
Research paper1
2

The agency theory: the main foundational3

base to explain the auditing4
5

ABSTRACT6
7

In today's society, theories justifying auditing have to be framed in the social and
cultural context in which this branch of knowledge exercises a fundamental and credible
role in the dissemination of financial information. Today, the audit is an important control
mechanism of any economic system. Therefore, finding a suitable theory to explain its
existence, in a context of constant change and within a contradictory debate underlying
the various approaches - until now put forward by English-speaking authors - is an
academic requirement, an intellectual challenge and an important contribution to a more
appropriate and universally accepted conceptual framework. We also carried out an
empirical study with Portuguese auditing professionals in order to investigate how they
interpret and explain the existence of the audit in society.
Aims: The study aims a framework of agency theory in the justify theory of audit.
Study Design: Overview of the different theories that justify audit and their successive
integrations.
Place and Duration of Study: Portugal, between 2009 to 2010.
Methodology: Interpretative and a field survey of 1275 enquiries to professionals and
higher education auditing teachers.
Results: Response rate was 447 (35%) consisting of 51 (4%) for internal auditors, 25
(2%) for court auditors, 159 (12%) for higher education teachers and 212 (17%) for
statutory auditors. Three hypotheses were tested using X2 at 0.95 level of confidence
and 0.05 level of significance. X2 indicates that the factors indicated do not influence the
answers given. All areas of professional activity have values p<0.05, indicating that
these professionals demonstrate a preference for information theory with the exception
of auditor’s with connections to international network, who indicate a greater extent
agency theory.
Conclusion: The study shows that the credibility theory and agency theory, as an
attempt to explain reality, are too reductionist, their approach being too focused on
particular or atomized aspects, and therefore do not achieve a reasonable level of
general acceptance. In turn, a more in-depth analysis of the content of each explanatory
theory, points to the existence of firm connecting links between them, and suggests that
agency theory is a deeper, more concrete, rational and suitable explanation in relation
to the present economic environment, characterised by a permanent conflict of
interests, although in Portugal, the empirical evidence points to information theory.
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1. INTRODUCTION11
The main objective of this paper is to present the various explanatory theories of12
auditing, put forward, among others, by Mautz and Sharaf [1] [2],Lee [3],Dunn [4], Power13
[5], Flint [6], Wallace [7], [8], Taylor and Glenzen [9], Gray and Manson [10][11],14
Valderrama [12] [13], Cosserat [15], Knechel [16], Whittington and Pany [18] and Arens15
and Loebecke [19] – authors considered as key references in the area by the academic16
and professional community. Generally speaking, this matter is not addressed in articles17
in international auditing or accounting journals, nor in empirical studies in relation to18
theories put forward in various countries, as will be confirmed, which can be considered19
an important gap in academic and scientific circles. It is addressed, however, albeit in an20
atomistic manner, in different methodological coursebooks, which explain the existence21
of auditing in a non-critical way, and in which the comparison with other explanatory22
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theories is absent. Considered essentially to be an eminently practical activity, the23
absence of concern in relation to the proposal of an interpretative theory capable of24
justifying and legitimising auditing is the common denominator for all the work - by the25
aforementioned authors - that addresses this theme. As the audit is considered to be an26
independent exam that leads to an expression of opinion on the financial statements of27
an organisation, and given it is conducted to demonstrate the integrity, accuracy and28
validity of the transactions that, when aggregated, constitute the financial statements of29
an organisation, it is also held up as an important mechanism for monitoring the30
governance of companies (Sarens and Abdolmohammadi [20]) and an effective31
instrument in reducing asymmetric information (Ruhnke and Lubitzsch [21]. Finally, it is32
also described as a sequential process of obtaining and evaluating evidence in order to33
provide professionals with an independent opinion in relation to financial statements34
(AAA [22]).35
An analysis of the literature related to the theory of financial auditing makes it clear that36
there are very few texts available concerning its justification in society, and that the37
teaching of it is usually done through case studies, thereby constituting a pragmatic38
approach. Among the exceptions that offer an alternative vision to this practical focus,39
Mautz and Sharaf [1] were the first authors to base the discipline around a set of40
postulates that define a conceptual structure, based on hypothetical foundations41
formulated deductively through eight postulates (Mautz and Sharaf [1]), which develop42
matters of counted phenomena, reported and audited, as well as the ethical behaviour43
of directors and auditors, guaranteeing that the social functions that these exercise in44
modern society presuppose ethical behaviour.45
In turn, Flint [6] suggests that the audit is an essential feature of public and private46
control, and that its ultimate objective is to monitor business or public ethics. He also47
adds that the social concept of auditing is adaptable, and that operational interpretation48
not only depends on ethical values, but also on value judgments in relation to the49
aspects that accountability should consist of. He proposes a broad concept of auditing -50
not restricted to accounting - which addresses aspects related to the value for money -51
economy, efficiency and the yearly effectiveness of the management of organisations -52
and as such is considered a control mechanism for verifying the conduct and53
performance of organisations. Like Mautz and Sharaf [1], Flint [6] highlights ethics as54
the key component of auditing.55
Tom Lee [23] stresses the theoretical framework of auditing in postulates emphasising56
the action of the auditor and the behavioural aspects of auditing, suggesting that the57
quality of the overall financial information of business organisations does not possess58
sufficient credibility without being verified and validated. Tom Lee [23] along with59
previous authors, highlights the reference to independence and ethics for auditing,60
presupposing that financial statements and all information published are, in principle,61
free from intentional error and other irregularities: the ethical dimension of auditing.62
Consequently, these authors, through basic, behavioural and functional postulates, try63
to furnish auditing with a logical and deductive conceptual framework (Almeida, [24]), in64
which the behavioural postulates – related to ethics and independence – are the focus65
of more attention than the functional and basic postulates. The historical background is66
essential in understanding the focus of these authors: Mautz [1] developing his67
postulates in an economy of industrial growth, in which the risk of transactions was the68
objective of auditing; in turn, Flint [6] and Lee develop them in a post-industrial era in69
which the phenomenon of the expectation gap1 is already evident and embodied in the70
performance and the conduct of the auditors perceived by the public in general.71
Sherer and Kent [25], Wallace [8], Wolnizer [26], Tua and Gonzalo [27], Benau et al.72
[28], together with the aforementioned authors, consider that the necessary condition for73
the existence of auditing is that of a relationship of responsibility between the different74
agents which implies an obligation of acceptable, ethical and transparent conduct. In the75
period between 2000 and 2012, further reflections on the financial audit were not76

