
a. Variable(s) entered on step 1: Sex, Age, Work exp. 
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