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Abstract:  

In 2010, an exemption from the mandatory audit for small sized companies was introduced in 

Sweden, which implies that this issue is relatively new and there is generally a lack of 

research when it comes to voluntary auditing in the country. This study tests factors from 

previous empirical studies in attempt to provide a comprehensive picture of factors that might 

be of significant importance when a company is deciding about voluntary auditing. In this 

study, based on a random sample of 639 small and medium sized companies in Sweden, 

factors used in previous foreign studies that were found to affect the demand for voluntary 

auditing have been empirically tested. This is done to see if the same link exists in Sweden. 

Hence, this study examines the relationship between a set of variables reflecting ownership 

structure, leverage, firm size, risk as well as industry characteristics and the demand for 

voluntary auditing in small sized companies in Sweden. The study provides significant 

support that turnover and industry characteristics are the most important predictors for 

voluntary auditing. While turnover has a positive impact on auditing, profitability and 

liquidity are the strongest negative predictors. No significant results are found for board size, 

leverage, the proportion of receivables and inventory, and firm age. 
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regression 
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1. Introduction  

1.1 Background 

The European Commission (EC) allows member states to make external auditing voluntary for 

companies that do not exceed a certain size threshold based on turnover, balance sheet total and 

number of employees (Collis, 2010). The exemption from obligatory audit in Europe for small 

sized companies comes from the recognition by the EC and national regulators that auditing 

presents a disproportionately big burden for small companies (Collis, 2010; Marriott et al., 

2006). Thus, it is argued that mandatory auditing imposes costs on companies for which there is 

little benefit (Dedman et al., 2014). Seow (2001) argues that the cost and time of preparing an 

audit mitigate the willingness to have auditing. Therefore, the purpose of the law change has 

been to reduce the administrative obstacles which is crucial because of the growing importance 

of small and medium sized companies (SMEs) that are considered to be a “backbone of Europe's 

economy” (Collis, 2010). Furthermore, SMEs are a highly diverse population of enterprises, that 

are present in every field of the economy and their focus stretches from domestic customers to 

export markets (EC, 2015). 

In 2010, a law change was introduced in Sweden according to which small and medium sized 

companies are no longer obliged to have an external auditor (SOU, 2008:32). The law change 

implies that the companies that fulfill at least two of the three requirements (more than 3 

employees, total assets over 1.5 million SEK, and net sales over 3 million SEK) in two 

consecutive financial years are obliged to have external auditing (ABL 9 kap 1§). In the 

preparatory work for the audit exemption it was expected that a large number of companies 

would abandon auditing, considering the fact that in 1978, before the enactment of the collective 

audit requirement, only 47 percent of the companies that were not obliged to be audited chose to 

be so voluntarily (SOU, 2008:32). According to the inquiry, it was expected that slightly over 50 

percent of the exempted companies continue to be audited. As the years go by and companies 

“forget” about the former audit requirement, the demand may further decrease (SOU, 2008:32). 

This is in line with a UK study by Dedman et al. (2014) who document a steady decline in 

demand for voluntary auditing in three years following the relaxation of the mandatory audit 

requirement in 2004, which indicates that it takes time for companies to respond to the 

exemption, including negotiating conditions for bank loans. According to SOU (2008:32), the 

decreasing demand implies a shift in the industry to which accounting companies need to adapt 

by aligning their service portfolio with the new market conditions. The law change was also 

expected to entail an excess of auditors who need to move to the accounting industry, which is 
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likely to push down the prices. The lower prices and the fact that the supply is subject to market 

forces rather than being determined by law, makes it easier for small companies to purchase such 

services and leads to higher market efficiency (SOU, 2008:32). 

However, in the absence of a legal requirement there are small sized companies that still choose 

to have their accounts audited, while others refrain from that service. Therefore, it could be 

argued that there are additional reasons why organizations engage in external auditing rather than 

mere adherence to laws and regulations. This is because there are several benefits associated 

with auditing. For example, a problem of the absence of auditing is the potential detriment on the 

negotiations with stakeholders including lenders and suppliers which is why exempted 

companies may have incentives to opt for voluntary auditing to put them into a better position 

(SOU, 2008:32). Auditing can also produce comfort in the sense that the management can rely 

on the accounting numbers on which important decisions are based (Güntert, 2000). Besides the 

assurance function, auditing is often demanded for insurance purposes since users of financial 

statements may wish to insure themselves against losses suffered due to reliance on financial 

information (Wallace, 1980). Thus, an advantage of being audited is that it is easier for 

stakeholders to hold the owners responsible for law-breaking and damaging activities (SOU, 

2008:32). The importance of these benefits may depend on certain company characteristics that 

are examined in the literature as factors affecting the demand for voluntary auditing. 

The previous studies have identified three common factors that have an impact on companies 

when deciding for voluntary audit: ownership structure, leverage, and firm size (Tauringana and 

Clarke, 2000; Seow, 2001; Dedman et al., 2014; Carey et al., 2000; Niskanen et al., 2010; Chow, 

1982). Other factors that could have an impact on the demand for external auditing have been 

discussed in the literature to a lesser extent, like for instance profitability, firm age, and higher 

proportions of risky balance sheet components like liquidity, inventory and receivables (Dedman 

et al., 2014; Niskanen et al., 2010). Also, industry characteristics have been mentioned as one of 

the factors (Dedman et al., 2014; Niskanen et al., 2010). These are going to be discussed further 

in the paper. 

The existing literature has recognized significant country differences when it comes to 

determinants for voluntary audit in small sized companies (Collis, 2010). It is worth mentioning 

that even though the legislation on auditing and accounting is issued at the national level within 

EU countries, there are significant differences in legal frameworks between the countries (Niemi 

et al., 2012). Also, the fact that many countries have set different size thresholds for audit 
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exemption, from the maximum permitted by the EU directives to a much lower level (Niemi et 

al., 2012), suggests that companies face different conditions in different countries when it comes 

to choosing voluntary auditing. Furthermore, the observation that the audit exemption was 

granted at different times in different countries adds to this assumption. For instance, in the UK 

the law change was introduced in 1994 (Tauringana and Clarke, 2000; Seow, 2001; Collis, 2010) 

and in Denmark in 2006 (Collis, 2010) while Finland introduced the exemption from mandatory 

auditing in 2007 (Niemi et al., 2012). It is therefore relevant to study this phenomenon in 

Sweden where the mandatory audits were abolished not before the end of 2010 and the threshold 

size for a small company in Sweden is set on a low level compared to other countries. For 

instance, the size thresholds in the UK, where four of the nine reviewed studies were conducted, 

were at the time of Dedman et al.’s (2014) study 5.6 million £ in turnover, 2.8 million £ in total 

assets and 50 employees. Furthermore, Collis (2010, p. 227) argues that the “result of such a 

study would be of interest to directors of small companies”, the accounting profession and those 

planning to review audit exemption options in national or EU company law. Moreover, 

Tauringana and Clarke (2000) claim that the results may also help policymakers decide which 

companies to exempt from mandatory auditing in the future e.g. on what levels to put the size 

thresholds. 

1.2 Problem statement, aim and contribution 

Collis (2010) states that there is a lack of research on accounting and auditing of small sized 

companies, despite their significant economic importance, which entails that the explanatory 

theories are less developed than in the field of big sized and publicly traded companies. In this 

regard, our study contributes to the existing knowledge about voluntary auditing in small and 

medium sized companies in general. Moreover, the existing literature has identified various 

country differences when it comes to determinants of voluntary auditing in small sized 

companies (Collis, 2010). As this issue is relatively new in Sweden, research in this field would 

be of great importance when it comes to the contribution to filling the knowledge gap. Also, due 

to the law change in Sweden concerning mandatory auditing there is an additional reason to 

conduct such a study because the results would indicate whether the legislators’ expectations 

have been met about certain issues. Moreover, there is to our knowledge no academic articles on 

the drivers for voluntary auditing in small sized companies in Sweden, so we can only derive 

theories from foreign studies without knowing if these theories also are relevant in Sweden. 

Also, Sweden has set size thresholds for the audit exemption on a considerably lower level than 

other countries. Hence, it can be said that it is the combination of Sweden's low size threshold 
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and the fact that the audit exemption is a relatively new phenomenon as well as the absence of 

previous research in a Swedish context that motivates this study. Therefore, this study aims to 

find out whether the factors identified in the auditing literature: ownership structure, leverage, 

and firm size, the risk factors risky assets, profitability and firm age, as well as industry 

characteristics also apply to Sweden. The latter one is especially sparsely explored in past 

studies, thus even in other countries it is rare to examine the impact of different industries on the 

demand for voluntary auditing. Considering that there is only a limited number of studies on this 

topic and each of them investigates different factors and finds different results, it is difficult to 

predict which factors are most influential for the decision for voluntary auditing in small and 

medium sized firms. We therefore seek to find out how strong each predictor is relative to the 

others. In sum, we aim to explore with a regression analysis how well the set of our predictor 

variables impact the decision for choosing auditing in the absence of a legal requirement. This 

leads to the following research question: 

What is the relative importance of ownership structure, leverage, firm size, risk factors and 

industry characteristics for a company’s decision to opt for external auditing and in what 

direction does each factor influence it? 

This study contributes to the existing literature on the demand for voluntary auditing. Moreover, 

the intention of this study is to provide valuable insight into how voluntary auditing is affected 

by different factors and what contributes to company’s decision to engage in voluntary auditing 

even though there is no legal requirement. Furthermore, the empirical contribution of this 

research can be argued to provide information to managers and directors of exempted companies 

when it comes to the conscience of the value of auditing as well as to the audit organizations 

when it comes to marketing their services. Moreover, as six years have passed since the law 

change it can be supposed that most companies have had enough time to adapt to the new 

regime. Therefore, it is relevant by now to find evidence on whether the legislators’ expectations 

have been met. The study results might also be relevant to policy makers when deciding on new 

regulations on the audit requirement and reconsidering size thresholds for the audit exemption. 

1.3 Disposition               

This research paper is structured as follows: In section 2 we present a literature review with a 

focus on previous studies on benefits of auditing to the organizations and influencing factors on 

the demand for voluntary auditing, and state our hypotheses. Section 3 is about our choice of 

research method that helps us test the hypotheses. In section 4 we analyze the collected data and 
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sample as well as discuss our results in regard to our hypotheses. Lastly, the conclusion 

including suggestions for future research and the limitations of this study are presented. 

