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ABSTRACT 

 

The purpose of this study is to examine external auditors´ current practices when 

performing an audit of companies with environmentally hazardous activities, i.e. if the 

environmental risks are taken into account by the auditor of an audit. To understand 

what the auditors should review, this study also examines how these companies control 

their environmental risks. 

 

A qualitative method has been conducted based on ten semi-structured interviews, 

consisting of auditors experienced in auditing industrial companies as well as corporate 

managers of the largest industrial companies within the Stockholm Stock Exchange. 

Furthermore, information has also been obtained from annual reports of the companies. 

 

This study shows that the auditors` practices, when conducting audits of environmental 

hazardous companies, do not include a comprehensive investigation of risks arising 

from environmental hazardous activities. Furthermore, the study shows that big, listed 

industrial companies have a strong internal control that manages their environmental 

risks. The companies are aware that they are exposed to risks due to their operations and 

they are taking adequate actions to control them such as different management systems. 

 

Keywords: Auditing, Environmental risk, Hazardous activities, Internal control, Risk 

management,  
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1. INTRODUCTION 

 

It is well known that industrial companies have a big impact on our planet today. Jones 

(2010) claims that despite of being a large contributing factor in how our planet slowly 

but surely gets destroyed, industries are accepted by society because they have a task to 

provide people with necessary products. The society needs a new relationship between 

industrial companies and the environment (Jones, 2010). Due to this awareness, there 

are a lot of rules that have occurred during the recent decades, i.e. companies must now 

get permission to operate their business (Gemmel and Scott, 2010). There are numerous 

of legislations to promote the environment and leads to environmental demands are 

many. During decades, the European Union (EU) has developed a variety of 

environmental legislation (Perkins and Neumayer, 2007) regulations and directives 

(Bulmer, 1993). Since it recently has implemented many new environmental regulations 

and standards, it has resulted in increased costs for the company to adapt to these new 

regulations and standards. This also places higher demands on the auditors since they 

must be familiar with their clients' regulations (Kuhre, 1996).  

 

Industrial companies are exposed to risks, partly because of their activities which 

include hazardous operations (Kádárová and Durkáčová, 2012). Environmental risk 

arises when an organization's operations and activities impact among others, the earth, 

air, water, and natural resources (Mindak and Heltzer, 2011). A risk that may occur is 

the risk of impairing the company's image. Siano et al. (2016) states that increased 

pressures on the company’s sustainability efforts has led to that some companies now 

aim to hide the most controversial aspects related to corporate environmental 

sustainability, so called "greenwashing". The main purpose of this is to gain potential 

benefits such as increased financial result, reputational capital, and being able to present 

themselves as a sustainable company. A current example of greenwashing is 

Volkswagen's diesel-gate scandal, which led to their loss of reputation as one of the 

"most sustainable automaker in the world" (Siano et al. 2016). Collaboration with 

suppliers may also impair the reputation of a company. Newspapers wrote about Apple 

Inc several times, which includes the security of Apple's suppliers came under 

examining. It was written that they would have contributed to the pollution in China, 
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that human costs were associated with the production of their iPad and about their 

suppliers because of bad working conditions. Considering that reputation can arise and 

be spread quickly, see Apple's case, it is also important to recognize the potential risk 

that can affects the reputation of the organization in this context (Lemke and Petersen, 

2013; Tummala and Schoenherr, 2011). Further risks that may impair the company´s 

reputation is product risk and re-cycling risk. A product may contain non-renewable 

substances such as oil, or substances that affect the sustainability of the environment, 

such as palm oil. Nestlé, Unilever and Procter and Gamble have all been accused of 

being part of the destruction of tropical forests due to the extraction of palm oil. These 

companies must spend a large amount of money to re-build their corporate reputation 

(Nunes and Park, 2016). To prevent a situation like that, companies must understand the 

products impact on the environment. The product can also affect the environment 

negatively after its life-time. Nowadays, many companies work frequently to reduce 

their products environmental impact by making as much of the product recyclable to 

prevent reputation losses due to a non-re-cycling product (Mobley et al., 1995). Gatzert 

(2015) states that reputation risk is becoming increasingly relevant for companies and 

the protection of a company's reputation is probably the most relevant and difficult tasks 

for the managers.  

 

To control these risks that environmental hazardous companies are exposed to, the 

companies need a strong internal control which includes control systems for various 

risks that have been identified in a risk assessment. The company management have 

responsibility for the internal control, but the external auditor must make an opinion 

about the effectiveness of the internal control. If the auditor believes that the 

management shall act differently in their risk management, he or she gives feedback and 

declare the information to the company management. Thus, the auditor performs a risk 

assessment that identifies the various risks that could harm the company (Rezaee, 

2016). On the other hand, Chiang (2010) claims that several studies show that audit 

firms do not understand the problems environmental hazards may pose to their clients. 

She believes that this is worrisome and requires more guidance about the risks 

associated with environmental hazardous operations. Rodgers and Housel (2004) 

conducted a study in which they examined how auditors deal with information about 

environmental risks. They concluded that auditors tend to downplay the information 

about environmental risks comparatively with financial information. This attitude is 

http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Tummala%2C+Rao
http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Schoenherr%2C+Tobias
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problematic when it occurs risks associated with hazardous environmental operations 

(Mindak and Meltzer, 2011). If an auditor does not take information on environmental 

risks into account, he or she is "exposing himself or herself to potentially significant 

legal liability" (Chiang, 2010). Furthermore, previous research only investigates 

auditors' performance in the specific environmental audit. Thus, a voluntary audit 

focusing only on environmental aspects (Rika, 2009). There is no data that describes 

whether the auditors take environmental risks into account in a traditional audit or if 

they only focus on financial information. The purposes of this study are: 

 

1. To examine external auditors’ current practices when performing a traditional 

audit of companies with environmentally hazardous activities, i.e. if the auditor 

takes the environmental risk into account of an audit.  