1 The gap between the given public's expectations of the auditor and that which the
auditor can actually offer.
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published in specialist journals, and the authors of school coursebooks such as77
Valderrama [12], Cosserat [15], Knechel [16], Gray and Manson [11], Whittington and78
Panny [18], Arens and Loebbecke [19], Gutiérrez [29], address it in a case-by-case79
manner, giving more emphasis to the procedures than to its theoretical foundations,80
putting forward explanatory theories, whether based on information theory – in the area81
of credibility of financial information – or on agency theory, highlighting the behaviour of82
agents, or on other theories, such as: insurance, motivational, corporate governance,83
doubt and verification.84
In view of the above, the main objective here is to present the different explanatory85
theories of auditing, to highlight their different dimensions, to frame them historically, to86
systematise, discuss, and critique them, and to observe the different points of contact, in87
order to demonstrate that, ultimately, they can be reduced to two: agency theory and88
information theory. This integrated approach is the subject of discussion in separate89
chapters.90
Finally, we questioned Portuguese auditing professionals - either connected to teaching91
it or to carrying it out in practice - with the aim of discovering which theory they adhere92
to in order to explain the audit in present day society.93
To do this, an appropriate methodology was applied: central tendency measures - so-94
called mean and mode - were used, which facilitated the description or the summary of95
a set of statistical data through one value only (Reis [30]), to describe an asymmetric96
distribution. Chi-square and Wilcoxon tests were also used to discover to what extent97
certain attributes can influence the answers of those questioned (Pérez [31]).98
Finally, the research refers to the fact that the necessity of auditing, that is, the99
institutional surroundings in which the auditing services are sought – an essential and100
compulsory activity submitted to a quite sturdy regulatory process – does not display101
notably clear outlines, or the attributes that it should possess. Indeed, being seen as a102
public good (Puttick et al. [32]) - and the demand for it to be indirect and the result of a103
legal requirement which determines that companies are obliged to present their audited104
financial statements - is considered sufficient reason for there not be high levels of105
concern with its theoretical justification.106

107
2. REVIEW OF THE LITERATURE108
Mautz and Sharaf [1] concern themselves with the theoretical justification for auditing,109
criticising its reductionist vision and comparing it to a group of practices, procedures,110
methods and techniques which are not underpinned with important theoretical thinking.111
It is not necessary, therefore, to put forward significant theoretical arguments to explain112
compliances which are relatively consensual in the profession: theory, as a113
consequence, would be neither necessary nor desirable. They do not present, therefore,114
an explanatory theory for auditing. They justify one, however, through a web of115
interconnected postulates, seeking to delineate a scientific research methodology116
similar to those used in other sciences. In the reasoning for their postulates, in the117
development of the concepts of auditing, in the analytical and structured approach that118
constitute the review process in auditing, they suggest, as justification, information119
theory.120
Wallace [7] explains the audit on the basis of the insurance hypothesis, an important121
factor in the litigation process against the auditors, based on the  attempt to relocate122
responsibility for the financial information produced and disclosed by this professional123
body: the necessity of sharing the risk would, as a consequence, generate demand for124
the work of auditors.125
For Flint [6] the audit is founded on accountability or public responsibility, with its126
performance carried out on the basis of a benchmark established à priori. The driving127
factor of the audit, put forward by this author - similarly to Lee [3] - points unequivocally128
to the justification of the audit on the basis of agency theory. The audit is part of the129
process of social control whose basic characteristic is the allocation of responsibilities.130
Taylor and Glezen [9] add a justification of a psychological or motivational nature: prior131
knowledge of the fact that the financial statements will be submitted to an audit will132
motivate those responsible to take particular care in their preparation and disclosure.133
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For the audit, Dunn [4], Knechel [17], Gray and Manson [11], Cosserat [14], Arens et134
al.[19], Whittington and Pany [18] and Rittenberg et al. [33] all advocate a rationale135
based on agency theory, resting on the clear division between the owner and the136
management, and originating in relationships of responsibility between those who work137
at the heart of the organisations - the principals and agents. The former expect diligent138
conduct from the latter in the distribution of resources placed at their disposal, together139
with honest behaviour and a succession of correct decisions taken in relation to the140
entire environment affected by the activity of the company. These relationships unfold in141
a context of information asymmetry, adverse selection and moral hazard, in which142
identifiable factors - not necessarily observable - exist, and can trigger doubts,143
uncertainties and intentions in the different interested parties of the company. In this144
context, the audit engages with information risk, hence the demand for it is based on the145
explanatory theory based on agency theory, today, undoubtedly, the most frequently146
used theory to explain and justify the audit process in modern society (Porter et al. [34]).147
Lee [3] also suggests this direction, drawing attention to the appraisal of a set of simple148
and related propositions: that nature of the audit and the entire process of verification is149
determined by a group of specific circumstances, in which doubt and uncertainty justify150
the verification. The auditor can be seen as a referee who determines the consistency of151
the financial statements drawn up by the agent, using the rules of accounting as a152
standard model. The relationship between the principal and the agent functions on the153
basis of loyalty and trust, so the auditor is therefore seen as an agent who verifies the154
actions of another in a context of minimising the costs of the principal. On the other155
hand, agency theory, as an explanation of the audit, merges, according to Lee [3], with156
decision and information theory. In fact, in the context of the regulation of financial157
information, the demand that this represents the situation of the company in a truthful158
and appropriate manner highlights, on the one hand, the relevance of the financial159
information disclosed as a feature of the decision-making mode of the investor, and, on160
the other, the reliability of the accurate representation of economic phenomena.161
Power [5] states that the demand for the audit is dictated by the transformations in the162
conceptions of administration and organisation, which, on imposing changes in the163
regulatory structure and improvements in the quality of management, stimulate the164
demand for a new form of monitoring businesses and activities. The reinvention of the165
governance of societies - debated in the 90s, in the aftermath of numerous financial166
scandals and, more vehemently, in the Post-Sox (2002) era - intensified the demand for167
the audit and other forms of verification, as indispensable mechanisms to controlling the168
maximization of company value, to creating wealth for the shareholders and to169
monitoring the compliance with rules introduced in the organisation: situations that170
stimulate the spread of audit committees, supervision boards and other forms of internal171
control of organisations, with the auditors assuming a greater awareness of the172
necessity for the existence of a public interest in the auditing profession (Hollingsworth,173
[35]).174
The various nuances of the governance of societies are associated to the175
unprecedented development of the role of internal control systems in organisations and176
to the expansion of the audit based on value for money. For this author, the audit falls177
within the more general issue of governance in societies, and the demand for it is178
dictated by this context.179
Valderrama [12] does not give too greater importance to this issue, suggesting that the180
audit is also checking and verification, considered to be the last phase of the accounting181
process which results in its supervision by an independent professional, a situation that182
is brought about by social necessity.183
This requirement is more evident as a consequence of economic globalisation, and184
represents a system that strives for maximum transparency in the economic, financial185
and accounting information of the company. The author then presents a definition186
introduced by an auditing accounts law2 in Spain which conceives of the audit as a187