2. Literature Review 

This section presents the theoretical background of this study. Section 2.1 contains theory on 

general benefits of auditing. It helps explain why companies may feel that they need auditing 

despite the absence of a mandatory audit requirement by giving a couple of reasons considered in 

the literature. Based on these benefits, the degree to which companies perceive that they need 

auditing is believed to differ depending on the factors that are explained in the subsequent 

sections and used in our analysis. In other words, the need for auditing arising from these 

benefits are likely to be affected by certain company characteristics, which is why it is relevant 

to discuss what value auditing adds to organizations. In subsequent sections, each factor 

discussed in prior research on this topic is described. 

2.1 Auditing and its benefits to organizations 

Verification of financial statements by an independent party is seen as a central part of financial 

reporting (Minnis, 2011). According to Pentland (1993) auditing is considered to be a ritualistic 

process of producing comfort and enhancing the trust in numbers within the organization. Also, 

the author argues that reaching the state of comfort by producing trust in numbers is one of the 

main objectives of the audit process. Güntert (2000) argues that the process of auditing in small 

companies increases the directors’ confidence in the accounting numbers, and hence the ability 

to rely on the reported financial position of the company as the basis for decision-making. Thus, 

managers can have a greater confidence in the accounting system and the information it 

produces, and early identify signs of potential failure (Güntert, 2000). Moreover, Kinney (2005) 

states that the fact that the financial statements are prepared by a third party and auditor who is 

independent in applying relevant measurement criteria fosters the trustworthiness of financial 

statements. Kim et al.’s (2011) findings show that voluntary audits play a more vital role in 

enhancing the credibility of audited financial statements than mandatory audits initiated by legal 

requests. Given that the outcome of the audit is informative to shareholders, lenders and other 

potential stakeholders, auditing can also be seen as a public good in the sense that they can use 

the audited information without contributing to it or using up its availability to other users 

(Dedman et al., 2014). The study of Niemi et al. (2012) shows that the need to provide a check 

on internal controls and to improve the quality of financial statement information have shown to 

be important drivers of demand for voluntary audits among small companies. Also, Minnis 
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(2011) finds significant evidence that audited financial statements have a higher predictive 

ability for future cash flows. 

According to Lennox and Pittman (2011), based on a company’s decision to choose auditing or 

not, lenders make estimations about the company’s type, i.e. high or low-risk. It has been argued 

that the company’s decision to hire an auditor might be a signal to lenders that the company is a 

low-risk type. Accordingly, opting out an audit might signalize to lenders that the company is 

more likely to be a high-risk type (Lennox and Pittman, 2011). Therefore, the authors argue that 

the decision not to require mandatory auditing for small companies might threaten the important 

benefit of communicating the company’s types to the stakeholders. Hence, by choosing to be 

audited, the low-risk companies are able to signal their favorable borrowing characteristics after 

the law change. Besides, the companies that remain audited, despite being exempted from 

mandatory audits, enjoy considerably higher credit ratings while lower ratings have been 

recorded for companies that opted out when auditing became voluntary (ibid.). Furthermore, 

Haw et al. (2008) suggest that audited information reduces the information risk for investors 

when they estimate the firm’s future cash flows. Also, Gómez-Guillamón (2003) shows that the 

financial institutions consider the information provided by the auditor as useful and important in 

decision-making when it comes to financing and investing in companies as well as when 

choosing the amount of the investment or the loan to grant. Minnis’s (2011) results are in line 

and indicate that lenders use audited financial statements more intensively when establishing the 

interest rate. Kim et al. (2011) find that companies that engage in voluntary auditing pay lower 

interest rates on their debt than companies that do not, which suggests that banks perceive them 

as less risky. Therefore, it could be said that the audited financial reports are of significance to 

lenders and are more influential in lending decisions. Moreover, obtaining high quality financial 

reports is a tool for enterprises to attract outside investors (Wen, 2016). Minnis’ (2011) findings 

indicate that firms with audited financial reports have a considerably lower cost of debt which 

suggests that lenders find the third party financial statement verification valuable. Additionally, 

bank managers think that the benefit of an audit is that it reduces the risk of bankruptcy and 

financial distress (Ojala et al., 2016).  

Jensen and Meckling (1976) suggest that external auditing of financial statements provides a 

partial solution to the agency costs arising from the separation of ownership and control in 

organizations. Besides, having internal controls audited independently by an external auditor can 

reduce information risk, inherent risk (the likelihood of a material misstatement) and control risk 

(the likelihood that a material misstatement is overlooked) and therefore it reduces the agency 
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costs as well (Hossain et al., 1995; Watson et al., 2002; Prencipe, 2004, cited in Collis, 2010). 

Collis (2010) also argues that external auditing reduces uncertainty because it provides 

information that supports agency relationships. Further, auditing is not used only to supervise the 

managers, but also to signalize to the market that enterprises are under good control (Wen, 

2016). Collis et al. (2004) suggest that the demand for voluntary audit stems from the benefits of 

annually checking the accuracy of internal records and systems, and the quality of the 

information in the accounts. Wallace (1980) also mentions the perception that the quality of 

information is improved as one of the reasons why auditing is demanded. According to the study 

by Seow (2001), the main reason for the choice of auditing is the belief that audited accounts are 

more useful. It is also argued that the value of the firm increases thanks to improved credibility 

and the image of high-quality information arising from the assurance by independent auditors 

(Aklerof, 1970; Holthausen and Verrechia, 1988; Beaver, 1998, cited in Haw et al., 2008). Also, 

the findings by Haw et al. (2008) suggest that voluntary audits enhance the credibility and 

informativeness of the financial reports. Furthermore, Haw et al. (2008) argue that voluntary 

auditing is an effective means for managers to show their commitment to disclose accurate 

information, thereby distinguishing themselves from competitors who refrain from voluntary 

auditing. 

If a company refrains from the audit, it is probable that the preparation fee rises (Collis, 2010), 

since the audit work often overlaps with accounts preparation work (Marriott et al., 2006). It can 

thus be inferred that auditing can be used to reduce costs in some cases although it costs money. 

The legislator also believes that companies that no longer wish to appoint an auditor spend the 

money they save from auditing to strengthen internal controls in order to feel surer that the 

business works as intended (SOU, 2008:32). Besides, hiring an external auditor is for the most 

part essential for small sized companies if they cannot afford expensive internal control systems 

(Niemi et al., 2012). Chow (1982) recognizes that external auditors may perform a given task 

more efficiently than internal auditors due to economies of scale, and they may provide a wider 

range of services e.g. consulting.  External auditors might also be more independent in 

performing their tasks since they are less likely to cooperate with the firm’s staff in a way that 

threatens the objectivity of the audit (Chow, 1982). Also, Dedman et al. (2014) find that 

companies who have purchased non-audit services from their auditor in the past are more likely 

to retain auditing after being exempted from the audit requirement. This observation might stem 

from efficiencies arising from knowledge spillovers when auditing and non-audit services are 
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performed jointly as well from the lower incremental cost for the audit when the client is 

purchasing non-audit services. 

2.2 Scope of prior research 

Nine articles that investigate the same phenomenon as this paper does have been identified. 

These have been directive for development of our hypotheses. In order to better understand the 

findings from previous research on which the theory is based, the reviewed studies and the 

underlying circumstances are introduced below. 

Tauringana and Clarke (2000) investigate voluntary auditing of small firms in the UK, based on 

managerial share ownership, company size, gearing ratio and liquidity ratio as predictors for the 

likelihood to be audited despite exemption. Seow (2001) analyzes the demand for small company 

audits in the UK, taking into account the director’s ownership share, debt covenants with 

bondholders and the proportion of long-term debt, audit costs and the relationship with the 

auditor. Dedman et al. (2014) examines a sample of newly exempted UK firms after another 

relaxation of the audit requirement, taking into account how size, leverage, ownership dispersion 

among other factors affect the decision to retain auditing. Collis (2010) compares turnover as a 

determinant for voluntary auditing of small firms in the UK and in Denmark, in addition to 

management factors such as costs and benefits as perceived by the directors as well as the agency 

factors: relationships with shareholders, lenders and suppliers. Carey et al. (2000) examine the 

voluntary demand for auditing by family firms in Australia in a time without statutory audit 

requirement, considering firm size, debt and the proportion of nonfamily management and 

nonfamily directors in the board. 

Niskanen et al. (2010) investigate small Finnish family firms’ demand for high-quality auditing 

rather than auditing per se, since all firms in Finland were required to have auditing at the time of 

the study. The authors take into account family ownership share, leverage, size, age, profitability, 

inventory, receivables and industry among others as influencing factors. On the other hand, 

factors behind the voluntary auditing per se have been investigated by Niemi et al. (2012) who 

surveyed companies at the time when it was known that an exemption was going to be granted in 

Finland. In their study, the authors include turnover, the presence of outside financing, the 

owner’s involvement in the business, the presence of financial distress, and management’s 

perception of costs and benefits of auditing. Chow (1982) analyzes the relationship between the 

demand for external auditing and size, leverage and ownership share based on a sample of listed 

and unlisted American firms from year 1926, which enabled the author to examine this 
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phenomenon also in big companies in the absence of an institutional audit requirement. Haw et 

al. (2008) examine the determinants of the voluntary auditing of interim reports by listed Chinese 

firms that are freed from mandatory audit requirement. Focusing on interim reports instead of 

annual reports enabled the authors to include big firms in the sample as well. The included 

determinants are profitability, tradable shares, firm size and receivables, among others.  

In Table 1, a summary of the literature introduced above is presented, including the factors that 

are relevant for our hypotheses, and the countries in which each study was conducted. 

Author Factors Country 

Tauringana and  

Clarke (2000) 
Ownership structure, leverage, firm size, liquidity UK 

Seow (2001) Ownership structure, leverage UK 

Dedman et al. 

(2014) 
Ownership structure, leverage, firm size, liquidity, risky 

assets, profitability, firm age 
UK 

Collis (2010) Firm size UK, 

Denmark 
Carey et al. 

(2000) 
Ownership structure, leverage, firm size Australia 

Niskanen et al. 

(2010) 
Ownership structure, leverage, firm size, inventory, 

receivables, profitability, firm age, industry 
Finland 

Niemi et al. 

(2012) 
Owner involvement, debt, firm size, financial distress Finland 

Chow (1982) Ownership structure, leverage, firm size USA 

Haw et al. (2008)  Leverage, firm size, receivables, profitability China 

Table 1: Summary of the factors explored in previous research 

Prior research also includes other factors than those that we use in our study such as the number 

of subsidiaries, the total number of shareholders, the intention to raise new capital (Dedman et 

al., 2014), the directors’ perception of benefits of auditing (Collis, 2010), the presence of non-

audit services provided by the auditor and the length of the relationship with the auditor (Seow, 

2001). Most of them are however, non-financial measures which we lack access to. Thus, we do 

not claim that our set of variables is optimal to assess the phenomenon, but the most suitable one 

for the chosen method. 

