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Chapter 2: Literature Review
Introduction
This chapter provides an overview of related existing literature in accordance with the first objective of the dissertation:
· To critically review further existing literature of the topic of audit quality and individual influences upon it.
It will seek to identify the most closely related existing research to the subject area of perceptions of audit quality influences from individual accountants. This will provide a direction to the rest of the dissertation by establishing what is already know on the topic and considering the applicability of existing research to the problem at hand. 
Due to the limitations imposed by the global pandemic, the available literature on the topic will be solely carried out using online resources, both from the UWTSD library website and through the use of other search engines such as Google Scholar.
Theoretical Sensitivity
Due to the nature of the research question, that of qualitative research rather than quantitative, an inductive approach is deemed suitable. Grounded Theory (GT) is a research methodology used in occupational science to “uncover how occupation and individuals' perception of it shift as they address issues in the social world” (Nayar, 2012, p. 78) and assists in forming theories around more abstract subjects. The aim of  GT is not to establish the truth or otherwise of an existing hypothesis but rather as an exercise in theory building, following the data to wherever it leads (Urquhart, et al., 2010).
Thistoll, et al., (2016) describe the need for researchers using GT to develop their “theoretical sensitivity” through reading existing literature and “steeping him/herself as deeply as possible in a wide range of literature, both directly and perhaps less obviously, related to the field of the proposed research.” (Ibid., p. 620). This approach has informed the following literature review and guided the selection of reading material.
What is Audit Quality?
Audit quality is a key property of any audit and is defined as “the joint probability that a given auditor will both discover a breach in the client’s accounting system and report the breach” (DeAngelo, 1981, p. 186)
Regulatory Reviews
For a comprehensive analysis of the current problems in audit quality, the existing work done for the UK government would seem an appropriate place to start. Over the course of 2018, John Kingman carried out his review of the financial reporting council, the UK regulatory body for the audit industry. One of his key findings is that “it is currently almost powerless to take regulatory action, other than to issue a report voicing its concerns.” (Kingman, 2018, p. 28) This is due to the fact that the registration and approval of audit firms is the responsibility of the professional bodies and not a function of the regulatory oversight as part of the existing “self-regulatory model” of audit industry governance. He points out that many Western economies have already taken this step to strengthen the powers of their regulators. Kingman also finds fault in what he finds to be the “generally backwards-looking” work of the FRC, merely looking over completed work. He suggests that a revised role for the regulator could include more far-sighted work, looking ahead for warning signs and acting on any intelligence pre-emptively where possible. The conclusion Kingman draws is that “the FRC should be replaced as soon as possible with a new independent regulator with clear statutory powers and objectives.” (Ibid. p. 9) 
In between 2017 and 2019, the House of Commons Business, Energy and Industrial Strategy Committee (BEISC) carried out their “The Future of Audit” inquiry, publishing the report in March 2019. This report is a very comprehensive and wide-ranging source for the issues plaguing the audit industry in recent times (BEISC, 2019). The inquiry interviewed a wide range of individuals at the top of their fields, the CEOs of the “Big 4” accounting firms, the chief executives of the FRC, ICAEW and other professional bodies and many other notables in the industry. This inquiry agreed with the earlier Kingman report as to the necessity for a stronger regulator while also identifying further room for improvement in the usefulness of audit products through “broadening of the scope of audits to provide more useful information to assist the efficient allocation of capital in the economy.” (Ibid. p. 82) Another key conclusion drawn was the need for greater segregation between audit and non-audit services to reduce the potential for conflicts of interest to arise.