2 Law Decree 19/88, 12th July, that created the Instituto de Contabilidad y Auditoria de
Cuentas de España (The Institute of Accounting and Auditing of Accounts of Spain).
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consistent activity of checking and verification of accounting documents, whenever the188
objective is that of issuing a report that will have consequences for third parties.189
The theme is not explored in detail, but the author does point to information theory,190
albeit implicitly, as the explanatory focus of the audit, with its justification being the191
credibility of the financial information produced by companies. The social necessity192
alluded to is accomplished through benefits generated for society through the production193
and disclosure of trustworthy, transparent and relevant accounting information. Its194
mandatory nature is a presupposition to encourage the demand for it at a level which195
allows for the optimisation of resources, which the market, without legal regulations,196
would not produce: hence the social necessity suggested by Valderrama [12].197
Konrad [36] suggests that the audit adds value to the financial statements disclosed, on198
the grounds that the information contained therein require an independent opinion,199
therefore increasing the credibility of the calculations of the financial position, operation200
results and cash-flows of the company. As a result, the securities market require that201
listed companies present their financial statements audited by an independent202
professional. For this author, the audit is type of confirmation, which, in broad way,203
reflects the opinion of an expert in relation to the assertions of the board of directors.204
Furthermore, the author considers it as a special case of confirmation, when what is at205
stake is the issuing of an opinion about the reliability of the financial statements of an206
institution.207
Konrad [36] also makes a distinction between the audit, confirmation and assurance208
services. The objective of the audit, in abroad sense, is to develop and improve the209
quality of information and the context in which it is produced, in order to provide the210
investors with better decisions to take. This author's definition of the audit, based on the211
Report of the Committee on basic Auditing Concepts of the American Accounting212
Association (1973:3), presents it as a systematic process of obtaining and evaluating, in213
an objective way, evidence related to the assertions, and verifying the degree of214
alignment between these and the benchmark, and communicating the results to the215
interested parties. Konrad [36] situates, implicitly, the justification for the audit as an216
important feature of the decision-making process of the investor, and, therefore, in217
economic decision theory. Defliese et al. [37] and Boyton and Kell [38] also fall into this218
line of thinking.219
In Figure I, we can see a summary of the theories listed by type, author and year:220

221
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Insurance hypothesis
Wallace (1980)

Motivational theory Taylor and Glezen (1994)

Theories Authors / Years

Different dimensions of
Information theory

Mautz and Sharaf (1961)

Boynton(1996)

Konrath (2007)

Costa (2007)

Valderrama (2003)

Different dimensions of
Agency theory

Dunn (1996)

Lee (1996)

Flint (1998)

Cosserat (2003, 2009)

Knechel (2007)

Gray and Manson (2008)

Arens (2010)

Whittington and Pany
(2010)
Rittenberg (2010)

Wallace (1980)

222
Fig. I. Theories/authors/years223

224
3. INTEGRATED APPROACH225
3.1. Information theory226
Information theory, applied to accounting, includes three fundamental aspects: the227
production of reliable financial information, the relevance of this to the decision-making228
process of the investor and the credibility of the financial information produced and229
disclosed. It is based on the principle that all companies are required to present financial230
information with the aforementioned characteristics, on the grounds that the decision-231
making process is influenced - at all levels and in a direct way - by the quality of the232
information used in the decision-making process (Whittington and Pany [18]; Knechel,233
[16]. The nature of information and its security, understood in a broad sense, are234
fundamental on which to base decisions and to predict their impact on future operations.235
Timing and accuracy are closely connected with the ability to react to future events and236
the possibility of drawing up alternative plans in the analysis and management of237
business risk. All organisations require accounting and information systems, although in238
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more complex organisations, the accounting systems can be highly sophisticated in239
terms of the collection of information from computers. This is dealt with and brought240
together in different ways according to the interests of those who want to use it: the241
potential users of accounting information seek the relevant information in order to242
incorporate it into the decision-making process. The role of information in wealth creation243
is developed and presented by Knechel [16] who uses the metaphor of waves of244
development. In the era of information and knowledge, the use of information is a245
competitive instrument for the rapid development of companies.246
Wealth is created by the acquisition, control and use of information, a process that can247
only be successful if the information is reliable, relevant and able to be used as input in248
the company decision-making models. Given that information can be used to create249
wealth and power, the need to enhance its relevance and reliability is desirable for250
society today. Therefore, practising accountants and auditors are asked to do this,251
delivering increasingly accomplished services that are capable of increasing the utility of252
information for the development of society. These services do not only include the audit,253
as a process of checking the history of financial information, in which the objective, as254
has been noted, is the issuing of an opinion able to provide a high level of security for255
the excellent quality of researched evidence on which to base the opinion. The services256
that an auditor can provide are of a broader range: they include the actual systems of257
information management, in abroad sense, which, on being analysed by an independent258
professional (Quick and Warming-Rasmussen, [39]), tend to diminish information risk,259
that is, the possibility of information being used incorrectly in the decision-making260
process. As society has become more complex, the probability of presenting unreliable261
information to the economic decision makers has also increased. Given these decision262
makers are increasingly distant from the knowledge of the organisation, with whom they263
carry out transactions and do business, and, as the information they receive or perceive264
is obtained indirectly by others, the probability of skewed information being provided,265
intentionally or otherwise, rises exponentially. On the other hand, the information266
provided can be inconsistent with the objectives of the investor, or distorted in the favour267
of the organization that produced or disclosed it. As organisations have developed, their268
systems of information processing are dealing with aggregated data on an ever-269
increasing basis, which gives rise to a number of complex accounting problems which270
can only be detected by highly qualified personnel (Arens and Loebbecke [19]). All the271
scenarios thus far described increase the risk of the financial information being272
deliberately distorted, hence the need of organisations to incur costs in order to reduce273
them. As it is practically impossible for the different interested parties to examine all the274
records of an organisation, in the sense of obtaining information about the reliability of275
the information produced and disclosed, to which can be added the difficulties of sharing276
information with the board of directors of the company about the risk of losses, the most277
common way for the  different interested parties in the company to obtain reliable and278
relevant information is for professionals - independent of the interested parties - to carry279
out audits: like this, the audited information is used in the process of decision-making280
based on the assumption that it is complete, appropriate, reliable, relevant, accurate and281
not distorted (Arens and Loebbecke [19]). The demand for the audit is significant due to282
the fact that many companies have a large number of shareholders without appropriate283
knowledge to verify individually the information that is provided and disclosed to them284
(Collis [40]). As a result, the board of directors of the company contracts the auditors to285
provide security to the users. If, however, this security is not verified, that is, if the286
auditors validate inaccurate financial information - presenting their report in a favourable287
light - they can be the object of litigation on the part of the users. The auditors can be288
held by the users as professionally responsible for the financial statements that they289
audit, along with the managers, who, in the final analysis, are ultimately responsible for290
the financial information disclosed and produced. In turn, the mangers can initiate291
litigation procedures against the auditors as agents who are responsible for issuing an292
opinion about the reliability of the financial statements. It is in this context - of293
responsibility the auditors and the managers have to the interested third parties in the294
company - that the explanatory theory of auditing based on information theory is295
structured: the demand for the audit aims to make the financial information produced296
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and disclosed credible 3, furnishing it with the characteristics of reliability and relevance.297
Like this, it is ready to be included in the decision-making system, taking into account298
the information risk was reduced to an acceptable level. Consequently, and as can be299
seen in Figure II, information theory includes both decision theory and the credibility300
theory of financial information:301