2.3 Factors 

As previously stated, three factors that have been identified that are frequently considered in the 

literature in the field of voluntary auditing are ownership structure, leverage, and firm size. There 

is also a considerable number of other factors besides those three that have an influence on 
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determining whether a company will appoint an auditor or not, namely risky assets, profitability, 

firm age and industry characteristics which are going to be described and included in our 

regression model. These are also taken into account in the literature, but to a much lesser extent. 

The three main factors are dominant in the previous research which is a reason to expect that 

they will have a greater effect on the choice of auditing than the other factors. All factors are 

going to be discussed in the next section and empirically tested as independent variables in the 

results section. 

2.3.1 Ownership structure 

The first assumption is derived from agency theory and concerns the ownership structure. The 

relationship between shareholders and managers is a typical principal-agent relationship which is 

why the separation of ownership and control is likely to be associated with agency problems 

(Jensen and Meckling, 1976). It is believed that the agent is not expected to always act in the 

principal's best interest when trying to maximize his/her own wealth and that appropriate 

incentives and monitoring mechanisms such as auditing must be established in order to 

counteract the divergences of interest (ibid.). Furthermore, according to Jensen and Meckling 

(1976), the owners are willing to bear the monitoring costs as long as the benefits outweigh the 

agency costs. Carey et al. (2000) suggest that agency theory offers a theoretical explanation for 

the influence of non-family managers and directors on the demand for auditing, since the 

separation of ownership and control can entail interest conflicts and information asymmetry 

between managers and owners. Thus, it is believed that owners are more likely to rely on 

auditing as a tool to ensure that management’s actions are in line with the owners’ interests 

(ibid.). In addition, Niemi et al. (2012) argue that outsourcing accounting functions by hiring an 

external accountant creates an agency-type relationship between the owner/manager and the 

accountant, thereby increasing the need for an audit. On the other hand, it is argued that the 

owners’ active involvement in the company’s operations is typical in small companies and hence 

their deep insights in the business can make external monitoring mechanisms redundant (Kim et 

al., 2011). The authors point out that information asymmetries between managers and 

shareholders are lower for private than for public companies, due to information advantages. 

According to Carey et al. (2000), agency costs should be lower for small companies due to the 

close alignment of ownership and control, but they argue that agency conflicts still can arise. 

Therefore, if agency costs are high, then external audit is the appropriate monitoring mechanism 

to reduce agency costs (Carey et al., 2000). The rationale behind the effect of ownership share is 

that the manager with a rather small ownership share has incentives to transfer wealth from 
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shareholders; this is allocating resources in a way that is not in line with the interests of the 

shareholders (Chow, 1982). Therefore, performance-based compensation systems which are 

mainly based on accounting numbers are often used to remedy this behavior. Since financial 

information is used to evaluate the performance, the manager might have incentives to falsify the 

underlying reports, which is why auditing is needed to prevent such fraud (Chow, 1982). 

The results of Dedman et al.’s (2014) study indicate that companies with higher agency costs are 

more likely to opt for a voluntary audit. The study of Ojala et al. (2016) shows that voluntary 

audit is positively correlated with high dispersion of ownership. Moreover, Haw et al. (2008) 

find that specific firm characteristics affect the severity of the conflict of interests between 

managers and investors as well as the costs and benefits of auditing that is demanded in order to 

mitigate this agency problem. Likewise, Seow (2001) finds evidence that small sized companies 

that have non-director shareholders are more likely to opt for voluntary auditing than those 

entirely owned by the directors. Also, the findings of Tauringana and Clarke (2000) support the 

idea that managerial share ownership is one determinant of a firm being voluntary audited 

because with auditing they can better control the conflicts of interests between managers, 

shareholders and creditors. A study by Collis (2010) shows that in the UK businesses that are 

wholly family-owned are less likely to choose auditing and that agency relationships are more 

relevant in other small firms, whereas in Denmark agency factors are highly related to auditing in 

all kinds of small companies. 

Another company characteristic associated with agency costs is the size and composition of the 

board of directors. There is empirical evidence from family businesses in Australia for greater 

demand for external auditing with a higher proportion of non-family members in the board of 

directors (Carey et al., 2000). Dedman et al. (2014) show that board size is significantly 

positively linked with having auditing, which may be explained with communication and 

coordination problems faced by larger boards which could be remedied by external auditing. 

They state that a small board indicates a high concentration of ownership and control. Moreover, 

Muth and Donaldson (1998) argue that from an agency perspective, it is crucial that companies 

have a board of directors independent from management influence who control managers in 

order for firms to achieve good performance. Therefore, independent boards are more effective 

at enforcing such a separation and therefore independent boards have a positive effect on firm 

performance. According to Muth and Donaldson (1998) if the board is large, its independence is 

increased, meaning that it is more difficult for the CEO to influence the board and its decisions. 

Due to unavailability of data on ownership structure, which we explain later in the method 
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section, we choose board size as a measure to reflect the ownership structure. We assume that a 

small board implies a greater concentration of ownership and control and a large board implies a 

greater dispersion of ownership and control which should have a positive effect on the demand 

for external auditing. 

Hypothesis 1(H1): The demand for auditing increases with the number of directors in the board. 

2.3.2 Leverage                                                                                                                     

The second factor that has often been investigated in the literature is the leverage. Jensen and 

Meckling (1976) theorize that agency costs increase with the proportion of outside financing 

because with decreasing ownership stake, the manager's costs of extracting non-pecuniary 

benefits from the company decrease. Since this implies a risk for credit providers, a company is 

more likely to purchase independent assurance of the financial statements with a greater 

proportion of outside financing. The fact that the financial reports have been checked by an 

external auditor is of importance because the financial institutions are able to use the reviewed 

information to assess the risk of the company, and lenders are able to write debt covenants based 

upon it (Dedman et al., 2014). Because of owner's information advantage as already explained, it 

is argued that the demand for external auditing should arise from the need for debt financing by 

banks, not equity financing by shareholders (Kim et al., 2011). The authors’ results indicate that 

private companies that voluntarily decide to have their financial statements audited by third party 

auditors have a lower interest rate on debt in comparison with those with no audit. Furthermore, 

Minnis’ (2011) results also indicate that audited companies have a significantly lower cost of 

debt and that lenders rely more on audited financial information when setting the interest rate. 

Kim et al. (2011) argue that external audit is important because it improves the credibility of 

audited financial statements and hence helps private lenders to overcome information problems 

associated with borrower credit quality. 

According to Chow (1982) it has been theorized that in the presence of risky debt, shareholders 

have incentives to transfer wealth from bondholders with activities that benefit themselves at the 

expense of bondholders. Furthermore, this shareholder-bondholder conflict can be mitigated as 

well by concluding agreements that limit the shareholders’ ability to pursue wealth-transferring 

activities. These debt covenants in turn rely on accounting numbers, for example the ability to 

pay dividends can depend on accounting earnings. Auditing can ensure the accurateness of the 

accounting numbers and detect manipulation which is designated to meet the requirements in the 

debt covenants (Chow, 1982). In the study by Collis (2010) the perceived benefit to solve agency 
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problems with lenders was identified in Denmark but was not significant in the case of suppliers 

and other creditors while in the UK it was the opposite. 

Chow (1982) finds strong support for the relevance of debt for the demand for voluntary 

auditing. According to Seow’s (2001) study, companies are more willing to engage in audits 

when lenders request it as a prerequisite for approving a loan. Tauringana and Clarke (2000) take 

the same line, showing that highly geared companies choose to be externally audited as their 

lenders may request that financial statements are audited as a sort of assurance before taking the 

lending decision. Thus, their results show that the higher the proportion of debt in its capital 

structure, the higher the probability that the company will be voluntarily audited. The study by 

Carey et al. (2000) also reveals a positive correlation between the demand for auditing and the 

level of debt. Dedman et al. (2014) only find weak support for the positive influence of leverage 

on the audit decision. On the other hand, Ojala et al. (2016) find that financially distressed 

companies tend to refrain from auditing because they cannot afford it. Moreover, Niemi et al. 

(2012) argue that companies who are experiencing a financial distress would probably opt out 

the voluntary audit because they cannot afford it. However, their findings indicate that bank 

financing is one of the main reasons for voluntary auditing and that companies going through a 

financial distress are more likely to hire an external auditor. This is because professional advice 

from an auditor may be useful for a company that wants to resolve financially difficult situations 

(ibid.). All in all, theory provides considerable support for the following hypothesis. 

Hypothesis 2 (H2): The demand for auditing increases with higher debt to assets ratio. 

2.3.3 Firm size 

A third theory suggests that the demand for voluntary auditing is positively linked to firm size. In 

SOU (2008:32) it is expected that larger companies will be more likely to engage in voluntary 

auditing than smaller companies and it is predicted that 50 percent of the exempted companies 

with a turnover between 3 and 10 million SEK will be audited and 75-80 percent of those with a 

higher turnover. From the agency perspective, shareholders may further lose control as the firm 

grows in size (Muth and Donaldson, 1998). Also Jensen and Meckling (1976) assume that 

agency costs increase with company size, as monitoring mechanisms are likely to be more 

complex and expensive in larger organizations. It is therefore theorized that both the manager-

shareholder conflict and the shareholder-bondholder conflict are reinforced with increasing firm 

size, which implies that the need for monitoring the agent is greater the larger the company is 

(Chow, 1982). Additionally, Tauringana and Clarke (2000) explain that the volume of 
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transactions increases with firm size and errors are more likely to occur in accounting data and 

financial statements which gives another reason to engage voluntarily in external auditing. 

Hence, the bigger the company, the more difficult it may be for the owners to oversee and be 

aware of everything that happens in the company (Carey et al., 2000). However, the study of 

Carey et al. (2000) does not find that the demand for auditing is positively correlated with the 

size of the company. Niskanen et al.’s study (2010) shows that firm size is an important factor 

for the choice between different types of auditors. 