2. To examine company's internal control and how corporate management control 

their environmental risks. This, to be able to argue how auditors should act when 

they revise companies with environmental risks. 

 

Following research questions have been formulated: 

 

• How does the company management control the risks that arise due to their 

environmental hazardous operations?  

• Does the auditor investigate the company’s risks arising from their 

environmental hazardous activities? 

 

Limitations 

This study includes the big four audit firms in Sweden and five of the largest industrial 

companies in the OMX30 stock market.  
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2. PREVIOUS RESEARCH 

 

Previous research is organized in accordance with the figure below. Following sections 

are structured after the numbers in this figure.  

Figure 1 – Overview of previous research 

 

 

2.1 AUDITORS´ CURRENT PRACTICES 

An audit of a company with environmentally hazardous activities can help the company 

get a market advantage if they understand the business relationship to the environment 

(De Moor and De Beelde, 2005) and to improve business performance (Karapetrovic 

and Willborn, 1998). To make this possible, it is required good skills and qualities from 

the auditor. Dixon et al. (2004) means that the auditors should have good accounting 

education who includes social and ethical aspects, and that they need a good training 

and special skills to perform a good auditing. Further they mention some important 

characteristics for an auditor with mission in a company with environmental activities 

like among other; that they have an ability to deal with uncertainties and moral 

situations that they can analyse and measure environmental impacts on the business and 

bringing possible solutions to environmental problems. 
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To ensure that the audit meets the requirements of quality it is important with quality 

assurance. De Angelo (1981) describes that quality in an auditing consist of two parts - 

that an auditor is likely to discover flaws in a company's accounting systems and that 

the auditor then reports these flaws. That is, the auditor should have the ability to 

discover and identify errors and then be independent to correct these errors. An 

auditor’s qualifications are important to take responsibility for a good audit quality 

(Aronmwan et al. 2013). It also important that the auditor have a knowledge of the 

client's industry. Because during the early stages of an audit, an inappropriate 

assessment of audit risk can lead to an incorrect allocation of audit resources and finally 

land in an ineffective audit (Low, 2004). He means that an auditor's' knowledge of the 

client's industry positively affects the auditor's' ability to assess audit risks. Furthermore, 

the quality of auditors' planning decision is also affected by their knowledge of their 

client´s industry. 

 

2.1.1 The auditor´s mission in an audit 

An auditor’s responsibility is to review the company's annual report, accounting and the 

management according to Swedish generally accepted auditing standards (Chapter 9, 

§ 3, ABL) Generally accepted auditing standards makes demands on the planning and 

implementation of an auditor's mission and how the auditor documents and reports their 

mission. It requires that the audit must be detailed and comprehensive. The auditor's 

review will focus on discovering so-called material misstatements and its conditions. 

There are high demands on the auditor's efforts, and in listed companies are particularly 

high demands. It also focuses on such measures, areas and conditions that are essential 

for the operation and where failures would have special significance for the company's 

situation (revisorsnamnden). 

 

According to the Swedish auditor Board, the auditor’s mission in an audit is to examine 

the overall information in the annual report. But also clarify if any board member or the 

CEO has made a commitment or is guilty of any errors that may lead to liability when 

they not have followed the rules of law. The auditor shall make a judgement if the board 

member or CEO has exposed the company to risks that could have a negative impact on 

the company. After the auditor has examined the company based on its mission, the 

auditor has a duty to report to various stakeholders in specific circumstances. Whether 
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the auditor has suspicions that a certain crime in the company's operations have 

occurred, the auditor must notify the prosecutor. The auditor will in the so-called audit 

report for instance, provide comments on the annual report and its preparation in 

accordance with the Annual report law i.e. if it shows a fair picture of the company's 

operations. It is important to have in mind that even if the auditor has complied with the 

requirements of auditing standards, it may not always be possible to discover all 

material misstatements. (revisornamnden) 

 

According to ISA and Swedish generally accepted auditing standards, the auditors has 

responsibility to achieve a high degree of certainty that the annual report and 

consolidated report as a whole are free from material misstatement - they are identifying 

and assessing the risks for the material misstatements. They also need an understanding 

of the company's internal controls that are relevant to the audit. They must evaluate the 

content and the overall presentation and structure of the annual report, if the 

appropriateness of accounting policies used, and if the board member and CEO´s 

estimates are reasonable. If any important observation arises during the audit, the 

auditor needs to inform the board members about it. (revisorsnamnden) 

 

2.1.2 Why focus on environmental management in the audit? 

Environmental risks affect society in many ways (Matten, 2004). The integration of 

environmental variables in the management process is an increasing approach to 

sustainable development and for company's going-concern (Monteiro and Ribeiro 

(2017). An industrial company need to have appropriate management system to 

improve environmental performances (Griffith and Bhutto, 2009). The main purpose for 

focus on environmental management in the audit process is to form an opinion on how 

corporate management take environmental issues into account to control risks posed by 

environmentally hazardous activities. The motive for implementing environmental 

management is to develop sustainable practises inside the company (Monteiro and 

Ribeiro, 2017). This can be done by: 

 

Identify problems: Environmental management aims to identify problems the company 

is facing regarding environmental concerns (Griffith and Bhutto, 2009). For example, 

the different risks the company is exposed to which arise from the company's 

environmentally hazardous operations. An eco-stage evaluation scheme is one example 
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of a tool that the company management can implement to reduce its environmental 

impact (Kametani, 2004). The auditor must review and evaluate the company's 

environmental management to detect material mis-management concerns that may 

affect the risk management inside the company. If the auditor detects mis-management, 

he or she must give feedback and declare its opinion to the company management. The 

auditor can use the ISO 14001 as a tool to evaluate the company's environmental 

management (Kametani, 2004). 