Information Theory

Decision Theory

Credibility Theory of
financial information

302
Fig. II. Dimensions of Information theory303

304
3.2. Agency theory305
3.2.1. General aspects306
Berle and Means [41], Ross [42], Jensen and Meckling [43] highlight the existing rift307
between ownership and control, the situation that gave rise to the issue of agency308
theory. One of the most important assumptions of this theory is the focus on the conflict309
between the leader and the agent. As a result, in financial theory, it is assumed that the310
objective of the shareholders is the maximisation of wealth in the long-term, and that the311
agents, in turn, reveal a tendency to maximise their own interests, with their behaviour312
marked by selfishness. While the focus of the shareholders is long term, the target of the313
agents is short-term, this being achieved through reaching high profits. In this314
behavioural logic, the basic question is to ascertain how the holders of capital control the315
management of the company. It is acknowledged, however, that it is onerous task to316
verify the behaviour of the agents. The alignment of these interests can result in high317
costs, giving rise to what is known as agency costs to monitor the action of agents.318
Incentive schemes and explicit and implicit contracts are the most frequently used319
monitoring techniques (Solomon and Solomon [44]). The solutions for the problems of320
agency involve establishing a nexus of explicit and implicit contracts between the321
managers and the shareholders, who manage the aforementioned costs. In turn, the322
managers intend to demonstrate to the shareholders that they act responsibly in the323
pursuit of maximising wealth, and provide information, in annual reports, concerning the324
ERS – Enterprise Risk Management – which means further expenditure in relation to the325
accounting costs: transaction costs are also incurred on the side of the agents. The326
bonding costs related to this initiative are assumed as ex-ante. However, bonding costs327
differ in terms of the attitude of the shareholders and agents towards risk - originating in328
what is known as risk sharing. The monitoring of these risks is carried out in various329
ways, giving rise to various forms of shareholder action: votes, influence in the makeup330
of management bodies, etc. to counter the opportunism of agents, embodied in the331
active and innate tendency of human beings to gain advantages - whatever the situation332
- using the means available to increase their privileges (Crozier, [45]). In the face of333
limited rationality and opportunism, the managers organise the company in their own334
interest, and therefore need to be controlled. Agency theory and transaction cost theory335
draw attention to the different problems: the opportunistic behaviour of the agents,336
agency costs, moral hazard, a focus on the transactions or on the individual agent, etc.337
They do have, however, the same objective: to ensure that the managers achieve the338

3 A situation that, in turn, contributes to the efficient distribution of resources.
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maximisation of profits for the principals, as opposed to their own interests. In turn,339
stakeholders theory provides for a comprehensive partition of companies by a large340
group of interested parties, which impose, as a result, rules of accountability reinforced341
by all the interested parties with additional disclosures beyond those of traditional342
accounting: added value generated, employment report, government transactions,343
scenario developments for companies, etc. This tendency brought into being the notion344
of social responsibility for companies, with the company taking on the role of a moral345
agent – moral responsibility - in which ethics is an important dimension (Solomon and346
Solomon, [44]).347
Underlying the philosophy of accountability is the existence of the idea that individuals,348
groups or organisations, have the right to ask for other information concerning the349
activities of the company and request explanations on actions taken. As a result, the350
relationship, involving providing and requesting explanations for behaviour (Roberts and351
Scapens [46]), has gained a foothold in law, more specifically, in contract theory, which352
grants the principals a natural right related to the ownership of their resources. When353
these are transferred or distributed to an agent, they carry with them expectations of354
returns, the carrying out of activities, for which the agent is responsible (Gray et al.,355
[47]), constituting specific aspects well-known in contract theory, such as “moral356
hazard”.357
Introduced into accounting theory in the 1970s, agency theory, as a branch of358
information theory in economics, treats accounting data and the directors as goods,359
subject to the laws and calculations of neo-classical theory.360
This theory focuses on the market of the managers, which includes the behaviour and361
actions of the principal, of the agent and the formal and informal contracts established362
between them. The principal or owner purchases the services of the manager or agent363
to manage a certain economic or social organisation for the benefit of the principal. The364
conduct and actions should be developed in accordance with the economic laws of the365
market: utility maximisation for both parties, the survival of the fittest according to366
Darwin's law. Taking into account the actual interest of the managers, their rational367
behaviour in order to maximise utility, it is common to witness the occurrence of conflicts368
of interest between the agents and the principals. The existence of asymmetric369
information in the agency relationship (Ruhnke and Lubizsch [21]) entails agency costs370
or the transaction of what derives from various phenomena: adverse selection, moral371
hazard, avoidance behaviour and an excess of bonuses or other privileges. The372
monitoring of this behaviour determines the agency costs - which should be minimised373
in accordance with neo-classical theory of economics - and which applies a number of374
financial instruments: the researching and analysis of accounting information, financial375
and non-financial, the design of systems of control and supervision. Agency theory, with376
an underlying structuralism on which it is based, identifies the aspects of the markets to377
control the managers, but subtly masks the economic laws underlying agency378
relationships.379

380
3.3. Integrated approach381
In this new approach, the theory of doubt and verification, accountability and public382
responsibility theory and motivation theory are - as can be seen below - considered383
integrated dimensions of agency theory.384
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Motivational
theory

Accountability
and public

responsibility
theory

Doubt and
verification

theory

Agency Theory

385
Fig. III. Integrated dimensions of agency theory386

387
Hence, the existing explanatory theories of the audit consist of the following hypotheses:388

 Information theory389
 Corporate governance theory390
 Agency theory391
 Insurance hypothesis392