The study by Collis (2010) reveals a positive and significant relationship between turnover and 

auditing in Denmark and the UK and that the management in both countries does not consider 

audit costs a substantial expense when deciding about voluntary auditing. In contrast, Tauringana 

and Clarke (2000) explain that small companies incur unbalanced costs compared to large 

companies since many costs of establishing a manager/agent monitoring system are likely to be 

fixed, and once it has been created the marginal costs of running the system is likely to decrease 

with firm size i.e. it is not twice as expensive to audit a company of double the size. Likewise, 

Chow (1982) suggests that only firms above a certain size threshold find auditing beneficial, due 

to considerable fixed startup costs. Moreover, Niemi et al. (2012) show that firm size is one of 

the determinants for voluntary auditing in small companies, giving the same explanation: some 

audit costs are fixed and therefore decline with firm size. Tauringana and Clarke (2000) conclude 

that the larger the company, the more likely it is to afford external audit costs. Also, Haw et al.’s 

(2008) study is in line with this finding, indicating that firm size is an important determinant of 

voluntary audit, so larger firms are more likely to engage in voluntary audits. Further empirical 

support for this relationship is found by Dedman et al. (2014). We hence formulate our third 

hypothesis as follows. 

Hypothesis 3 (H3): The demand for auditing is positively associated with turnover. 

2.3.4 Risk factors 

Ownership structure, leverage and firm size are the factors that are most present in the reviewed 

literature. Prior research about other factors, such as risk, seems to be very limited. However, we 

intend to take into account those that are possible for us to investigate. As already mentioned, 

Lennox and Pittman (2011) argue that companies choose to be audited in order to be perceived 

as less risky. Therefore, it could be argued that factors that imply higher risk are likely to 

increase the demand for auditing. Risky assets, profitability and firm age have been identified in 

the literature as such factors and are described in this section. 
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Risky assets 

Dedman et al. (2014) find that the proportion of accounts receivable, inventory and cash are 

positively associated with having auditing. These balance sheet components are seen as risky and 

might therefore be important to validate so that suppliers can be sure that they will be paid 

(ibid.). Keeping inventory is considered to be expensive and risky for companies because 

demand can be pretty uncertain but nevertheless the company is forced to provide customers 

with immediate availability without knowing if the goods actually are going to be sold (Song and 

Yao, 2002). When it comes to receivables, there is always a risk that customers do not pay what 

they owe. Nevertheless, companies must pay the suppliers in accordance with the agreed terms, 

and hence the longer a receivable remains unpaid, the riskier it is (Sheman, 2011). With respect 

to cash, Oler and Picconi (2014) find evidence that firms with excess cash holdings tend to have 

lower future returns. It is theorized that high cash levels are associated with an increased 

potential for suboptimal investments due to agency problems since it can be difficult for 

investors to evaluate the costs and benefits of high cash levels (Oler and Picconi, 2014). 

According to Tauringana and Clarke’s (2000) a higher liquidity ratio indicates that the company 

is more likely to finance its short-term liabilities. Thus, the authors hypothesize that the liquidity 

ratio is negatively associated with the probability to engage in voluntary auditing, assuming that 

borrowing companies perceive that short-term debt is more risky than long-term debt. This is 

because short-term interest rates tend to fluctuate more than long-term interest rates and because 

unforeseeable events can make the company unable to pay back its debt at maturity. Therefore, 

small companies may want to signal to their short-term creditors that they are overall solvent 

despite short-term cash flow problems. This means that in order to make sure that creditors 

renew or allow credit financing to the company, small sized companies tend to hire external 

auditors to independently check their financial accounts. The authors’ expectation stands in 

contrast to Dedman et al. (2014). However, the authors only find an insignificant negative 

relationship between the liquidity ratio and the likelihood to have auditing.  

Profitability 

Dedman et al. (2014) classify low profitability as a risk factor for stakeholders as companies with 

poor performance have incentives to manipulate earnings. They find a negative association 

between company’s performance and voluntary auditing, for which the reason can be that 

companies with worse performance wish to signal their creditworthiness to financial statement 

users. This is in line with Niemi et al. (2012) who also find that firms that experience financial 
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distress are more likely to hire an auditor. As previously mentioned, they suggest that auditing 

can be used as professional advice to resolve financially difficult situations. In addition, in such a 

phase, auditing can be of great importance for stakeholders since it can prevent managers´ 

opportunistic behavior during financial distress. The results by Kim et al. (2011) also indicate 

that audited companies have lower profits than unaudited companies. A study by Haw et al. 

(2008) find on the other hand that the probability of engaging in voluntary audit of interim 

reports increases with a firm’s profitability. This finding can be explained with the Chinese 

regulatory requirements based on earnings, this is, certain rights are granted when a minimum 

profitability is achieved, which is why firms might have incentives to manipulate earnings in 

order to meet this requirement. In contrast, firms with a genuinely high profitability may have 

incentives to have their financial reports audited in order to profile themselves as trustworthy as 

opposed to those who refrain from voluntary auditing (ibid.). However, this observation may be 

country-specific to China which is why we would rather expect a negative relationship between 

profitability and auditing. 

Firm age 

Dedman et al. (2014) test the influence of company age on the audit decision but only obtains 

insignificant results except for one year in which a negative relationship is observed. Younger 

companies are seen as more risky due to higher information asymmetry while older companies 

tend to have built up good reputation over time, which reduces the need for independent 

assurance (ibid.). Kirby and King (1997) also find that accountants are more frequently used as 

as source of expertise in younger firms, because they can acquire information from accountants 

that is especially relevant for them at an early stage in their life cycle. In contrast, managers in 

older firms may feel that they are experienced enough and possess enough knowledge to run the 

business without external advice (ibid.). Moreover, Oler and Picconi (2014) suggest that younger 

firms may have greater difficulties to obtain the necessary liquidity and are therefore more 

vulnerable when they run short of cash. On the other hand, the findings by Niskanen et al. (2010) 

indicate that the demand for high audit quality increases with firm age. Taken together, we rather 

expect a negative relationship between age and the demand for external auditing. 

Hypothesis 4(H4): The risk factors: low profitability, young age, and higher proportions of the 

risky balance sheet components cash, inventory and receivables increase the probability of 

voluntary auditing. 
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2.3.5 Industry characteristics 

It can be argued that some industries have complex operations that may be costly to audit (Chow, 

1982). Also, some industries can be very competitive so that firms may be reluctant to reveal 

firm-specific secrets to their competitors (ibid.). For instance, Kim et al. (2011) find that 

companies that refrain from voluntary auditing are primarily concentrated in the construction, 

distribution and machinery industries, while voluntarily audited companies are most common in 

industries they classify as “services” and “electrical and electronic equipment”. Niskanen et al. 

(2012) and Dedman et al. (2014) include a control variable to control for industry effects. In the 

literature it lacks sufficient identification of industries in which voluntary audits are more 

common than in others, which is why we formulate our fifth hypothesis in neutral form. 

Hypothesis 5(H5): The probability of voluntary auditing varies among different industries. 

3. Method 

As previously stated, the aim of this study is to determine whether the factors identified in the 

literature: ownership structure, leverage, firm size, risk factors and industry affiliation influence 

the choice by small and medium sized companies to engage in voluntary auditing in the 

predicted way in Sweden. The method used in this study to examine this relationship is 

quantitative with a deductive approach. It involves testing of the hypotheses with a sample of 

small and medium sized Swedish companies. For the quantitative study the data has been 

gathered from the annual reports of the sample companies through the database Retriever 

Business. In order to investigate the influence of the different factors on the demand for auditing, 

a logistic regression analysis was performed. In all studies on the voluntary audit decision that 

we have reviewed (Seow, 2001; Carey et al., 2000; Collis, 2010; Tauringana and Clarke, 2000; 

Niskanen et al., 2010; Niemi et al,. 2012; Chow, 1982; Haw et al., 2008; and Dedman et al., 

2014) logistic regression is used to investigate the same phenomenon. Linear regressions can 

only be used when the dependent variable is continuous (infinite number of possible values) but 

is not applicable when it is categorical (non-metric) as it is in our study (Pallant, 2013). 

Therefore, if the dependent variable is categorical with two or more categories, logistic 

regression is used to predict the outcomes (Hair et al., 2009, Pallant, 2013). It allows assessing 

how well the set of predictors explains the categorical dependent variable and thus indicates how 

adequate the model is and how important each predictor variable is relative to the others (Pallant, 

2013). According to Hosmer et al. (2013) it is the most frequently used regression model for the 

analysis of such data. There are other models as well but the logistic model is by far the most 
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popular one when the outcome measure is dichotomous (Kleinbaum and Klein, 2010). In our 

case, the dependent variable is dichotomous, which means that it can only take two values which 

are coded with 1 and 0 (Pallant, 2013), representing the categories “audit” and “no audit”. For 

dichotomous variables, a technique called binary logistic regression was used. The independent 

variables (predictor variables) can be either continuous or categorical, or a mix of both in the 

model (Pallant, 2013). Eight of our independent variables are continuous and one is categorical. 

They are going to be discussed further in this chapter. In the remainder of this section, we will 

first explain how the data was selected, and then we present our variables and our regression 

model. Finally, we describe how the model as a whole and each predictor variable are evaluated 

based on the results, and discuss multicollinearity, reliability and validity issues. 

3.1 Data collection and sample 

In order to obtain the data for the research we used the database Retriever Business that collects 

financial, legal and credit information on all Swedish companies. Moreover, the database allows 

limitation of the search by sorting out the companies that are exempted from mandatory auditing. 

Furthermore, we were able to limit our search to corporations. The reason we only consider 

corporations is that the legal audit requirement in 9 kap 1§ ABL only applies to corporations. 

Moreover, we limited our search by choosing companies that have a turnover over 5 million SEK 

for two reasons: first, quiescent companies with no or very few transactions during the financial 

year are not interesting for our study because companies might be too inactive to seriously reflect 

over the benefits of auditing. Second, to be able to run a purposeful logistic regression analysis, 

we needed a balanced sample with approximately as many firms with auditing as firms without 

auditing. Including companies with turnovers e.g. between 3 and 5 million SEK would cause an 

heavily unbalanced sample because of the large number of companies that fall within that range 

and such small companies typically refrain from voluntary auditing. As we found after testing 

different samples, it would yield a sample with only 27.2 percent firms with auditing which 

would be unsuitable for logistic regression. The shortcoming of this sample is that our results 

cannot be generalized to companies with a turnover below 5 million SEK. Another approach 

would have been to include companies with a lower turnover and then delete as many unaudited 

companies as needed to get a balanced sample. However, removing firms from one group 

without removing any from the other group would harm the overall representativeness of the 

results. 