 

Improve compliance: To improve compliance of environmental regulation, the 

environmental management have a major responsibility. Managers must secure that 

every level in the company comply with all requirements. Non-compliance with 

environmental laws and regulations may affect the continuation of the company's going 

concern (Chiang, 2010). Azis (2012) states that corporate risks can be managed by 

compliance with legal frameworks and the internal control can be achieved by 

compliance. Therefore, is it material that auditors control the industrial company´s 

compliance with environmental regulations and requirements. Industrial companies that 

adversely affect the environment have different requirements they must follow to be 

allowed to operate their business. These terms and conditions differ depends on what 

business the company operate in and where they are allocated. It shows for instance 

how much the company's pollution of a certain substance maximum is allowed to be per 

day/year or unit for example in the air or the water (Lansstyrelsen). If industrial 

companies with requirements from the Land and Environment Court do not comply 

with their requirements, they can lose their permission to operate and the factory will be 

closed by the Swedish regulatory agencies (Chapter 21, § 9 Miljöbalken, MB). 

Furthermore, the company can be forced to pay big amount of fines for their non-

compliance of mandatory regulations (Chapter 29, § 1 Miljöbalken, MB), which affects 

their financial result.  

 

Train and educate employees: Maltby (1995) states that monitoring risks requires high 

competence within legal frameworks in the area the company is operating, an 

understanding of the company´s processes, raw materials, products, wastes and energy 

usage, and what effect each of these have on the environment. To achieve going-

concern a company needs employees´ with high competence. Managers must educate 

their staff to increase their awareness about the company's environmental impact.  
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Improve corporate image: Legitimacy is important for the company´s image. 

Companies often positioning themselves as legitimate organizations that take 

responsibility for the society. Environmentally hazardous companies disclose their 

environmental performance more frequently than other companies (Cormier and 

Magnan, 2003); Kilian and Hennigs, 2014). If something happens, they should be able 

to claim that they done everything they can to prevent it from happening and refer to 

their disclosures (Vanhamme and Grobben, 2009). Also, in case the company shows 

that they protect the stakeholders’ interests in environment and social responsibility, the 

stakeholders will increase a higher value (Rezaee, 2016), which will benefit the 

company. A solid image due to environmental awareness will increase collaboration 

with other companies and a successful supply chain can be formed (Preece et al., 1995).  

 

 

2.2 COMPANYS´ INTERNAL CONTROL  

Internal control is a process and activity for managing a company's risks. It consists of 

five components; management´s control environment, management´s risk assessments, 

management's information and communication system, management´s control activities, 

and management's monitoring of control systems (Louwers et al., 2013; Aldridge and 

Colbert, 1994). Internal control should be effective and managed automatically. Various 

systems and processes form the basis of internal control, such as, among others, the 

Environmental management system (EMS), Risk management systems (RMS), and 

compliance of standards, rules and regulations. The external auditor must test the 

effectiveness of the internal control. Then, he or she must evaluate the internal control 

and determine if there are any material weaknesses. The external auditor must make an 

understanding of the five components of the internal control and then reconnect its 

thoughts to the company management. Thus, he or she must understand its client's 

business to make a correct opinion about the company's internal control (Aldridge and 

Colbert, 1994). In the business of industrial companies concerning hazardous activities, 

it is significant that the auditor understands the different risks that may arise due to its 

client´s operations. On this basis the auditor will be able to make an adequate 

assessment of the company's internal control. 
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It is well known that industrial companies have a big impact on the environment; the 

fact that they significantly affect the environment cannot be ignored (Monteiro and 

Ribeiro, 2017). Consequently, industrial companies have been subjected to external 

pressures to manage their environmental impacts better. They need to adopt practices 

and develop actions consistent with the conservancy of the environment. They also need 

to encourage other companies, for example suppliers, to adopt environmental protection 

practices within their company (Monteiro and Ribeiro, 2017). To be able to reduce its 

impact on the environment, the company need a management which focuses on the 

firm's environmental concerns, a so-called environmental management. The 

environmental management must respond all expectations to all kind of stakeholders 

that have an interest in environment (Kametani, 2004), which are nowadays most of the 

stakeholders. 

 

According to Kametani (2004) there are three elements in environmental management; 

environmental vision, communication, and an environmental management system. First, 

the company needs a clear vision in which direction the company shall steer its 

environmental activities. Second, the company needs to communicate to stakeholders 

what kind of actions they will take to prevent damage due to its environmental 

hazardous activities. Last, they need to give an organized form to its ambitions, to build 

a design for its management priorities. Thus, an environmental management system. 

 

2.2.1 Environmental management system (EMS) 

This system is used as a tool to identify environmental goals and missions and to set up 

appropriate policies and strategies to achieve continuous environmental performance 

(Rezaee and Elam, 2000). It is designed to control the organization's significant 

environmental conditions (Ammenberg et al., 2001). Since the 1990s, more and more 

companies started to use a so-called environmental management systems, EMS (Hariz 

and Bahmed, 2013) because of increased environmental awareness among the public, 

new laws and requirements (Hui et al., 2001). In year 2015, more than 300 000 

companies worldwide have used an EMS and certified in accordance with ISO 14001 

(Zilahy, 2017). Early studies show that companies have started to use EMS for 

improving environmental performance, for environmental risk management, improve 

employee environmental awareness in accordance with the rules and standards, gain 

competitive advantages, strengthening environmental strategy and improving efficiency 

http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Monteiro%2C+S%C3%B3nia
http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Monteiro%2C+S%C3%B3nia
http://www.emeraldinsight.com/author/Rezaee%2C+Zabihollah
http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Hariz%2C+Samia
http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Bahmed%2C+Lylia
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in the organization (Searcy et.al, 2012). An environmental management system provides 

management with possibilities in a good way consider the environment in all levels in 

the company. This system aims to systematically take the effects of the company’s 

operations on the environment into account, as well as to assess the environmental 

impact and to reduce it (Hariz and Bahmed, 2013). 