The main difference between information theory and agency theory lies in the fact that,393
in the former, the demand for the audit is based is based on the reliability and relevance394
of the financial information as input in the decision-making process. In the latter, it is the395
behaviour of the agent that dictates the demand. The theories are not mutually396
exclusive, and do, in fact, have significant areas of convergence. As a result, the397
investors and other users of financial information require the information to be reliable398
and relevant. In turn, the monitoring of the agent's behaviour – subject to evaluation - is399
imposed, as previously seen, by agency theory that simultaneously determines the400
specific rules of production and disclosure of financial information within a formal401
agreement and negotiated with external auditors. Therefore, agency theory402
encompasses both information theory and corporate governance theory because both403
reflect dimensions of the broad issue of agency relationships.404
Finally, an analysis of the insurance hypothesis. The objective of explaining the audit405
based on this hypothesis can help to clarify the issue of the audit in the case of406
bankruptcy with or without the audit. It does not clarify, however, generally speaking, the407
audits that are not subject to litigation. The insurer emerges to guarantee the agency408
relationship in relation to the rules of accountability and inherent responsibilities.409
Litigation, because it is an effect resulting from the commitment of the audit, should not410
be seen as a foundational base to explain the audit, as Wallace [7] intends. The demand411
for the audit is ex-ante whereas that of litigation is ex-post. In view of the above, I would412
suggest the integration of information theory, corporate governance and the insurance413
hypothesis in agency theory, which is sufficiently broad to subsume all the preceding414
concepts.415

Corporate
governance

theory

Information
theory

Insurance
hypothesis

Agency Theory

416
Fig. IV. Integration of theories417
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Consequently, the most complete explanatory theory of the audit is agency theory. This418
can provide justification for the audit of listed companies and large unlisted companies,419
although information theory - in the area of credibility of financial information - can have420
explanatory value for family businesses, subjected or not, to a legal audit. A summary of421
the aggregating factors can be seen below:422

423

Explanation for
the decision-
making process

Explanation for
the credibility of
financial
information

Explanation for
motivation

Explanation for
accountability
and responsibility

Explanation for
doubt and
verification

Explanation for
insurance

Explanation for
the governance of
societies

Information theory

Agency theory

Insurance hypothesis

Corporate
governance theory

Agency theory

Driving factors Aggregating theory (partial) Aggregating theory (total)

424
Fig. V. Aggregation of driving factors in the audit425

426
4. METHODOLOGY427
4.1. Theory - hypotheses428
In light of the above, it is proposed that integrating information theory, corporate429
governance theory and the insurance hypothesis into agency theory, has a sufficiently430
broad focus to include the aforementioned concepts, as can be seen in Figures VI and431
VII.432
What is of interest, then, at the present moment, is to formulate hypotheses in relation to433
the explanatory theories - taking into account the constructs previously described - that434
Portuguese audit professionals have in common to justify the existence of the audit in435
society.436
The research proposals of Lee [3],Taylor and Glezen [9], Dunn [4], Gray and Manson437
[10], Cosserat [14], among others, base the justification of the audit on agency,438
corporate governance and motivational theory - which the present author considers as439
being integrated factors in agency theory - and allow the following hypotheses to be440
formulated:441

H1 – Audit professionals in Portugal interpret the audit based on agency theory.442
For Mautz and Sharaf [1], Valderrama [12], Konrad [36], the audit is about the validation443
of reliable, relevant and credible information, based on the assumption that all444
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companies require reliable financial information - considered in the final construct of445
information theory - and which allows the following hypothesis to be formulated:446

H2 – Audit professionals in Portugal explain its existence based on information447
theory (credibility of financial information)448

449
4.2. Data collection450
The procedure used to carry out this study involved creating questionnaires aimed at451
professional personnel (statutory auditors, internal auditors and court auditors) and452
auditing teachers working in higher education, given that they are engaged in the453
creation and development of the concept and application of the audit.454
The empirical study was developed by sending the questionnaires to the various455
respondents, and involved the collaboration of professional institutes and associations.456
Hence, the cooperation of the following organisations was requested: Association of457
Statutory Auditors (OROC), Portuguese Institute of Internal Auditors (IPAI), Court of458
Auditors (TC) and various Portuguese polytechnics and universities.459
In order to increase the response rate (TR) to the questionnaires, the recommendations460
of Dillman and Frey [48], Childers et al. [49], Allen [50], Yu and Cooper [51], Yammarino461
et al. [52], Frohlich [53] were followed. The questionnaires were sent twice: the first –462
from November 2008 to June 2009 - covered the entire sample, and the second –from463
October 2009 to January 2010 – to the respondents who had not responded to the first464
request, and who were contacted by telephone beforehand requesting them to complete465
the questionnaire.466
The sample chosen to undertake this study was selected from among the various groups467
that work in and teach auditing: statutory auditors (ROC’s), internal auditors (AI), court468
auditors (ATC), and higher education teachers of accounting and auditing.469

The reasons for selecting these professional groups are the following:470
 The statutory auditors - as they certify the financial statements of companies471

and issue the audit report.472
With the collaboration of the OROC, a circular letter, together with the473
questionnaire, was sent to all the statutory auditors, who were exercising474
their profession in 2008, coming to a total of 766. Therefore questionnaires475
were sent to the statutory auditors that work, whether as individuals or in476
companies, as well as the statutory auditors working for large multinational477
auditing companies and national and regional auditing companies.478

 The internal auditors - because of their role in the prevention and detection of479
fraud which takes place in their companies. To question the internal auditors480
we were supported by the IPAI, which sent the questionnaire to 300 internal481
auditors by e-mail.482

 The court auditors - as they audit public bodies and, as a consequence, the483
use of taxpayers' money. Authorisation was obtained from the Court of484
Auditors for its auditors and assistants to distribute the questionnaires: 39485
questionnaires were distributed.486

 Higher education teachers of accounting and auditing - due to their important487
role in the training of former and future auditors and the expertise they488
possess in auditing and accounting. To distribute the questionnaires, the489
heads of departments of polytechnics and of some universities were490
requested to support the distribution of questionnaires, with 170 being491
distributed.492

It was proposed that these professionals rate, according to its degree of importance (1 -493
Very important and 5 - Not very important), the most suitable theory to explain the494
existence of the audit in society:495

 Information theory of financial information;496
 Agency theory;497

The questionnaires sent and received to each group were as follows:498
Of the 1275 questionnaires sent, and which constitute the data for this research, 521499
were received, of which 447 were completed in their entirety, as can be seen in Tables I500
and II. Given the number of questionnaires obtained, and taking into account that the501
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incomplete questionnaires can cause distortions in the results of the analysis, the502
decision was taken to work only with the fully completed questionnaires. Further, for the503
respondents that indicated that they belonged to various professional categories, the504
category used was that of the dominant category. As a result, the response rate is 35%.505
The response rate is commonly interpreted as an indication of the degree of care with506
which the study was carried out and also of the interest or relevance that the subject of507
the study has for business management (Frohlich [53]). Therefore, it is estimated that508
the response rate of this study is acceptable in relation to the Portuguese market, with it509
being, in fact, above the recommended minimum found in the methodology of Malhotra510
and Grover [54]: according to these authors, the minimum TR is 22%.511