As mentioned in the introduction, the limits for the audit exemption in Sweden are: 3 million 

SEK in turnover, 1.5 million SEK in total assets and 3 employees. However, companies that 
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exceed one or more of these thresholds can still be exempted for two reasons. First, at least two 

of the three criteria must be fulfilled to be obliged to have auditing, and second, they must have 

been fulfilled in the last two preceding financial years. Therefore, our sample is not limited to 

companies with turnovers, total assets and number of employees up to these thresholds, but we 

could also include larger companies. In fact, the presence of newly established and fast growing 

firms would allow us to include firms within a large range of sizes (up to 240 million SEK in 

turnover), which truly enables us to analyze the impact of firm size. However, in order to limit 

sample size and to exclude firms that are not comparable with the majority of sample firms due 

to such extreme values, we decided to put an upper limit at 20 million SEK in turnover. To 

exclude the impact of time, we only included firms whose fiscal year end in June 2015. This also 

ensures that the numbers from the financial reports of audited companies already have been 

audited. Since this study is carried out in spring 2016, it could be that companies that close their 

books at year-end have not been audited yet, which is why we did not choose December 2015. 

Since there is no reason to believe that companies with fiscal year end in June would be 

systematically different from those with fiscal year end in December, we do not believe that we 

exclude certain types of companies with this decision and the results should be generalizable to 

companies with other fiscal year ends as well. 

All these decisions yielded a total sample size of 677 companies in Sweden within various 

industries, which according to the database have been excluded from mandatory auditing. Of 

these, we deleted 26 companies with negative leverage. Since leverage is measured by dividing 

total debt with equity, a negative leverage implies that equity is negative, and not that the 

company does not have any debt. Including these firms would confuse the results for the 

leverage variable, because the statistic software would assume that they have low leverage 

compared to the remaining sample firms although they actually are over-leveraged. We further 

deleted eight companies that are not assigned to any industry in the database. Since the industries 

are unknown for these companies, we did not want them to influence the results for the industry 

variables. Finally, we removed four outliers that are referred to in section 3.7. Out of the 

remaining 639 companies, 296 companies (46.3 percent) chose to hire an external auditor while 

343 companies (53.7 percent) did not. This implies a quite balanced sample which is important 

for the chosen method. All companies that we got after sorting in the database Retriever Business 

are transferred to an Excel file and used in the statistical program IBM SPSS that runs the 

logistic regression.  
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According to Hair et al. (2009), the minimum sample size per group of the dependent variable is 

10 observations per estimated parameter. Thus, since our dependent variable is dichotomous and 

we have nine independent variables of interest, we should include at least 180 (2x10x9) 

observations in our study. Large samples (e.g. 1000 observations or more) make the statistical 

significance tests overly sensitive, i.e. almost any relationship would be statistically significant 

(Hair et al., 2009). Our sample exceeds this minimum size as it consists of 639 companies, but it 

is not too large either. Besides determining the statistical power, the sample size affects the 

generalizability of the results by the ratio of observations to independent variables (Hair et al., 

2009). The desired level is at least 15-20 observations for each independent variable and if this 

level is reached then the results should be generalizable (Hair et al., 2009). Hence, our results 

should be generalizable since our sample consists of 639 firms of which everyone has a value for 

each of our nine independent variables included in the model. 

3.2 Description of the variables  

Three independent variables that have been used in this study have been identified as common 

factors that have an impact on companies when deciding for voluntary auditing. Those are 

ownership structure, leverage and firm size and are all continuous. In addition, our study 

includes six other factors that concern risk and industry characteristics and are only little 

explored in prior research but might also have an impact on companies’ choice for voluntary 

audits. Those are: liquidity ratio, the proportion of receivables, the proportion of inventory, 

profitability, and firm age, which are continuous, and industry which comprises one categorical 

variable for each industry. 

It would have been favorable to measure ownership structure in non-management shares, this is, 

the percentage of shares that are not owned by the managers but by external shareholders. 

Unfortunately, there is currently no database available in Sweden that provides this detailed data 

on ownership structure. An alternative approach that we considered was to look whether a 

company’s CEO also is a director in the board or just an external CEO. If the CEO is also a 

member of the board of directors he/she is probably an owner, whereas an external CEO would 

indicate a greater separation of ownership and control. We intended to include a dummy variable 

in our model coded with value 1 if the company has an external CEO and value of 0 if not. 

However, in the whole sample, there is only one company that has an external CEO. For this 

reason we concluded that this variable cannot have enough statistical power to contribute to our 

model and decided not to use it. Instead, supported by literature (Dedman et al., 2014), we 

decided to include a continuous variable that captures the size of the board of directors, simply 
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measured in the number of directors in the board. A smaller board would indicate greater 

concentration of ownership and control whereas a larger board would suggest a greater 

dispersion of ownership and control.  

Leverage has been measured as the ratio of total debt to total assets expressed as a percentage 

which is in line with Dedman et al. (2014), Carey et al. (2000), and Niskanen et al. (2010). 

Thereby, this is a more frequently chosen way in the reviewed literature than measuring it in 

long-term debt to total assets like Haw et al. (2008) did, or in total debt to equity like Chow 

(1982) did. 

Firm size has been measured with turnover for a number of reasons. First, turnover is not prone 

to manipulations or bias of accounting data (Hirschey, 2009). Moreover, when the firm size is 

measured in turnover, the measurement issues related to, for instance inflation and replacement 

cost errors are minimized (ibid.). Also, this measure is the most common measure for evaluating 

firm size in prior research (e.g. Collis, 2010; Niemi et al., 2012). In our model, we use the natural 

logarithm of turnover in order to properly deal with the skewness of the data when the data 

distribution is asymmetric (Schlenker, 2016). In our sample there are many firms at one end of 

the scale and few firms at the other end. Many companies are just above 5 million SEK in 

turnover and only few companies are just below 20 million SEK. Hence, if a dataset is so 

unevenly distributed, the variable should be logged to avoid asymmetry. Size variables are also 

logged in the studies by Dedman et al. (2014), Niemi et al. (2012), Haw et al. (2008), Kim et al. 

(2011) and Niskanen et al. (2010). 

The liquidity ratio is calculated by dividing cash with total assets, and receivables and inventory 

are also divided by total assets to calculate the proportion of receivables and inventory, 

respectively, like it is done in Dedman et al.’s (2014) study. All the hitherto mentioned 

independent variables are predicted to have a positive effect on the dependent variable “audit”. 

Profitability is measured in return on assets (ROA), this is, earnings before interest and tax 

(EBIT) over total assets. The reason why we decided to use ROA as a measure of profitability is 

because it is considered to be the most effective financial measure to assess company 

performance (Hagel et al., 2013). In accordance with Dedman et al. (2014), firm age is measured 

as the number of years since the registration. In line with Dedman et al. (2014) and Niskanen et 

al. (2010), this variable is also logged because the distribution of data is skewed). There are 

many young firms and the further you go back in time the number of firms with the same 

registration year decreases. These two variables are predicted to have a negative effect on the 
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dependent variable. We also take into account in which industry a company operates. The 

Retriever Business database distinguishes between 26 different industries, and our model 

includes one dummy variable for each of these industries. Because industry characteristics can 

increase or decrease the probability of auditing, it can affect the outcome either positively or 

negatively depending on the specific industry. 

The dependent variable audit is dichotomous meaning it can only take one of two values (1 and 

0). Because of that we used a binary logistic regression model in the statistical program IBM 

SPSS. 

3.3 The logistic regression                

The model is based on the logistic function ( )  
 

     
 . Note that for z=-∞, f (z) =0 and for 

z=∞, f (z) =1. Thus, the range of f (z) is from 0 to 1, regardless the value for z. Figure 1 depicts 

the graph of the logistic function.  

 

Figure 1: Logistic function. Based on Kleinbaum and Klein (2010) 

The logistic regression model uses the S-shaped logistic curve to stay within the range of 0-1 

(Hair et al., 2009). As the graph shows, the curve starts near f(z)=0 where it has a slope close to 0 

and gets steeper until z=0. Moving further into the positive range of z-values, the curve gets 

flatter and levels off, approaching f(z)=1. The fact that the curve always yields a number 

between 0 and 1 regardless of the input is the primary reason why logistic regression is suitable. 

Because of this trait, the model suits well to determine a probability for something to occur 

which is always defined as a number between 0 and 1 (Kleinbaum and Klein, 2010). In our case, 

what is measured is the probability for a company to be audited or not. 
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3.4 The logistic regression model  

The logistic regression model is given by the equation                       where 

the Xs are the independent variables of interest and α and βs are constant, unknown parameters. 

The Z is an index that combines the Xs and is hence inserted in the logistic function. Thus, the Z 

in the logistic function is replaced by the linear expression that represents α plus the sum of all βs 

times all Xs (Kleinbaum and Klein, 2010). Since we consider 9 independent variables, our 

logistic regression model is: 

 Z (AUDIT) =      BOARDSIZE +    LEVERAGE +  
 
 ln (TURNOVER) +    CASH + 

   RECEIVABLES +    INVENTORY +    ROA +    ln (AGE) + industry dummies 

BOARDSIZE is an index for ownership structure measured by the size of the board of directors, 

LEVERAGE is given by the debt to asset ratio, TURNOVER is an index reflecting firm size 

measured with the natural log of turnover, CASH is the liquidity ratio, RECEIVABLES is the 

proportion of receivables, INVENTORY is the proportion of inventory, ROA is profitability 

measured in return on assets, AGE is firm age measured in the natural log of years since 

registration, and industry dummies contain one dummy variable for each industry. The α and βs 

must be estimated based on the obtained data for the Xs and the outcome (1/0 for auditing/no 

auditing). Once the α and β are estimated, their values and the values for the independent 

variables can be plugged into the logistic model in order to calculate the predicted outcome for a 

certain individual from the sample (Kleinbaum and Klein, 2010). Consequently, after fitting the 

model and getting the estimated values for the unknown parameters, it is possible to calculate the 

probability for a specific company of being audited or not by plugging in the values for the 

independent variables. The calculation will yield a number between 0 and 1 which can be 

translated into a percentage probability, e.g. a value of 0.4 means a probability of 40 percent that 

a company is being audited based on the data for our three independent variables.  