 

 

2.2.2 ISO-Standards 

ISO-standards are sustainability standards developed by The International Organization 

for Standardizations with the purpose to certify the achievement of sustainability 

performance and in providing assurance on sustainability performance reports. Rezaee 

(2016) says that ISO have developed several standards that are relevant to quality 

controls, CSR and environmental activities, risk management, and sustainability events. 

 

ISO 14000 is a family of standards which are related to the company's environmental 

requirements and addresses various aspects in the environmental management. It also 

addresses specific environmental aspects including: labelling, performance evaluation, 

life cycle analysis, communication, and auditing. Guidelines provided in ISO 14000 

regarding environmental performance, reporting, and auditing are relevant to the 

environmental dimension of sustainability performance (Rezaee, 2016). González-

Benito et al. (2011) says that ISO 14001 is the most frequently used international 

standard for applying an Environmental Management System (EMS). The purpose of 

ISO 14001 is both to improve practices inside the company and improve the company's 

image through the adoption of this internationally accepted and reputable standard 

(Kouakou et al., 2013). 

 

Another series of important standards for companies is ISO 9000. The standards provide 

a set of requirements about the quality control and they are intended to improve quality 

of products and services and are directly linked to increasing the economic 

sustainability performance (Rezaee, 2016). A consistent part of ISO 9000 series is to 

continuously develop the organization's practices and processes which is an important 

issue for the company management. ISO 9004 helps the company to achieve going-

concern. The organization provides guidance and support to achieve going-concern by 

applying an approach that is based on quality management. It addresses expectations of 

http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Searcy%2C+Cory
http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Hariz%2C+Samia
http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Bahmed%2C+Lylia
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all relevant stakeholders, and provides guidance for the systematic and continual 

improvement of the organization's performance in general (Vanalle et al., 2016). 

Vanalle et al., 2016 says that one of the steps to achieve going-concern is to “identify 

short- and long-term risks and adopt a strategy that facilitates their minimization”. 

 

ISO 26000 is a standard which is related to the company's CSR activities. For example, 

what actions they take to reduce their impact on the environment. The standard 

describes what expectations a company has regarding responsibility for the society 

(Valmohammadi, 2014). It contains seven specific issues where the company can 

choose what issue or issues they want to focus on. For an industrial company with 

environmentally hazardous activities, it is reasonable to focus on reducing its negative 

impact on the environment and formulate strategies to achieve such environmental 

improvement. 

 

A standard that the external auditor can use as a guideline in its audit of the industrial 

company is ISO 19011, “Guidelines on quality and environmental auditing” The 

standard applies guidance in auditing of quality and environmental management. 

Karapetrovic and Willborn (2000) defines ISO 19011 as follows: “Independent and 

documented system for obtaining and verifying audit evidence, objectively examining 

the evidence against audit criteria, and reporting the audit findings, while taking into 

account audit risk and materiality”.  

 

2.2.3 Risk Management System (RMS) 

To manage corporate risks many firms use a Risk Management System (RMS). RMS is 

an integrated information system that ensures an ongoing measurement of risks with the 

purpose to keep them into control (Manuel Ferreira et al., 2017). The RMS can be 

defined as an organized structuring of risk processes. It provides recommendations to 

methods and techniques in how to manage the risks. By implementing RMS, companies 

reduce complexity, establish risk awareness, and develop a common understanding 

regarding the nature of risks and opportunities. It usually consists of a step‐by‐step 

instruction list which gathering available information about the risks the company is 

exposed to (Fischer et al., 2010). Companies can compose their own risk management 

system by using relevant environmental management standards as a framework for 

managing their environmental risks (Barafort, 2017). In that case, they gather relevant 

http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Fischer%2C+Katrin
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information in an IT-system which easily can be obtained when it is needed to manage a 

specific risk.  

 

SUMMARY 

These tables provide an overview of the arguments contained in the chapter Previous 

research above.  

 

Table 1 – Summary of arguments in Previous research: Auditors´ current practices  

                                      Argument 
2.1 

A. Help the company get a market advantage if they understand 

the business relationship to the environment. 

B. Auditor's' need a good training and special skills to perform a 

good auditing. 

C. Auditor's' knowledge of the client's industry positively affects 

the auditor's' ability to assess audit risks. 

Source 
2.1 
De Moor and De 

Beelde, (2005). 

Dixon et al. 

(2004).        

 

Low, (2004). 

2.1.2 

A. It is material that auditors control the industrial company´s 

compliance with environmental regulations and requirements.  

B. The auditor must review and evaluate the company's 

environmental management to detect material mis-

management concerns that may affect the risk management 

inside the company. 

2.1.2 
Chiang, (2010) 

and Azis, (2012). 

 

Kametani, 

(2004). 

 

 

Table 2 - Summary of arguments in Previous research: Companys´ internal control 

Argument 
2.2  

A. Internal control is a process and activity for managing a 

company's risks. 

B. Consists of various systems and processes - Environmental 

management system (EMS), Risk management systems 

(RMS), and Compliance of standards, rules and regulations 

etc.  

C. The auditor shall test the effectiveness of the internal control. 

Source 
2.2 

Louwers et al., 

(2013).  

 

 

Aldridge and 

Colbert, (1994) 

 

2.2.1 

A. EMS - a tool to identify environmental goals and missions and 

to set up appropriate policies and strategies to achieve 

continuous environmental performance. 