512
Table I. Quantitative analysis of questionnaires513

Sent Received Eliminated Analysed
1275 521 74 447

514
Table II. Number of responses from professionals515

Professional
area

Total Responses % of
responses

AI 300 51 17
ATC 39 25 64
Prof 170 159 94
ROC 766 212 28

TOTAL 1275 447 35
516

AI; 51 ATC; 25

Prof; 159

ROC; 212

517
Fig. VI. Representation of audit professionals518

519
4.3. Sample, characterisation and analysis520
From the responses obtained, the professional groups are divided in the following way:521

522
Table III. Socio-demographic data of the professionals523

Professional
area

Indicator N.º %
approximately

Internal
auditors

Age >40 33 65%
<=40 18 35%

Companies they
audit

Listed 20 40%
Unlisted 31 60%
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Qualifications Bachelor's degree 41 80%
Master's 10 20%

ATC Length of service 1 to 5 years 3 12%
+ 5 years 22 88%

Age >40 23 92%
<=40 2 8%

Qualifications Bachelor's degree 25 100%
Teachers Age >40 91 57%

<=40 68 43%
Institute where they
lecture

University 31 20%
Polytechnic 128 80%

Qualifications Bachelor's degree 65 41%
Master's 76 48%
PhD 18 11%

ROCs Type of activity Individual 87 41%
Company 125 59%

Experience >10 years 138 65%
<=10 years 74 35%

Age >40 55 26%
<=40 157 74%

Connection Without international
connection

89 42%

With international
connection

123 58%

Companies they
audit

Listed 11 5%
Unlisted 142 67%
Both 59 28%

Qualifications Bachelor's degree 184 87%
Master's 25 12%
PhD 3 1%

524
Taking each professional area, it can be noted:525

 Internal auditors526
The total number of questionnaires received from the internal auditors was527
51, with the majority being professionals over 40 years of age, and who work528
for unlisted companies, and, in terms of academic qualifications, the majority529
possessing a bachelor's degree.530

 Court auditors531
The majority of court auditors reported their age to be over 40, with the532
majority working for more than 5 years in their institution, with all of them533
having a bachelor's degree/being certified.534

 Teachers535
The majority of the teachers questioned were over 40 years of age, with the536
majority of these working in polytechnics and having a bachelor's degree.537

 Statutory auditors538
The majority of the statutory auditors questioned work in a statutory auditing539
company, having 10 years of professional experience.540
67% of the statutory auditors consulted audit in unlisted companies and 58%541
have connections with large auditing companies.542

From the analysis of the variables Information theory and Agency theory a summary of543
the responses can be seen in the table below:544

545
546
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Table IV. Responses to variations of credibility theory and agency theory547
What is the most suitable theory to explain
the existence of the audit in society

Mode Mean

Internal auditors
Information theory (subsuming decision
theory and credibility theory) 1 1.56

Agency theory 1 1.78

Court auditors
Information theory (subsuming decision
theory and credibility theory) 1 1.48

Agency theory 1 1.63

Teachers
Information theory (subsuming decision
theory and credibility theory) 1 1.47

Agency theory 1 1.54
Statutory auditors Information theory (subsuming decision

theory and credibility theory)
1 1.68

Agency theory 1 1.89
548

From an analysis of the responses of the professional groups the following can be noted:549

Internal auditors - In relation to the most suitable theory to explain the550
existence of the audit in society, the internal authors consider it to be information551
theory, in relation to which the mean answer was 1.78 and the mode 1, with 66%552
of the respondents conferring this weight.553

Court auditors - In relation to the most suitable theory to explain the existence554
of the audit in society, the ATCs consider it to be information theory. In fact, in555
mathematical terms, this is the lowest mean, 1.63, and the most frequently noted556
score 1 (very important).557

Teachers - As far as the explanatory theories are concerned, this group558
considers information theory to be the most important. As a result, 60% of those559
asked responded that it was the most important, which is also consistent with560
the theoretical justification for the audit of business structures characterised by561
small and medium companies. The mean was 1.54 and the most noted score562
was 1.563

Statutory auditors - In relation to the most suitable theory to explain the564
existence of the audit in society, the ROCs classified information theory as the565
most important (the mean was 1.89 and the most noted score was 1).566

4.4. Analysis567
Given the hypotheses previously put forward, the following statistical hypotheses can be568
formalised:569

 Hypothesis I570
H0: There is no reference in relation to the importance of theories571
(information or agency theory).572
H1: There is a preference in relation to the importance of theories573
(information or agency theory).574

 Hypothesis II575
H0: There is no association between professional activity developed and the576
preference in relation to the importance of theories (information or agency577
theory).578
H1: There is an association between professional activity developed and the579
preference in relation to the importance of theories (information or agency580
theory).581
Hypothesis III582
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H0: There is no difference between the median of variables Information583
Theory and Agency Theory and the professional activity developed.584
H1: There is a difference between the median of variables Information585
Theory and Agency Theory and the professional activity developed.586
To analyse hypotheses I and II a variable, Theory, was created, with values587
1, 2 depending on whether the professional preferred information theory or588
agency theory (ties were not considered).589

590
Thus, with the application of the χ2 test and the confidence level of 95%, the following591
results were obtained, as can be seen in the table below.592

593
Table V. Results of X2594

Professional
area

Indicator Chi-square
test

Degrees
of

freedom

P-Value

AI Age 2.4 1 0.121
Companies 1.27 1 0.259
Qualifications 2.32 1 0.127

ATC Length of service 1.05 1 0.305
Age 0.61 1 0.438
Qualifications 1

Teachers Age 2.66 1 0.102
Institution 0.72 1 0.396
Qualifications 0.40 2 0.818

ROCs Type of activity 1.54 1 0.214
Experience 1.77 1 0.183
Age 3.40 1 0.065
Connection 5.66 1 0.017
Company 1.22 2 0.543
Qualifications 4.37 2 0.112

595
The study intended to ascertain whether the professional activity, academic596
qualifications, the teaching establishment, length of service, the type of companies597
audited, etc. can influence the answers of the respondents.598
Generally speaking, the above factors do not influence the answers given on the topic.599
All the areas of professional activity have values P<.05, indicating that these600
professionals demonstrate a preference for Information theory with the exception of the601
auditors with connections to an international network who indicate to a greater extent602
agency theory.603
It can be concluded, then, that only in the case of the ROCs was there an association604
between the type of connection and a preferred theory.605
In verifying hypothesis III the Wilcoxon test (P<.05) was applied and it was verified that in606
spite of there being a significant score for both theories (very important and important)607
the professionals preferred Information theory.608
Therefore hypothesis I (H0) and hypothesis III (H0) were rejected, with hypothesis II (H0)609
only being rejected due to the connections of the ROCs. In sum, there is a statistical610
difference in the preference for theory. There is no influence of the professional611
attributes on the choice of theory, except the international connection.612