3.5 Goodness of fit 

As previously mentioned, logistic regression also allows assessing the appropriateness of the 

model, which is referred to as “goodness of fit”. This includes methods to examine to what 

extent the estimated logistic model predicts the observed outcomes in a dataset. Goodness of fit 

considers how well a given model fits the data, but does not compare the appropriateness of the 

model with those of other models. For this purpose, goodness of fit requires a measure that 

compares the predicted outcomes to the observed outcomes (Kleinbaum and Klein, 2010). A 

widely used measure of goodness of fit is the Hosmer-Lemeshow (HL) statistic. According to 
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Pallant (2013), it is the most reliable goodness of fit measure. Hosmer-Lemeshow statistic is 

calculated in SPSS and it will be presented in a section 4.3. Lastly, Hosmer-Lemeshow statistic 

is tested for significance where a value greater than 0.05 indicates good fit (Pallant, 2013). 

Furthermore, the “Cox & Snell R-Square” and “Nagelkerke R-Square” values provide an 

indication of the amount of variation in the dependent variable explained by the model (from 0 to 

1) (Pallant, 2013). In other words, the values provide information about the percentage of 

variability explained by the set of variables included in the study (ibid.). 

3.6 Impact of each independent variable  

In addition to assessing the appropriateness of the model as a whole, the contribution and 

importance of each independent variable to the predictive ability of the model can be assessed. 

The test used for that is the Wald test, which generates a value for each predictor in the model. If 

a significance level is less than 0.05 it indicates that the variable in question is of significant 

importance for the model (Pallant, 2013). It is calculated by dividing the estimated β of the 

variable by its standard error (S.E) and usually equals chi-square in large samples (Kleinbaum 

and Klein, 2010). In the descriptive statistics we included the t-statistic which indicates whether 

there is a significant difference between two population means (Hair et al., 2009). According to 

Fair (2011), commonly used cutoff for t-statistics is 2.0 (-2.0) indicating whether a theory is 

supported or not, thus the theory is not supported if the t-statistics is less than 2.0 from zero 

(ibid.). 

3.7 Multicollinearity and outliers 

A key issue in interpreting the regression variate is the correlation among the independent 

variables (Hair et al., 2009). The ideal situation would be when independent variables are highly 

correlated with the dependent variable, but with little correlation among themselves (Hair et al., 

2009; Pallant, 2013). Accordingly, the easiest way of identifying collinearity is an examination 

of the correlation matrix for the independent variables (obtained in SPSS). The presence of high 

correlations is an indication of multicollinearity between independent variables (Pallant, 2013). 

Additionally, the Variance Inflation Factor (VIF) which is a widely used measure of the degree 

of multicollinearity between independent variables has been tested. According to Pallant (2005), 

the commonly used cut-off point for determining the presence of multicollinearity is a VIF value 

of above 10. Also, O’Brien (2007) states that besides the cut-off point of 10, also 4 is commonly 

used.  
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For some special cases or groups of cases the model might not work well. SPSS lists cases with 

especially large “ZResid” values (above 2.5 or less than -2.5) which should be examined more 

closely and considered to be removed from the sample as those are clear outliers (Pallant, 2013). 

In our study, four outliers have been detected and we decided to exclude those from our sample, 

given their large residual values. 

3.8 Reliability and validity 

The use of multiple variables and the reliance on their combination (variate) when it comes to 

multivariate techniques implies that all variables must have some degree of measurement error 

which is the degree to which observed values are not representative for the real values (Hair et 

al., 2009). Therefore, two important characteristics of a measure are considered, namely 

reliability and validity. Moreover, reliability and validity are important issues to assess in a 

research because they can influence the quality of the data obtained in the study (Pallant, 2005).  

Reliability is used to measure the consistency and stability of the results (Bryman and Bell, 2011; 

Pallant, 2013). In other words, reliability presents the consistency and repeatability of a study 

over time (Bryman and Bell, 2011; Greener, 2008). This implies that the research is supposed to 

be transparent so that the reader would obtain same results if the steps and procedures used in 

this study are followed (Greener, 2008). To achieve reliability in this study, the comprehensive 

explanation of the steps and procedures used in data collection has been ensured. This has been 

done in order to make sure that replicability of the study is achieved. Thus, if the reader follows 

the steps of data selection and model composition described above, the same results should be 

obtained. 

Validity refers to the issue of whether or not an indicator really measures the concept (Bryman 

and Bell, 2011; Hair et al., 2009). There are different ways of describing validity of a study. 

Namely, the degree to which a measure represents what it is supposed to and the degree to which 

the model represents a general population (ibid.), i.e. whether it is possible to generalize the 

results of the study to other contexts or situations. In accordance with Hair et al. (2009) our 

sample size supports generalizability of its results as it exceeds the minimum of 15-20 

observations for each independent variable. “Face validity” implies that the layperson can easily 

understand that the chosen methodology makes sense for answering the research question. 

Hence, the choice of the research technique has been described in detail and in order to ensure 

validity in this study, the appropriate method has been used. “Construct validity” is a way of 

ensuring that the model measures what it is supposed to. Logistic regression is a widespread 
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technique used when predicting cases where the outcome is binary. Moreover, logistic regression 

does not strictly rely on assumptions of multivariate normality and equal variance matrices 

across groups and it is more robust when those assumptions are not met, making its application 

appropriate in many occasions (Hair et al., 2009).  

4. Results 

This section presents the results of the study and the interpretations of these. First, descriptive 

statistics are presented followed by a correlation analysis for all continuous independent 

variables included in this study in order to see how they correlate with each other. Finally, a 

multivariate regression analysis of the independent variables’ potential relation with companies’ 

voluntary choice of auditing is presented. 

4.1 Descriptive statistics 

The table 2 shows the mean values, standard deviations, as well as minimum and maximum 

values of all continuous, independent variables. 

Variable Mean SD Min Max t-test 

Board Size Audit = 1: 2.52 
Audit = 0: 2.48 

Audit = 1: 1.06 
Audit = 0: 0.98 

Audit = 1: 1.0 
Audit = 0: 0.0 

Audit = 1: 9 
Audit = 0: 10 

0.468 

Leverage Audit = 1: 8.97 
Audit = 0: 7.75 

Audit = 1: 21.439 
Audit = 0: 17.669 

Audit = 1: 0.03 
Audit = 0: 0.00 

Audit = 1: 207 
Audit = 0: 215 

0.790 

Ln 

(Turnover) 
Audit = 1: 2.12 
Audit = 0: 1.94 

Audit = 1: 0.368 
Audit = 0: 0.299 

Audit = 1: 1.61 
Audit = 0: 1.61 

Audit = 1: 2.99 
Audit = 0: 2.82 

6.725 

Cash 

/TA 
Audit = 1: 0.223 
Audit = 0: 0.283 

Audit = 1: 0.215 
Audit = 0: 0.255 

Audit = 1: 0.00 
Audit = 0: 0.00 

Audit = 1: 0.95 
Audit = 0: 1.00 

-3.169 

Receivables 

/TA 
Audit = 1: 0.249 
Audit = 0: 0.241 

Audit = 1: 0.222 
Audit = 0: 0.250 

Audit = 1: 0.00 
Audit = 0: 0.00 

Audit = 1: 0.94 
Audit = 0: 1,12 

0.052 

Inventory 

/TA 
Audit = 1: 0.138 
Audit = 0: 0.099 

Audit = 1: 0.211 
Audit = 0: 0.180 

Audit = 1: 0.00 
Audit = 0: 0.00 

Audit = 1: 0.87 
Audit = 0: 0.88 

2.478 

ROA Audit = 1: 0.149 
Audit = 0: 0.201 

Audit = 1: 0.233 
Audit = 0: 0.266 

Audit = 1: -1.17 
Audit = 0: -0.65 

Audit = 1: 1.73 
Audit = 0: 1.48 

-2.633 

ln(Age) Audit = 1: 1.369 
Audit = 0: 1.446 

Audit = 1: 0.767 
Audit = 0: 1.006 

Audit = 1: 0.00 
Audit = 0: 0.00 

Audit = 1: 4.38 
Audit = 0: 3.87 

-1.065 

Table 2: Descriptive statistics 
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As it could be seen in Table 2, companies that engage in voluntary auditing have on average 

slightly larger boards of directors (2.52 members) than unaudited companies (2.48 members) 

which is consistent with H1. Audited companies are generally more leveraged than unaudited 

companies (8.97% compared to 7.75%), which also supports H2. However, the low t-values 

(0.468 and 0.790 respectively) indicate that these differences are not significant. Companies with 

auditing also have higher turnover than those without auditing, which is in line with H3. This 

finding is further supported by a high t-value (6.725). The logged size variable does not allow us 

to calculate the mean values for turnover of both groups, but before logging the variable, we 

could see that companies with auditing have an average turnover of around 9 million SEK per 

year, while companies without auditors have a turnover of around 7 million SEK.  

Furthermore, audited companies have a lower liquidity ratio, a higher proportion of inventory, an 

approximately equally high proportion of receivables, are younger and less profitable, which 

indicates mixed results for H4. The t-values for cash (-3.169), inventory (2.478) and return on 

assets (-2.633) suggest that the difference between audited and unaudited companies are 

significant with respect to these variables. The receivables variable (t=0.052) is insignificant. 

The average age of the companies with auditor is lower than for companies without auditor, 

more precisely, the unlogged numbers revealed 5.34 years for audited companies and 7.25 years 

for the unaudited ones. However, the t-value (-1.065) of the logged age variable refutes the 

significance of the difference in terms of age between the two groups. 

4.2 Assessing the multicollinearity 

As previously stated, logistic regression is sensitive to high correlations among the predictor 

variables (multicollinearity). The Pearson Correlation Matrix is used to examine the correlations 

between the continuous independent variables and the result is showed in Table 3. It indicates 

that there are low correlations between independent variables. Thus, no multicollinearity 

problems seem to exist in the regression model used in this study. Some correlations are 

statistically significant, for example the one between turnover and leverage, but they are still 

low. The highest correlation is 0.4 between cash and return on assets. To assure that this is not a 

problem we also checked the other determinant of multicollinearity, namely VIF (variance 

inflation factor) value. In our study, the VIF values for all independent variables are below 4 

which further indicate no multicollinearity issues. 
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 Board

Size 

Leverage Turnover Cash 

/TA 

Receivables 

/TA 

Inventory 

/TA 

ROA Age VIF 

BoardSize 1 0.052 -0.058 -0.012 0.012 0.014 -0.025 0.043 1.010 

Leverage 0.052 1 0.123
a
 -0.163

a
 -0.033 0.115

a
 -0.257

a
 -0.158

a
 1.131 

Turnover -0.058 0.123
a
 1 -0.038 0.050 -0.042 -0.038 -0.09

b
 1.030 

Cash/TA -0.012 -0.163
a
 -0.038 1 -0.188

a
 -0.278

a
 0.03

a
 0.007 1.374 

Receivabl

es/TA 

0.012 -0.033 0.050 -0.188
a
 1 -0.224

a
 -0.028 -0.09

b
 1.156 

Inventory 

/TA 

0.014 0.115
a
 -0.042 -0.278

a
 -0.224

a
 1 -0.140

a
 -0.048 1.202 

ROA -0.025 -0.257
a
 -0.038 0.403

a
 -0.028 -0.140

a
  1 0.004 1.252 

Age 0.043 -0.158
a
 -0.088

b
 0.007 -0.085

a
 -0.048 0.004 1 1.049 

a. Correlation is significant at the 0.01 level (2-tailed).    b. Correlation is significant at the 0.05 level (2-tailed). 