B. EMS - designed to control the organization's significant 

environmental conditions. 

C. EMS - assess the environmental impact to reduce it. 

2.2.1 

Rezaee and 

Elam, (2000). 

Ammenberg et 

al., (2001). 

Hariz and 

Bahmed, 

(2013). 

2.2.2 

A. ISO 14001 is the most frequently used international standard 

for applying an Environmental Management System (EMS). 

B. ISO 14000 - improve practices inside the company and 

improve the company's image through the adoption of this 

2.2.2 

González-

Benito et al. 

(2011) 

Kouakou et 

http://www.emeraldinsight.com/author/Rezaee%2C+Zabihollah
http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Hariz%2C+Samia
http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Bahmed%2C+Lylia
http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Bahmed%2C+Lylia
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internationally accepted and reputable standard. al. (2013). 

2.2.3 

A. To manage corporate risks many firms use a Risk 

Management System (RMS). 

B. RMS is an integrated information system that ensures an 

ongoing measurement of risks with the purpose to keep them 

into control. 

C. RMS - Often consists of a step‐by‐step instruction list which 

gathering available information about the risks the company is 

exposed to. 

2.2.3 
Manuel Ferreira 

et al. (2017). 

 

 
Fischer et al. 

(2010). 

 

This model describes how the arguments in this article are linked to the questions that 

were asked to the informants when collecting empirical data. The questions are placed 

in an appendix.  

 

 

Figure 2 - Research model 

 

 

 

 

 

 

3. RESEARCH DESIGN 

http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Fischer%2C+Katrin
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The approach used for collecting empirical data in this study has been performed in 

similarity to Ammenberg et al. (2001). The study is conducted through semi-structured 

interviews with five auditors from the big four audit firms in Sweden and five managers 

in the largest industrial companies in the OMX30 stock market. The study first 

examines the company’s internal control and how corporate management controls the 

risks, and then it reviews the auditors´ practices to ensure that adequate interview 

questions are asked to the auditors. In the chapter “Findings”, it is described about the 

big four audit firms’ consideration about environmental risks in the traditional audit of 

large listed industrial companies. In audit firm 1 we have interviewed two auditors’ and 

the other three firms we have interviewed one auditor. Semi-structured interviews are 

used to obtain qualitative data (Qu and Dumay, 2011) which is the type of data this 

study is based on. In a criticism of the qualitative method Ammenberg et al. (2001) 

assert that the method is subjective and can leave room for the researcher's own 

feelings. They state that this is something the researchers need to take in account when 

analysing the data to obtain objectivity. Qualitative data is difficult to generalize and 

categorize. However, this is not a problem as the intention is not to generalize the data, 

but only provide a descriptive picture of the auditor's practice when revising companies 

with environmentally hazardous activities. This qualitative study does not generate 

generalizable data. But, it is possible to formulate hypotheses based on the results of 

this study which makes it possible for future studies to test the hypothesis with a 

quantitative approach, which in turn may provide generalizable data. 

 

The interview questions are prepared in advance and are formed by the theories that are 

described in the chapter "Previous research", which is designed after a literature review 

that consisted of scientific articles and annual reports. Semi-structured interviews 

require planning both before, during and after the interview, according to how the 

questions are compiled and interpreted (Qu and Dumay, 2011). In addition, some 

follow-up questions are asked to further investigate the views of those interviewed. 

These questions are not prepared in advance and are dependent on the answers. The 

purpose of the follow-up questions is to gain a more detailed response from the 

respondents in order to be able to get a broader picture about the subject. Furthermore, 

same questions are asked to all auditors and all managers, but the questions differ 

between these two. As in accordance with Ammenberg et al. (2001), every respondent is 

http://www.emeraldinsight.com/author/Qu%2C+Sandy+Q
http://www.emeraldinsight.com/author/Dumay%2C+John
http://www.emeraldinsight.com/author/Qu%2C+Sandy+Q
http://www.emeraldinsight.com/author/Dumay%2C+John


 

 

18 

 

promised full anonymity, with the purpose to make them feel free to speak without 

risking negative consequences. We conduct the interviews by phone because the 

respondents are in other parts of the country than the study is written. Therefore, there 

are no possibilities, considering time and economic aspects, to have face-to-face 

interviews with the respondents. Rowley (2012) claims that telephone interviews may 

remove some potential interviewer bias, which support the procedure. The interviews 

took about 30 minutes per informant, which resulted in a lot of data. The answers are 

recorded in order not to miss any information. When each interview is finished, the 

interview is directly compiled and then compared with the recording of the interview, so 

no important aspects are forgotten. Then the transcribed text was sent by email to the 

informants who agree that the transcription is consistent with what he or she said.  

 

The Big Four Audit Firms in Sweden constitutes such a large part of the audit market, 

which means that the results from this study reflect Swedish auditors approach during 

the performance of an audit in an environmental hazardous company. Since there are 

many companies in one way or another which are affecting the environment, there are 

three instances that provide environmental permits - A, B and C facilities 

(lansstyrelsen.se). This study focuses on the auditing of listed industries engaged in 

environmentally hazardous activities (A-facilities), since they have similar 

environmental requirements to follow. The study is based on the company and the audit 

perspective and does not take investors' perspectives into account.  

 

To achieve a high credibility, the questions are formulated carefully so they are easy to 

understand. Qu and Dumay (2011) states that the interviewer shall constantly steer the 

interview in the right direction and avoid side tracks to keep a high credibility, which is 

taking into account in this study. Furthermore, the strategy to record the interviews are 

with intention to reinforce the study's credibility. If the researcher only writes down the 

answers from the respondent a risk arises of missing important information. In this 

study auditors and managers with high insight on the subject has been interviewed 

which strengthens the credibility.  

