
ESSAY ON AUDITORS INDEPENDENCE

The issue of auditor independence is a crucial element and very important for the audit profession. This concept has
been discussed widely and many.

The major accounting firms, seems vigorously opposed reforms to eliminate the growing conflicts of interest
arising from auditing and consulting for the same client, because of economic bond which the auditor does not
want to lose developed between the client and the accounting firm. While public officials and academics de-
See Arens, Elder, and Beasley for a discussion of the legal issues involved in applying this definition to cases
involving charges of audit fraud. Cases of audit fraud were not limited to Arthur Andersen. When are bias and
corruption likely to act in concert, and when are they likely to move independently? Some theories attribute
them to changes in institutional arrangements, such as the increased use of stock options to compensate top
managers, which created new incentives for showing ever-growing company earnings. First, the theory of
issue cycling outlined in this article implies that special interest groups will be more effective at achieving the
interests of their members when their motives for seeking special advantage for their members are effectively
veiled behind explanations that invoke more virtuous motives. There is no shortage of speculation about the
root cause of the many well-publicized accounting scandals. It was supported by a grant from the American
Accounting Association. We believe there are two possible means of fixing the U. On the other hand, we do
not adopt a laissez-faire stance toward conflicts of interest. A second set of issues arises when we consider
why we, as a society, fail to adequately address destructive conflicts of interest. Selective perception. The
essay commences by presenting the importance of auditor independence and outlines the occupation of
auditors. Effects of accountability. Legislators are not philosopher kings who seek ideal solutions to problems
such as auditor independence or sugar price supports Wildavsky,  Obviously, independence is compromised
when an auditor hopes to develop job opportunities with the audited firm. But these policy 24 Academy of
Management Review January changes have focused on increasing penalties for corruption and punishing
corrupt individuals. Once the outrage wanes, the special interests once again take the political offensive,
poking low-visibility loopholes in the high-visibility legislation e. The history of the accounting profession in
the twentieth and now early twenty-first centuries fits a cyclical pattern in political issues that has been well
documented by political scientists who study the lobbying efforts of special interest groups such as
accountants, CEOs, medical doctors seeking regulatory and legal advantages for their members. Escalation of
commitment. This new rule did not prevent the financial scandals at Enron and WorldCom, which created
enough public outrage that Congress passed the Sarbanes-Oxley Act of  The reason why issue-cycle theory
matters for usinesses is that it can help us understand how business interests obtain political advantage. To be
effective, accountability for the implementation of high professional standards must come much more rapidly
and much more directly from within the firmâ€”as, in principle, existed within Arthur Andersen through its
internal watchdogs in the Professional Standards Group, whose job it was to hold Andersen auditors to the
highest standards of accuracy and independence. The literature on accountability predicts that the types of
accountability pressures operating on professionals in conflict-of-interest situations should exacerbate rather
than attenuate the motivated reasoning The Securities Reform Act of , passed with generous support from the
accounting industry, changed the standard for assessing liabilities in securities fraud cases from joint and
several to proportionate liability, thereby significantly reducing the liabilities faced by accounting firms. The
recent requirement that major accounting firms submit to quality audits by the Public Companies Accounting
Oversight Board is consistent with this approach. In addition, there can hardly be a more effective means of
establishing a common identity between auditor and client than rotating personnel between the two. First, a
cozy, long-term relationship between auditor and client is as great a risk to audit quality as is auditor
unfamiliarity with the client. From my viewpoint, it is undeniable that Ethical standards put efforts on
monitoring auditor independence; but standing at the point of running the business, accounting firms have
woven an increasingly complex web of business and financial relationships with their audit clients. Relate
your answer to the primary role of external auditors?