Table 3: The Pearson Correlation Matrix 

4.3 Regression analysis 

According to Tauringana and Clarke (2000), multivariate tests serve as a check for univariate 

results since they could differ from each other due to multicollinearity and measurement errors. 

In this section we present the results for the regression analysis that shows the relationship 

between the chosen set of independent variables and the dependent variable (auditing). Table 4 

depicts our baseline model which is a model that does not include any of our explanatory 

(independent) variables. It will serve as a starting point when evaluating the model in which the 

predictor variables are included. The predictions of the baseline model are made basically on the 

category that occurred most often in our dataset and according to Pallant (2013) it is desired to 

have a higher accuracy in the Block 1. In our case the model always guesses 0 because more 

companies choose not to have an auditor. The “Overall Percentage” row shows that this 

approach to predict the outcome is correct in 53.7 percent of the cases. 
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Observed Predicted 

Auditor Percentage 

Correct 0.0 1.0 

Auditor 0.0 343 0 100.0 

1.0 296 0                       0.00                              

Overall Percentage                             53.7                            

Table 4: Classification Table Block 0 

Table 5 shows how well our model is able to predict the correct category (1= audit, 0= no audit) 

for each case. We compare this table with Table 4 to see how much improvement there is when 

the predictor variables are included in the model. It means that in Block 1 we should get a higher 

percentage or improvement over the percentage in the Block 0. In our case, the model is 

correctly classifying the outcome for 66.8 percent of the cases which is an improvement over 

53.7 percent in Block 0. 

Observed Predicted 

Auditor Percentage 

Correct 0.0 1.0 

Auditor 0.0 255 88 74.3 

1.0 124 172 58.1 

Overall Percentage     66.8 

Table 5: Classification Table Block 1 

In addition, the Omnibus test has been conducted which shows us the overall indication of 

whether the new model (with explanatory variables included) is an improvement over the 

baseline model in Block 0 (Pallant, 2013). In our case, the chi-square is 113.916 (with 34 degrees 

of freedom) and a significance value of 0.00 which according to Pallant (2013) indicates that the 

accuracy of our model improves when our explanatory variables are included. Moreover, the 

Hosmer-Lemeshow test, which is the most reliable test of model fit shows the chi-square of 

11.514 (with eight degrees of freedom) and the significance level is 0.174 which is higher than 

0.05 which further indicates good fit for our model. In our study the values of the “Cox & Snell 

R Square” and “Nagelkerke R Square” are 0.163 and 0.218 which means that between 16.3 and 

21.8 percent of the variability is explained by our set of variables. 

The results of the multivariate analysis for each independent variable are shown in Table 6 

below. In the column “B” it can be seen which variables have negative values and which have 
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positive values. This tells us about the direction of the relationship; which factors increase the 

likelihood of a outcome 1 and which decrease it. The column “Sig.” shows the statistical 

significance for each variable, whereby variables with values less than 0.05 contribute 

significantly to the predictive ability of the model. The Exp (B) column shows the odds ratios 

meaning that the increase (or decrease if the ratio value is less than 1) in odds of being in one 

outcome category (no audit or audit) when the value of the predictor variable increases by one 

unit (Pallant, 2013).  

Hypothesis 

tested 

 Variable B S.E. Wald df Sig. Exp(B) 

H1 BoardSize  0.031 0.085 0,133 1 0,716 1,032 

H2 Leverage - 0.006 0.005 1,585 1 0,208 0,994 

H3 Ln (Turnover)  1.919 0.280 46,895 1 0,000 6,816 

H4 Cash/TA -0.900 0.444 4,098 1 0,043 0,407 

H4 Receivables/TA -0.56 0.446 0,016 1 0,901 0,946 

H4 Inventory/TA  0.350 0,534 0,431 1 0,512 1,420 

H4 ROA -0.856 0,411 4,350 1 0,037 0,425 

H4 Ln (Age) -0.063 0,102 0,384 1 0,536 0,939 

H5 Industry     41,639 26 0,027   

Table 6: Variables in the equation 

Concerning the relative importance of each independent variable compared to the others, we can 

conclude that turnover has the greatest impact on the probability to opt for auditing voluntarily 

(Wald=46.895), closely followed by industry (Wald=41.639). These factors are the most 

important ones for the predictive ability of the regression model. A much weaker, but still 

significant contribution is made by profitability (Wald=4.350) and liquidity (Wald=4.098). These 

two are the strongest negative predictors, decreasing the probability of audit as they increase. 

The descending order of importance of the remaining factors, which are all insignificant, are 

leverage (Wald=1.585), inventory (Wald=:0.431), age (Wald=0.384), board size (Wald=0.133) 

and receivables (Wald=0.016), being the weakest predictor. 

4.3.1 Board size 

As expected, the dispersion of ownership and control as measured in the number of directors in 

the board has a positive relationship with voluntary auditing. However, this relationship is not 

statistically significant since the significance level is above 0.05 and the variable's contribution 

to the model is therefore small. Thus, we cannot confirm H1. The reason why H1 is not 
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supported can be twofold. First, it is possible that board size does not accurately reflect the 

concentration or dispersion of ownership and control in small and medium sized Swedish 

companies. Second, it could be that ownership structure is not an issue in small and medium 

companies considering that only one company in the sample had an external CEO. It may be the 

most common that a small sized company is entirely owned by its CEO. According to Niemi et 

al. (2012), there is little variation in ownership structure among small companies in any legal 

system and the degree of separation of ownership and control is lower in small companies. In our 

sample, there was quite little variation in board size. A further explanation is offered by Kim et 

al.’s (2011) view that the owners’ active involvement in the business makes them think that 

external monitoring is unnecessary. Thus, agency problems should be a minor issue in small 

firms (Carey et al., 2000).  

4.3.2 Leverage 

Leverage has also a small impact on our independent variable and this relationship lacks 

statistical significance, hence H2 is rejected. The fact that leverage does not have the expected 

impact on auditing, but the liquidity ratio is negatively associated with auditing suggests that 

short-term debt is seen as more risky than long-term debt as Tauringana and Clarke (2000) argue, 

and hence has a greater impact on the decision between auditing and no auditing. Furthermore, 

that leverage does not seem to affect the demand for auditing could stem from two counteracting 

effects. Following Niemi et al. (2012), small firms in financial distress may wish to take 

advantage of the auditor's expertise to solve problems, but on the other hand they may not afford 

to hire an auditor in financially difficult situations. Likewise, Ojala et al. (2016) find that 

financially distressed companies tend to refrain from auditing because they cannot afford it. 

4.3.3 Turnover 

Our results indicate a strong positive relationship between firm size measured in turnover and the 

likelihood to voluntarily appoint an external auditor. A firm with approximately ten million more 

in turnover is more than six times more likely to hire an auditor (Exp(B)), all other things being 

equal. This relationship is statistically significant. Thus, H3 is confirmed. Hence, the larger the 

company in terms of turnover, the more likely it is to engage in voluntary auditing. Thus, our 

study provides strong support that turnover influences the probability of auditing substantially, 

especially when considering the extremely low representation of voluntarily audited companies 

with a turnover below 5 million SEK, a population that we choose not to include in our analysis 

because it would cause our sample to be highly unbalanced. This finding is consistent with 

research findings from other countries previously mentioned in our paper  (Tauringana and 
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Clarke, 2000; Niemi et al., 2012; Haw et al., 2008; Dedman et al., 2014) that reveal this 

relationship and suggest that auditing is not meaningful under a certain size threshold under 

which audit costs exceed the benefits. It is also in line with the expectation expressed in SOU 

(2008:32) that larger companies are more likely to retain external auditing. That the 

overwhelming majority of exempted companies have abandoned auditing could be the reason for 

the lack of research on voluntary auditing in Sweden. The exempted companies’ reluctance to 

auditing could in turn stem from the low size thresholds for mandatory auditing. In other words, 

most exempted companies are too small to recognize the benefits of auditing, following Seow’s 

(2001) argument that the cost and time of preparing an audit decreases the demand for auditing, 

and Jensen and Meckling’s (1976) logic that a firm only will demand an audit if its benefits 

outweigh its costs. 

It could be argued that if the size thresholds in Sweden were higher, like in other countries, there 

would be a greater number of larger exempted companies and hence probably more voluntary 

auditing and potentially more research on this topic. Then there would be more companies that 

perceive that voluntary auditing is a worthwhile approach for their strategy to signal credibility 

and use it as a competitive advantage over exempted competitors who refrain from auditing, like 

Haw et al. (2008) describes it. Considering that such a study would also be of interest for policy 

makers according to Collis (2010) and Tauringana and Clarke (2000), the finding that turnover 

has a significant impact on the demand for voluntary auditing could be an incentive to adjust the 

size thresholds for mandatory auditing in accordance with other countries where a stepwise 

adjustment has taken place. For instance, in the UK the threshold size of 90,000 £ in turnover 

and balance sheet total of 1.4 million £ from the introduction of the exemption in 1994 was 

raised to 5.6 million £ in turnover and 2.8 million £ in total assets in 2004 (Dedman et al., 2014). 

If Sweden follows this example, it would allow more companies to profile themselves as 

trustworthy by appointing an auditor, since companies with voluntary auditing can be seen as 

more trustworthy than those with mandatory auditing, according to Haw et al. (2008).  