 

After the interviews are completed, the empirics from each question are compiled under 

appropriate headings with the purpose to show their answers to the reader. The answers 

are divided into themes based on the different questions. This is to get a clear structure 

http://www.emeraldinsight.com/author/Qu%2C+Sandy+Q
http://www.emeraldinsight.com/author/Dumay%2C+John
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of the data. The empirics are then analysed with a method that is reminiscent of 

thematic analysis. In the last part of this article the external auditors' current practice is 

discussed when they perform an audit of companies with environmentally hazardous 

activities. Furthermore, the company's control of their environmental risks is also 

discussed where thoughts are explained about which parts the auditors should review in 

their audit of these companies.  

 

 

4. EMPIRICAL FINDINGS 

 

4.1 AUDITORS´CURRENT PRACTICES    

 

Competence of the auditor  

 

Audit firm 1 only asks questions to accountable persons in the company and then 

examine the answers based on that. If they go deeper into any of these questions they 

ask for help from people in their audit firm that have appropriate background / 

experience - who have other duties as economists and lawyers. Audit firm 3 has at least 

one expert on environmentally hazardous activities in the team followed by other 

auditors who collect documentation and complies it with the annual report. They have 

programs that the auditors perform, an initial education and “on the job training”. While 

audit firm 2 have auditors without further expertise in the traditional audit. However, 

audit firm 2 have a specialist group called Climate change and sustainability services, 

who only works with sustainability reporting and review of sustainability information. 

Audit firm 4 works like audit firm 1 but further describes: 

 

“We continuously increase knowledge and develop our working methods to meet 

customer and community environmental requirements in all assignments.” 

 (Audit firm 4).  

 

 

 

 

Review environmental risks 
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The external auditors do not in general consider the company's environmental risks 

when reviewing the internal control. It is only audit firm 3 that investigates in deeper 

extent if the company management identifies the risks to which they are exposed to and 

how the company’s management controls these environmental risks. They interview 

different people in the management team and control that their description of the work 

processes is in line with each other. The other three audit firms only ensure that the 

company deposited enough money in a debt post in the balance sheet for the recovery of 

potentially contaminated land. 

 

 

Reduce environmental impact 

 

In audit firms 1, 2 and 4 risk analysis of the company's reduction in environmental 

impact is not a focus area. It is more a business risk and business opportunity that the 

company manages itself. If the company has a commitment to restore something related 

to the environment, there is a formal requirement that shall take place, but the time 

when it will be restored is often far ahead. Therefore, companies do not know how 

much the cost will be, more than it will be paid in the future and therefore it cannot be 

recorded. Thus, this is only a description in the annual report if this commitment has 

been made. The auditors will only take this into account when there is an expense to be 

reported in the accounts. Audit firm 3 mainly investigates whether the company is 

actively working to reduce its environmental impact and describes this from a 

management perspective. Namely that the company management has a mission to 

protect the value of the company and establish value for its shareholders. If they do not 

handle the business, including the environmentally hazardous part properly, i.e. 

managing the risk in the business in an effective manner, they may be liable to the 

shareholders. This section is a part of the management audit, where they review the 

corporate governance.  
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Ensure compliance 

 

All audit firms verify that industrial companies comply with the laws and regulations 

regarding environmentally hazardous activities. The informant from audit firm 1 

mentions that their auditors have checklists - where they are asking the corporate 

governance how they comply with laws and regulations. They do not investigate it 

further than that. Furthermore, all audit firms take part of the permission granted by 

land and the environmental court to get a clear picture of the company's obligations. 

However, only audit firm 2 and 4 go further into this. It means that they make a risk 

assessment of which laws and rules that are most risky to not comply. When they do an 

audit, they initially assess how much focus they should place in each area - if there is a 

high risk of financial losses due to fines, risk of damaging their reputation or if their 

shares may fall in the long run. The measures they do is making requests to the 

management, review the processes on how the management of the laws and regulations 

goes on as well as documenting what system the company use to comply laws and 

regulations with. The essence is to review the company's processes to comply with laws 

and regulations, if the process is efficient and clear or should be developed. 

Furthermore, they check that management information reaches the company's 

operational core and that their working practices are in line with the management's 

directive of compliance. This is controlled through interviews with lower division 

managers.  

 

Audit firm 1 only control the permissions of the companies. For example, in a mining 

business, they only control that the company have the permits required. If they do not 

have permission, this information is given in the audit report. Further, for example, if an 

activity has a permit for landfills and this condition must be renewed, it will be 

evaluated together with the company if they are exposed to any risks, i.e costs that may 

arise for the company regarding this. Audit firm 3 take part of the company's 

permissions to get an understanding of the content of the permission - what there is for 

limit values and what restrictions on environmental emissions. Then they discuss further 

within the team how the company ensures that they follow the rules of the state. If they 

do not consider that the company comply with the rules sufficiently, they will contact 

the management team and share their opinions.  
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Control of environmental management system (EMS) 

 

Audit firms 1, 2 and 4 do not review the company's environmental management system 

if they are not assigned the task of reviewing the sustainability report. However, 

controls are only made based on the company's request. The sustainability report has 

been a voluntary report until 2017, so this has not been part of the mission of the 

traditional audit. Although it is now mandatory for large industrial companies to 

disclose a sustainability report, the auditors do not need to make deeper controls to 

ensure that the information is correct. They only need to make a brief review of the 

sustainability report in accordance with the standard RevR 6, in other words, read 

through the report. The informant in audit firm 1 describes that if they are 

commissioned to review the sustainability report, it is usually not the auditor who 

reviews the traditional audit, there are other people with higher skills in this regard. The 

informant in audit firm 2 describes if they are tasked to review the sustainability report, 

they make a review and test general controls of the system. The informant in audit firm 

2 says: 

 

"The company shall disclose sustainability information in the financial report, but that 

information is limited and direct substantive reviews are made to make it more effective. 