The final government report on the matter is the Assess, Assure and Inform review by Donald Brydon (2019). Published in December 2019, this is the final piece of work from government sources before the dreaded lurgy rather overtook the situation and shifted priorities. This report is the most specific to this dissertation’s area of interest and makes a wide range of useful suggestions such as the director’s risk report being published prior to the scope of the audit being determined rather than requiring the audit team to entirely carry out their own risk assessments in parallel, possibly in ignorance of specific concerns the management may have identified. A key conclusion of Brydon’s report, in keeping with the earlier reports, noted the need for a more forward-thinking approach and for the audit to provide greater usefulness for decision making, is the suggested requirement that audits “should provide information that is useful to present and potential investors, lenders, creditors and other users in making rational investment, credit and other decisions and assessments about the company.” (Ibid. p. 24)
The Influence of Individual Auditors
While there have been some examinations of the impact of individuals on audit quality there are limitations on the usefulness of this work to the current question.
Three studies carried out in China have been able to examine the issues of individual auditors and their influence. This is only possible due to the identities of all auditors being public knowledge as part of their reports requirements in the Chinese regulatory system, allowing them to easily carry out analysis that is specific to identified individuals. While this may present ethical issues to western researchers due to the privacy issues involved, the data in all three papers has been appropriately anonymised prior to publishing. Unfortunately, this data is not fully available for western markets meaning that these studies cannot be replicated here. As such, we cannot be entirely sure how the more collectivist Chinese culture will have impacted their conclusions compared to the more individualistic western cultures (Husted & Allen, 2006). 
One paper examines the individual traits that may influence their degree of caution in issuing their audit reports (Gul, et al., 2013). The paper does acknowledge that their work is exploratory and may not be applicable outside of the Chinese business environment. They discover some notable ideas. Firstly, that those who have a university degree were more likely to act aggressively and with more self-assurance in issuing their audit reports; but only in those entirely taught in a Chinese environment. This finding did not hold true for those students exposed to western accounting methods during their degree. In line with this, they showed that those with experience working with one of the western “Big 4” firms tended more towards caution; suggesting that the western methods of auditing are already inherently more cautious than the current Chinese methods. An interesting trend they noticed, however not terribly applicable to the western environment at first glance, was that those with stronger political affiliations to the Chinese Communist Party tended more toward incaution than their unaffiliated co-workers. Gul et al. suppose that this may come from a feeling of security due to the belief that they will be more favourably treated in the event that something does go wrong. Though mostly unrelated to western markets, one could suppose that maybe the closeness of the FRC and the professional bodies in the UK, noted in the government reports, may in some way be analogous to this favoured status with Chinese regulators.
The other two Chinese articles both examine the possibility of contagion of bad audit quality, that is, if the idiom “one rotten apple spoils the barrel” applies to audit teams (Li, et al., 2017; Su & Wu, 2019). Again, these studies make use of the wider range of available details for audit reports in the Chinese market. Li et al. identify groups of auditors working in the same location and for the same audit firm and track their annual audit reports. They observe that when an auditor is sanctioned due to an audit failure in the year, then they “are more likely to have further failures in subsequent years, and this longitudinal self-contagion lasts for up to three years” (Li, et al., 2017, p. 159) They do, however, note that in the case of auditors who: are female, have a masters degree, have a longer history of auditing or have multiple of these traits, this period of self-contagion is reduced or eliminated. They also note that the Australian audit market also publishes similarly extended details of the responsible auditors to the Chinese market and they were able to show similar results in this dataset, suggesting that this allows for greater assurance that their work is more widely relevant.
The work of Su & Wu (2019) followed a similar vein to that of Li et al., however, looked more closely at whether the “contagion” could spread to other co-workers instead of that person’s other work. They found that they were able to corroborate the conclusions of Li et al. in regard to self-contagion and they were also able to show limited inter-personal contagion. While they could not show contagion to a whole audit office, they were able to show that any pair of auditors co-signing on a job could have a contagion effect, one of the pair infecting the other and reducing their audit quality following the period of working together.