4.3.4 Risk factors 

We find a negative relationship between the cash asset ratio and auditing, which is also 

significant. This is consistent with Tauringana and Clarke’s (2000) hypothesis, although their 

finding is insignificant. They hypothesize that a firm’s low liquidity implies another type of risk 

that increases the demand for auditing, namely the inability to repay its short term debt. It seems 

like this kind of risk is a greater driver of voluntary auditing in Sweden than the risk that large 

cash holdings are squandered. Another idea that supports a negative relationship is that a high 
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cash level can be interpreted by the market as a signal for lower risk because of a greater 

capability to overcome potential future financial difficulties (Oler and Picconi, 2014). Although 

Oler and Picconi (2014) find that firms with excess cash tend to perform worse in future, this is 

even more the case for firms with insufficient cash. A greater proportion of receivables among 

the assets also reduce the probability of being audited, but this relationship is not significant. A 

greater share of inventory contributes, as expected, positively to the probability of auditing, 

albeit not significantly. As expected, our results also suggest a negative association between 

profitability measured in return on assets and auditing, which is statistically significant. This 

finding is in line with Dedman et al.’s (2014) argument that companies with low performance 

seek to signal their creditworthiness to stakeholders. Another explanation can be that auditors’ 

expertise is used to overcome financial distress, as suggested by Niemi et al. (2012). We further 

identify a slightly negative relationship between company’s age and auditing, which is however 

not statistically significant. Although theory supports a negative relationship, this finding is not 

surprising given that the empirical results of earlier studies (Dedman et al., 2014 and Niskanen et 

al., 2010) concerning age also are mixed. When the age variable is not logged, the relationship is 

statistically significant. Taking everything into account, the results concerning risk factors are 

mixed and H4 is refuted. It seems that each factor has a different effect on auditing and therefore 

it might be that not all of them are perceived by the stakeholders as risk factors. 

4.3.5 Industry 

Furthermore, our findings indicate that the likelihood of choosing voluntary auditing also 

depends on the industry in which a company operates. The relationship between all industry 

dummies taken together and the dependent variable is significant and hence H5 is supported. 

This implies that small sized company audits are more common in some industries than in other 

industries. According to our study, e.g. companies in the real estate industry, companies 

rendering legal, management and consulting services and those operating in the culture and 

leisure industry are more likely to have auditing, while in e.g. the bank, finance and insurance 

industry, retail industry and wholesale industry auditing seems to be less common in small firms. 

The results for each industry can be seen in the Appendix. 

The wholesale industry is the one that is closest to the highest conventional level of statistical 

significance. No significant relationship is found for any of the categories alone, most likely 

because of the small number of firms in each industry given the large number of categories (26) 

in a sample of only 638 firms. However, taken together we can conclude that the industry which 

a company belongs to matters and therefore, H5 is supported. It could be argued that auditing is 
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more common in fields that are related to auditing, namely legal, management and consulting 

services which is consistent with the findings by Kim et al. (2011). The reason for this 

relationship could be that consultants and auditors share core professional values such as 

independency and objectivity and that there could be some overlaps between auditors’ and 

consultant’s jurisdiction. Even though consulting is said to stand in contrast to auditing, 

supporting rather commercialistic than professional values, Suddaby et al. (2009) do not find any 

significant difference between both group’s attitude towards their profession. Management 

consulting is also seen as a natural extension to auditing and often sold and marketed together 

(Suddaby et al., 2009). Thus, by being audited, a small consulting firm can acquire knowledge 

from its auditor and apply it in its own business processes. 

4.3.6 Reflections about findings 

That some results are not consistent with our hypotheses is not surprising, since the theories on 

small firms are not so well-developed yet, as stated by Collis (2010). Our expectation that the 

three factors that dominate prior research would have a stronger effect on the dependent variable 

than the remaining variables is not confirmed. Also the fact that this study is carried out in 

another country then all the reviewed studies can have caused these somewhat puzzling results, 

given that there are considerable country differences (Collis, 2010) which may imply different 

attitudes towards auditing and varying degrees of importance of the explored factors among 

different countries. It would require a qualitative research to find out what really matters to 

directors when it comes to drivers of voluntary auditing. It is also possible that some companies 

engage in auditing just because they used to do so before the exemption was introduced and have 

not thought about the option to drop out yet or need time to adapt to the law change. Support for 

this idea is given by Dedman et al. (2014) who document a steady decline of audit demand over 

time, and by the expectation expressed in SOU (2008:32) that more and more companies will 

drop out as time passes by. The legislator expected that 50 percent of companies with a turnover 

between 3 and 10 million and 75 to 80 percent of companies over 10 million would retain 

auditing. Five years later, if we adjust our sample accordingly, we find that only 23.8 percent of 

the former and 68.2 percent of the latter still engage in auditing. For companies that are 

preparing for dropping out or simply are not aware of the exemption the potential benefits of 

auditing might not be relevant and this can have confused the results of this study further. 

Furthermore, by omitting companies with a lower turnover than 5 million SEK, we might have 

eliminated some companies with high figures for other variables. For instance, some companies 

cannot have more than three employees or total assets higher than 1.5 million SEK, since the 
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turnover threshold already has been exceeded. This does not mean that all companies with more 

than three employees and/or total assets over 1.5 million SEK have been excluded, because 

another requirement that must be fulfilled to trigger mandatory auditing is that the limits must 

have been exceeded two years in row. However, companies that do have exceeded the turnover 

threshold in two consecutive years must have a maximum of three employees which in turn 

limits the potential number of directors in the board.  

5. Conclusion  

This study examines the drivers of the demand for voluntary auditing in small and medium sized 

Swedish companies using a logistic regression analysis on a sample of 639 companies that are 

exempted from the mandatory audit. The purpose of this paper is to examine the extent to which 

the factors such as ownership structure, leverage, firm size, risk factors and industry 

characteristics impact the choice of voluntary auditing despite the lack of legal requirement for 

it. In the academic literature, there is to our knowledge no such empirical study on this 

phenomenon in Sweden, hence our study constitutes, thanks to its explorative value and results, a 

considerable contribution to the existing knowledge in the field of small company auditing. 

Furthermore, it takes into account a great variety of factors concerning ownership, debt, size, risk 

and industry characteristics. Despite limited presence of existing theory, we also included 

variables which reflect the latter two in addition to the former three factors that dominate prior 

research. 

The main finding of this study is that turnover is the strongest predictor for voluntary auditing in 

Sweden, implying that companies with higher turnover are more likely to opt for voluntary 

auditing. Liquidity and profitability have the greatest negative influence on auditing. The 

influence of debt and ownership structure is not confirmed, but it might be that board size is not 

an optimal measure for ownership dispersion. That no relationship between leverage and 

auditing is found could stem from the possibility that short-term debt is considered more risky 

than long-term debt, since a negative relationship between liquidity and auditing is found. Two 

risk-related factors seem to have an impact on companies’ choice for or against auditing, and our 

findings suggest that low liquidity is one of them, rather than large cash holdings. Low 

profitability is the other risk factor that tends to support auditing. For firm age, receivables and 

inventory on the other hand, no evidence is found. Our findings support the general hypothesis 

that the industry in which a company operates has an impact on its choice of voluntary auditing. 

It is the second strongest predictor after turnover and nearly equally important. However, we 
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could not identify with sufficient reliability specific industries in which the probability of 

voluntary auditing is higher than in others.  

The study's results should be seen in conjunction with its limitations. Since for methodological 

reasons, all companies with a turnover less than 5 million SEK were excluded, our results are not 

generalizable to companies that are smaller than 5 million SEK in turnover. Because of the small 

share of companies with voluntary auditing among companies of this size, a survey-based study 

would be suitable to find out what their motives are to opt for external auditing which would be a 

possible path for future research. Also, since all companies meet the turnover requirement for 

mandatory auditing, we might have excluded some companies with a large number of employees 

which in turn could have larger boards. Moreover, regression analyses do not examine 

causalities, so there could be a reversed causality between the explanatory variables and auditing. 

For instance, the presence of auditing can make it easier for companies to attract clients which in 

turn can have a positive impact on sales.  

For future research a potentially more reliable proxy for ownership concentration could be used 

for studies examining determinants of voluntary auditing. Lastly, since our results indicate that 

predictor variables explain between 16.3 and 21.8 percent of the variation in the dependent 

variable, our model does not explain everything. This is not surprising given that we only had 

access to companies’ financial data. In future studies an even greater set of variables including 

non-financial data could be used to find further explanations for small companies’ choice for and 

against voluntary auditing. Research is also needed to find out what the specific characteristics 

are that cause the differences in audit demand between industries. It would also be interesting to 

see what happens if Sweden adjusts the size thresholds in accordance with other countries as a 

result of a further harmonization in the EU. This would probably lead to a higher percentage of 

voluntarily audited firms which could entail a more favorable research setting.  
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Appendix: Results for each industry 

 

 

Industry B S.E. Wald df Sig. Exp (B) 

Drain, Garbage, Electricity & Water -21,44 19308,9 0,00 1 0,999 ,00 

Bank, Finance & Insurance -1,948 1,229 2,515 1 ,113 ,142 

Human Resources  -,948 1,230 ,594 1 ,441 ,387 

Construction, Design & Furnishing -,470 ,850 ,306 1 ,580 ,625 

Computer, IT & Telecommunications -,185 1,098 ,028 1 ,866 ,831 

Retailing -1,018 ,894 1,297 1 ,255 ,361 

Real Estate 1,442 1,056 1,864 1 ,172 4,227 

Company Services -,481 1,493 ,104 1 ,747 ,618 

Hospitality and Gastronomy ,043 ,893 ,002 1 ,961 1,044 

Hair & Beauty Care 1.577 1,422 1,230 1 ,267 ,207 

Health Care -,617 ,952 ,420 1 ,517 ,539 

Agriculture, Forestry, Hunting & 

Fishing 

-,037 ,927 ,002 1 ,968 ,964 

Legal, Management & Consulting 

Services 

,176 ,940 ,035 1 ,851 1,193 

Culture & Leisure ,951 1,227 ,601 1 ,438 2,589 

Groceries -,033 1,644 ,000 1 ,984 ,967 

Media ,421 1,253 ,113 1 ,737 1,523 

Vehicle Commerce -1,479 1,054 1,971 1 ,160 ,228 

Wholesale Trade -1,633 ,891 3,361 1 ,067 ,195 

Advertising, PR & Market research -,097 1,047 ,008 1 ,927 ,908 

Preparation & Installation -1,023 ,974 1,102 1 ,294 ,360 

Travel Agency & Tourism -,227 1,646 ,019 1 ,891 0.797 

Technical Consulting -,598 ,942 ,402 1 ,526 ,550 

Manufacturing & Heavy industry -,066 ,933 ,005 1 ,944 ,936 

Transportation & Storage -,551 ,921 ,358 1 ,550 ,576 

Education, Research & Development -,581 1,067 ,297 1 ,586 ,559 

Renting & Leasing ,237 1,242 ,036 1 ,849 1,267 