613
5. ANALYSIS AND DISCUSSION OF RESULTS614
The theoretical justification of the audit and its necessity in present day society has615
never been, as far as the present author is aware, the subject of an in-depth study616
carried out in Portuguese schools of higher education, therefore it is not possible to617
undertake an analysis or discussion of the results based on a comparison of data, be it618
on a national or international level. On a national level, it can be stressed that in619
Portugal there is a strong regulation of the audit, which is dominated in the financial area620
by the statutory auditors, which audit as many listed companies as they do unlisted.621
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Overall, these professionals tend to attach less importance to the theoretical622
justification, and consider, generally speaking, that as the audit is dictated by law, this623
factor is sufficient to justify its necessity. However, the process of its historical and legal624
development in Portugal and the European Union has seen a focus on the audit based625
on information theory – the area of credibility of financial information – which is626
consistent with its origins in Portugal: annual accounts should be confined to an analysis627
of the accounting records presented with clarity and honesty. Now, the validation of628
these factors attributed to the audit, by strengthening the element of trust and, logically,629
the theory of information, clearly point to an approach based on the credibility of630
financial information. The results obtained in the empirical study, and the statistical631
measures used therein – those of mode and mean – plainly indicate information theory.632
In Portugal, this theory has, over time, progressively gained greater visibility. All the633
audit professionals attribute this theory with significant explanatory power, with the634
exception of the professionals with international connections, who - based on the635
variables analysed - consider agency theory as the most representative, as is inferred636
from the application of the Chi-Square test. Therefore, from the analysis of the637
characteristics chosen and included in the questionnaire (see Appendix), and as can be638
seen in Table V, it was ascertained that the attributes chosen do not influence the639
responses obtained, with the exception of auditors who are connected to international640
networks. This type of connection and the preference for agency theory derives from the641
fact that these professionals put greater emphasis on the behaviour of agents,642
embodied in the influence that they can exert on the quality of the financial statements.643
In relation to the court auditors - who verify the regularity and legality of public644
expenditure - the focus on information theory also has historical origins, and displays a645
certain lack of awareness that auditing activity carried out on public institutions, public646
companies, city councils, and city council businesses, is undertaken in the context of647
agency theory and the rules of accountability.648
The bodies that carry out audits and that are beneficiaries - whatever the form - of649
money or other public assets, are subject to the implementation of financial controls650
limited to the supervision of legality, regularity and financial correction. To these651
objectives can be added others: the appreciation of management, according to criteria652
of economy, efficiency and effectiveness, organisational analysis, the functioning and653
reliability of the systems of internal control. All these dimensions go beyond information654
theory, being part of, most likely, agency theory. In turn, internal auditors connected to655
large stock market listed companies and unlisted ones fall under, in modern times,656
corporate governance frameworks in which the monitoring of internal control and of657
ERM – enterprise risk management – are mechanisms and instruments of behaviour658
control of the agents, and suggests situations that are more consistent with agency659
theory than information theory. The teachers largely justify the explanation of the audit660
based on information theory (60%), a stance that suggests that the theoretical661
dimension in relation to its justification is not the subject of significant reflection. As a662
result, the audit is taught to a greater extent in a practical-theoretical perspective, and663
due to this pragmatism, the theoretical justification is neglected.664
As it is not possible to study the issue in greater depth in empirical terms due to the lack665
of adequate national and international benchmarking, the focus will now be on the666
normative discussion.667
The justification à priori of the audit on agency theory, as Dunn [4], Lee [3], Flint [6],668
Gray and Manson [11], Cosserat [14], Knechel [16], Arens (2010), Whittington and Pany669
[18], and Rittenberg [33] propose, is ideally matched to the reality of business, in which670
conflicts between principal and agent occur. In turn, Mautz and Sharaf [1], Boyton [38],671
Valderrama [12], Konrad [36] ,Costa [55], who support the information theory, centre,672
above all, on the quality of the information contained in the message underlying the673
preparation, presentation and disclosure of financial information, thereby validating674
accounting as an information system, and thus framing the existence of the audit not in675
the behaviour of the agents, but in the significance, certainty, objectivity and reliability of676
the financial information indispensable to the exercise of judgements and decision-677
making processes. This last approach, based on economic theory, is underpinned by678
information theory, and in countries beyond the influence of the English-speaking world679
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– which is the case of Portugal – finds greater acceptance because it directs accounting680
information towards the issue of media, evaluation, recognition and disclosure of681
information in the process of creating, circulating and distributing wealth. Hence, Costa682
[55], author of the book on auditing that has sold the most copies in Portugal, suggests683
that the most significant factor to justify the audit centres on the credibility of the684
financial information disclosed, reinforcing here the foremost theoretical justification in685
Portugal. The present empirical study points in the same direction, which demonstrates686
that the large majority of Portuguese professionals accept the explanation for the687
existence of the audit on which this thesis is fundamentally based.688
However, the justification for the audit in agency theory, as is proposed in this study, is689
well matched to its function in present day society, in which can be seen a growing690
demand for accountability for all interested parties in the company - in agreement with691
stakeholder theory. This focus on the function of the companies in society is transversal692
and incorporates philosophy, ethics, economic theory, law and sociology in a broad field693
of financial and non-financial information sharing by all sectors in society and not only694
the shareholders. This growing interest is justified by the fact the public in general, as695
taxpayers, provide the companies with infrastructures in which they operate, in the hope696
that these will not lower their quality of life (Hill and Jones [56]).697
Like this, each interested party represents a part of the implicit or explicit nexus of698
contracts underlying business organisations, classified by Quin and Jones [57] as agent699
morality: the agents should give priority to people and are not exempt from moral700
obligations. Corporative social responsibility imposes a business ethic and, as a result,701
the companies should be held accountable in all social dimensions. Agency theory, as702
has been researched in this study, covers all dimensions or the driving factors of703
auditing and its inclusion in the aforementioned model notably improves its message704
and meaning. The various explanatory theories analysed are not mutually exclusive and705
the existence of a number of perceptible and imperceptible connections converge in706
agency theory to provide a strong explanatory power in relation to the necessity of the707
audit in today's society. In light of the above, the integration of all theories – even the708
most distant, as is the case of the insurance hypothesis, Gray and Manson [10] - in709
agency theory augments its explanatory potential, and categorically requires, taking into710
account its own justification, the independent verification of the financial information711
produced, presented and disclosed.712
The audit does not operate in isolation. It relates to the economic system – subject to713
the rules of accountability – but also to social, political, educational and religious714
systems. As a result, cultural values and the systems of representation – accounting715
and auditing - engage and are influenced by the economic, political, legal and religious716
system. In turn, economic development and the level of technology dictate the specific717
needs and provide important interpretations for the necessity of the existence of the718
audit in society. Porter [58] on developing the concept of the audit society, and on719
following the same line as Mautz and Sharaf [1], Wallace [8] and Lee [3], suggests that720
present day society is in a constant process of verifying and monitoring behaviours,721
which structure, as already seen, a number of postulates on which the idea that722
economic agents seek an institutionalised mechanism of external control of economic723
activity is based, and attributes this function to the audit. Underlying this control is724
agency theory, because the large listed companies carry out their activity based on the725
theory that presupposes the existence of mandatory acceptable conduct, taking into726
account the relationship of responsibilities between the different stakeholders of the727
company. In reality, the company is not only a relationship of agency, but a broad728
alliance of interested parties, resulting in a number of relationships of responsibility in729
the company. These are the board of directors – agents – that exercise power of control730
over the production and disclosure of information. As this is the result of a development731
strategy for the company, and as it has economic and financial consequences on the732
public in general, this fact determines the need for financial information to be objective,733
transparent and complete, so that information risk, in the context of information734
asymmetry, is minimised. In addition, the financial information disclosed produces clear735
economic effects. In fact, it is often used to transfer wealth between the different736
interested groups. Therefore, the objectivity of the accounting system is achieved737
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through the existence of external control over the accounting information produced,738
presented and disclosed. So, the audit, structured in the relationships of agency, is a739
basic element in the governance of society (Sherer and Kent, [25]), because the740
individuals interested in the companies are unable, due to lack of awareness,741
detachment and lack of technical knowledge, to interpret, with the security they desire,742
the increasing complexity of accounting.743
This external control of company activity to safeguard the relationships of responsibility744
and uncertainty is a necessary condition but not sufficient (Benau et al., [28]). It is also745
necessary that the transactions carried out in the company are observable and746
contrastable through the specific function of control and revision of financial information747
in order to assess the degree of alignment between the accounting and the economic748
reality (Wolnizer [26]; AAA, [22]). It is, therefore, the behaviour of the agents that can749
control the information presented and disclosed, and that heightens, as a result,750
information risk for all stakeholders, and which imposes the search for a system of751
control that validates the reliability of accounting information.752
Although contextualised in the US market, this approach to the audit does not cease to753
be a logical explanation for its justification in all the large listed and unlisted companies754
in Portugal and the other countries of the European Union, in which the separation755
between ownership and management can be clearly distinguished. This separation has756
brought about an organisational structure and governance of these bodies, in which the757
principal actors have an important decision-making capacity in relation to the758
management and custody of assets, which should be managed in the interest of the759
owners and other interested parties (Jensen and Meckling,[43]; Watts and Zimmerman760
[59], Gonzalo [60]; Larriba and Gonzalo [61].761
Small and medium-sized companies in Portugal subject to statutory audits, and to which762
can be applied, to a lesser degree, the relationships of agency, because they are family763
or near-family groups, also have a clear social responsibility: they receive bank764
financing, collect taxes and stimulate employment. They therefore exercise an important765
function in terms of general well-being. Underlying the existence of the audit in these766
companies, albeit to a less notable extent, is the agency relationship, and hence the767
existence of the audit can be justified, although it is sought indirectly: achieved through768
its regulations and mandatory nature.769
The present research project includes a broad range of professionals, with a mean of770
suitable responses having been obtained to infer that those working in auditing in771
Portugal do not share the same opinion as the present author. However, the responses772
have to be framed in its own social and economic context: the audit is a recent activity in773
Portugal and is carried out in merely instrumental terms. Therefore, the logic on which774
part of its structural theory lies is omitted, and, hence, the concern for its existence and775
position in Portuguese society has not been the subject of in-depth study.776
The evaluation of the degree of accuracy and reliability that the financial statements777
disclosed by the company merit does not have significant explanatory content because778
it is a result of the necessity of monitoring the behaviour of the agents. In short, the779
hypothesis formulated was not borne out empirically because of the lack of knowledge780
in relation to the driving factors of the audit, with the exception of the auditors connected781
to listed companies, the majority of whom interpret it based on agency theory.782