On the other hand, if companies issue a single sustainability report, which we also 

provide in our formal audit report, then it can be effective and there are benefits to 

review the environmental management system" (Audit firm 2).  

 

Audit firm 3 reviews the company's environmental management system more 

thoroughly. They also describe that companies often have some form of certification 

such as ISO 14001. To obtain such certification there are other organizations that review 

the business. The audit firm take part of these reports and by interviewing the company 

management they examine how the company's board itself ensures that the standards are 

complied. They also look at routines and make on-the-spot controls to ensure 

compliance with the requirements. The informant says that companies often have a so-

called risk management system they follow. 
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"We do not review compliance with all the requirements for certification, but we are 

discussing how the company management control, follow up and comply with the 

requirements" (The informant in audit firm 3). 

 

 

4.2 COMPANYS´ INTERNAL CONTROL 

 

Auditors’ detection of environmental risks 

 

Four of the five companies describe that their external auditors do not investigate the 

risks they are exposed to due to their environmentally hazardous activities. On the other 

hand, there is a third party who controls this, such as commune and ISO auditors. 

However, the external auditor may be commissioned by the company to conduct a more 

detailed review of the various parts of the sustainability report. At the same time, 

Corporate 2 says that the new ISO 14001 standards focus so much on risk-based 

thinking that businesses are aware of their various environmental and quality risks. 

Therefore, the external auditor only examines whether the standard requirements are 

met. Only Corporate 3 means that their external auditor identifies the risks the 

companies are exposed to due to their environmentally hazardous activities in the 

traditional audit, as well as writing a report if he or she discovers a deviation that the 

company should handle. Corporate 5 describes that the auditor only verifies if the 

company has deposited funds in the balance sheet for actions to take care of their 

landfills and if any land must be restored in the future. 

 

All the companies say that if an auditor discovers that the working methods can expose 

the company to a risk, action is taken based on whether a deviation or recommendation 

is given. That is, if it is a deviation, companies always follow this, and ensure that 

action is taken. However, if it is a recommendation, the company will decide if it should 

be followed or not. If they do not want to follow this, they need to explain why. It may 

be because there is a small risk - but high cost, which can increase consumption as a 

consequence. They therefore look at the consequences if it is worth it or not to follow 

these recommendations. 
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Environmental management system (EMS) 

 

All the companies in this study is ISO 14001 certified. Corporate 3 and 4 use ISO 14001 

as a separate environmental management system, while Corporate 1, 2 and 5 have 

implemented it in a business management system that also includes other requirements 

and standards of business. Corporate 1 also had ISO 14001 as a separate environmental 

management system before they chose to implement it in the business management 

system. Corporate 2 use ISO 14001 as an environmental management system in almost 

the entire organization. Soon, however, all Corporate 2 production units will use and be 

certified according to ISO 14001 (Sustainability Report, 2016). Corporate 5 has a 

system called Environment, Health and Safety system (EHS), which is used in Sweden 

and is certified by third party. ISO 14001 is thus implemented in this system. They also 

have a global management system that contains requirements and procedures for how 

the work is performed and how it should to be documented. This also requires the 

foreign units to follow this. 

 

“ISO 14001 helps us keep the "line" we want within the company in order to avoid 

mistakes and the risks are no longer in control" (Corporate 3).   

 

 

Risk management system 

 

Since it is a legal requirement that listed companies must have a risk management 

system, all companies this study explore have a risk management system in which all 

potential environmental risks are controlled. The system manages actions that can / 

should be made, what responsibilities the company has regarding risks that may arise 

etc. 

 

Corporate 1 have a system named ZERT RM. It is a web-based system that collects the 

company's risk management in one place, which gives businesses a clear overview of 

the risks. Thus, they can evaluate and communicate about the various risks in the 

organization. Corporate 2 has a subsidiary that provides services, insurance and risk 

management. They also have an agreement with external consultants who do so-called 

risk service with risk assessments, business risks, environmental risks etc. Then they 
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make regular risk analyses and formulate strategies to manage the risks. As the 

company has a decentralized structure, the division managers have a great responsibility 

to implement strategies using the Insurance & Risk Management Group. 

 

“The work is then reconnected to the Group Management twice a year.” (Corporate 2).  

 

Corporate 3 and 4, on the other hand, have their own composite systems, which are used 

to identify and manage risks. Furthermore, they have guidelines for working methods 

stored in an IT system to handle specific potential accidents. Corporate 5 has a system 

called Enterprise Risk Management (ERM), which compile the different risks from all 

Business Groups and then reports to the Group Management.  

 

 

Ensure compliance 

 

Corporate 1, 3, 4 and 5 use a system to handle compliance with laws and regulations 

regarding environmental hazardous activities. Corporate 1 and 3 use a system called 

Regelratt that controls compliance with the laws. The system provides answers to the 

legal requirements that apply to each individual activity in the industry. Regelratt is 

adapted to this industry and presents relevant sections of environmental and 

occupational health legislation. Furthermore, Corporate 1 describes that they follow 

newsletters and business organizations to be updated on current legislation. They also 

have interpretations for the legislation available for quick access. Corporate 3 regularly 

reports the compliance of the laws and regulations with the Compliance counsel, CEO 

and Board. Corporate 4 uses a system called RSM & CO. The system is used to both 

monitor environmental legislation and environmental guidelines. If new legislation 

arises, Corporate 4 gets information about the change and evaluate if they are covered 

by it. The update takes place five times a year. Corporate 5 uses a system called 

Notisum and it is used to see if the laws are updated etc. This applies to the working 

environment and external environment and is within the framework of the permission 

granted by the land and environmental court. 