The Views of Auditors
A useful overview of general perceptions can be found in the work of Beattie, et al. (2011). They studied the perceptions of the audit industry from three perspectives; Chief Financial Officers, Audit Committee Chairs and Audit Partners (APs). Despite the possibility that their work is a little outdated, they had 498 usable responses to their surveys detailing the views of these people regarding 36 audit quality factors.  Most applicable to our study are their findings around APs, who they found generally had the more positive perspective as to the value of audits; perhaps unsurprisingly. They did, however, find that APs felt that their work was not always as highly valued by their clients as it should be and they objected to the perceived bureaucracy introduced by the 2007 regulations reform that the paper concentrated on. Perhaps concerning was the perception from APs that “some ethical standards were ranked by APs as undermining audit quality” (Ibid. p. 23). This could be an interesting avenue for deeper enquiry.
Some studies relevant to the subject and possible method of this proposal are three papers from the US and France. Brown, et al. (2016) surveyed specifically junior level US auditors regarding their mood at work, their confidence, the activities they and their teams undertook as part of an audit and their working environment. They discovered that while auditors held a generally positive opinion of their work they widely expressed concern regarding the time pressure they were under and the multitasking and interruptions to their work they experienced. Herrbach (2001) used a similar approach to this in the french audit industry, anonymously surveying auditors as to the behaviours they had that may contribute to reducing the quality of audits. He found that as pay increased so too did audit quality. He hypothesised that this was either that those with high pay were identified as skilled workers or those receiving lower pay experienced reduced motivation due to said pay. Brown (2016) is the most relevant research found to this research proposal due to its recent nature, similarity in approach and similar working culture. Herrbach (2001) would be similarly relevant if not for the age of the research. Never-the-less a further examination of their methodology may prove useful. 
Bell, et al. (2015) looked at how the length of audit firm tenure affected the quality of each year’s audit. Not only is the research fairly recent but it examines so-called “Big 4” accounting firms both elements that increase it’s relevance to the current UK market. Though the research is based on their services to US businesses, three of the four of these firms originate from and are headquartered in the UK meaning that it can be assumed that the organisational culture is British influenced. The article does not, however specifically examine individual attitudes, rather it makes fairly safe assumptions as to the causes of their findings. For example, they find that the first year produces significantly lower work than the following year before seeing a decline to first-year quality by the 13th year. This, they assume, is due to the need for first-year auditors to gain familiarity and then once it has become a long-running engagement the auditors begin to become complacent and familiarity with the auditee’s staff becomes more of a threat to their standards.
Perhaps the most relevant work found is that of Sulaiman (2018), both alone and his 2018 review of existing literature around the topic of audit quality with Yasin and Muhamad (Sulaiman, et al., 2018). In their review, Sulaiman, et al. (2018) categorise the factors that affect audit quality under three broad areas. The attributes of the people employed, the processes and structure of the audit firm and the relationship and interactions with the audit client. Sulaiman’s solo work was an in-depth look into the views of audit quality inspectors. Unfortunately, the sample size was only 20 people, with only 12 respondents, however, this was at the time the entire UK population of audit quality inspectors in the service of the FRC so it could be said that he surveyed and received responses from 60% of the entire UK workforce in the field. It is enlightening in that it shows that for audit quality inspectors, the client-side of the audit is of least import, with the least important being the provision of additional services to the client; something that audit firms themselves are quite keen on. Some of the key areas of disagreement between auditors and the audit inspectors are that the auditors have done sufficient work and that they are meeting auditing standards. Of note is the fact that the inspectors felt that there was a problem of “commercial concerns superseding professional values that negatively affect audit quality” (Sulaiman, 2018, p. 34)

Conclusion
Though there are some existing studies around the topic of this research, they tend to be somewhat limited in their relevance to the current situation either due to the age of the studies, the fact that they were carried out in foreign countries, and the fact that though the method and area of interest are similar to this work, they are surveying other parts of the process. 
While it is common to ask high-level representatives of audit firms what they believe to be the problems facing the industry, and customers also voice an opinion about what they think is important; there seems to be a lack of research into what precisely the individual auditors, down in the trenches, believe are the issues facing the successful and high-quality completion of their work. 
The studies previously discussed have provided useful references to use as to how to layout a survey and provide valuable direction as to the process to be used. The next chapter seeks to explore this further, identifying the exact techniques to be used and what research methodology will be of most use.
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