783
6. CONCLUSIONS784
The key authors in auditing – Mautz and Sharaf [1],Taylor and Glezen [9], Wallace [7],785
Lee [3],Flint [6], Valderrama [12], Costa [55], Cosserat [14], Whittington and Pany[18]786
and Rittenberg [33] - whether in its theoretical or practical dimensions, implicitly or787
explicitly suggest explanatory theories for the existence of the audit in present day788
society. These theories have been based on information theory, corporate governance789
theory, agency theory, the insurance hypothesis and motivational theory.790
These theories, as an attempt to explain reality, are too reductionist, their approach791
being too focused on particular or atomized aspects, and therefore do not achieve a792
reasonable level of general acceptance.793
In turn, a more in-depth analysis of the content of each explanatory theory, points to the794
existence of firm connecting links between them, and suggests that agency theory is a795
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deeper, more concrete, rational and suitable explanation in relation to the present796
economic environment, characterised by a permanent conflict of interests, although in797
Portugal, the empirical evidence points to information theory.798

799
7. LIMITATIONS OF STUDY800
The study has various limitations related to a degree of lack of knowledge as far as the801
driving factors of the audit are concerned. As a result, the first professionals working in802
statutory auditing do not evidence significant theoretical or practical knowledge on this803
subject. The first degrees or baccalaureates in economics, management or accounting804
did not include disciplines in auditing until, approximately, 1990. In the last decade of the805
20th Century and the first decade of the 21st, first degrees in accounting and masters in806
accounting and auditing fostered greater development of theory and practice in financial807
auditing, and, it is the newly qualified from these degree programmes that presently808
seek to enrol in the Association of Statutory Auditors. In Portugal, the majority of the809
interpretations of the audit are unknown, so it should be recognised that this lack of810
knowledge on the part of the respondents may undermine the quality of the response.811
The sample, above all that of the internal auditors, is too small from which to infer. The812
actual professional bodies can hold a different perception of the audit, as might be the813
case of the court auditors, who mainly carry out legal and regular audits. All these814
factors should be taken into account in the present work. Furthermore, it is not possible815
to present comparative data in national or international terms, which represents an816
important gap. In addition, the robust regulations of the audit in Portugal can encourage817
professionals working in the field of auditing to spend little time reflecting on the issue of818
its justification.819

820
8. SUGGESTIONS FOR FUTURE RESEARCH821
Future research related to this theme can use different populations: professionals822
possessing more advanced theoretical training at a first degree, master's, and even a823
doctoral level in the areas of accounting, finance and auditing, and who are presently824
part of professional associations (OROC, OTOC, financial analysts, etc.), and the most825
highly qualified teaching professionals, PhD holders in the area, could be questioned as826
a way of researching their recently acquired knowledge, a factor that could reveal a827
more satisfactory interpretation of the theory with the greatest explanatory potential. The828
analysis of various factors that were evaluated in the course of the present study - and829
which converge in the case of agency theory as an explanatory theory of the audit -830
could be observed in other countries in order to correlate the economic development of831
a country with the theory on which auditing is based.832
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