 

Corporate 2, on the other hand, has an agreement with an external consultant whose task 

is to keep an eye on the laws who are relating to the environment, i.e., they have a list 
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on all the laws that affects their business and it is regularly updated. Based on this list, 

they make an internal audit with the manager of the respective business areas within the 

organization to ensure they are aware of the laws that applies to their business. There 

are environmental engineers for safety, health and environment who take care of this. 

 

 

Requirements of suppliers 

 

All the companies evaluate the environmental impact of their suppliers. They require 

suppliers to have an environmental policy in line with theirs. Corporate 1 have today a 

purchasing department where they perform so-called site audits at the largest suppliers. 

They look at how they meet the demands of the company. It is much about social 

commitments, such as child labour, etc. In addition, they have a so-called supplier 

evaluation that is made on all suppliers. It contains the demand for policies, etc. They 

aim to have site audits on all suppliers.  

 

When corporate 2 gets a new supplier of large importance, they review the supplier's 

environmental management system and that they do not use substances from The 

prohibited and declarable list. The supplier must also sign their business code - that 

they not are engaged in child labour, other illegal or unethical practices in the business. 

Corporate 3 does not cooperate with companies unless they are allowed to review their 

business. They do not want to be associated with companies who not take their social 

responsibility. 

 

“It can ruin our image” (Corporate 3).  

 

Otherwise, different environmental requirements are set depending on the industry in 

which the supplier works and what environmental impact they have. Corporate 4 makes 

supplier assessments and evaluates suppliers regularly. They also look if the suppliers 

have a management system according to standards, etc. Within the entire Corporate 4´s 

organization, this is an important topic and they a have big focus on this, and they strive 

to focus even more on this in the future. They will, among other things, look at how 

they can develop their environmental requirements and carry out environmental reviews 
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of different suppliers. Corporate 5 has something called Supply Code of Conduct that all 

suppliers must follow. 

 

 

Application of regulations abroad 

 

All companies have some type of business code regarding environmental activities to be 

followed in all countries where they operate. Besides this, the companies see to that the 

laws and regulations in their respective countries are followed. 

 

“We use The Prohibited and Declarable list no matter where in the world we operate. 

Even with the requirements of the suppliers” (Corporate 2).  

 

Corporate 3 has a code of conduct that is applied and will be followed in all their 

subsidiaries. Corporate 5 have something called Multi-Site certificate in all countries 

where they operate, i.e. they share the same certificates. That is, all units, regardless of 

where they are operate, must therefore comply with the same regulations, so that 

Corporate 5 will not lose their certificates. 

 

The development of green products 

 

All companies are developing their products to become more environmental friendly. It 

is important for everyone that they have products which are of the best possible 

materials from a recycling perspective, that it is resource efficient and that energy 

consumption are as low as possible. 

 

Corporate 1 constantly works to make their products easy to recycle. However, they are 

evaluating at the same time to ensure that the product's performance never is 

compromised. They also ensure that the products are resource-efficient, i.e. that it is the 

right production for as low resource consumption as possible. Corporate 2 is also 

constantly working to simplify the recycling process of its products: 
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“We make sure that we do not mix materials more than necessary in our products so 

they can easily be recycled” (Corporate 2).  

 

They also add that they have begun a program called Eco Design, which they already 

use in the design. In addition to not mixing more material than necessary, they consider 

how to design their products to reduce energy and resource consumption. Then they tag 

the products and inform consumers how to recycle at the end of life. Corporate 2 has 

something called Prohibited and Declarable list, which is a list of substances that 

should not be used in their products. If Corporate 2 want to start using a new type of 

material, they will assess whether it contains any substances from the Prohibited and 

Declarable list or not. Corporate 3 and 5 describe that when they are developing a new 

product, they analyse the entire life cycle as well as whether the product is recyclable. 

Furthermore, they regularly analyse the impact of the environment of existing products. 

Corporate 3 are carefully working to reduce their environmental impact so that there is 

no risk of losing the interest of stakeholders or destroying their image. Other authorities 

also examine their products, for example the Food Agency. If they see a deviation, the 

company act directly to correct the deviation. Corporate 4 works a lot to optimizing 

material usage, that is, packaging is not made heavier and more powerful than 

necessary. This is to reduce the extraction of raw materials. Furthermore, they aim to 

reduce the wastage in production to use as much of the material as possible in their 

products.  

 

5. ANALYSIS  

 

5.1 AUDITORS´CURRENT PRACTICES  

According to previous research the auditors’ mission is to examine the overall 

information in the annual report. Through this study we can see that three of the big four 

audit firms only examine the financial part to ensure that the company deposit money to 

actions that may arise through their environmentally hazardous activities. Previous 

research claims that the auditor should investigate whether management practices 

exposes the company to risks. The review of the management will therefore be 

substandard unless the auditor examines how the company controls its risks due to the 

company's environmental hazardous operations. But only one audit firm take a closer 
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look if the manager identifies the risks in their organization by interviewing the 

managers. This contradicts what the Revisorsnamnden describes as an auditor's 

assignment. The companies in this study, their description of the auditor's role in the 

review of risks arising from environmentally hazardous activities, is consistent with the 

auditor's description. The study shows that four of five auditors do not thoroughly 

review the company's risks due to their environmental operations. However, other 

external parties are investigating their environmental impact in wider extent. Important 

to remember is that these external parties only examine the extent to which the company 

affects the environment. They do not take the company's reputation risk or supply risk 

etc. into account.  

 

To avoid risks it is important that laws and regulations are followed. Chiang (2010) 

claims that the companies jeopardize their going concern if they do not comply with 

laws and regulations. Therefore, the auditors should reasonably review how corporate 

governance ensures compliance throughout the organization. All the audit firms in this 

study ensure that the company comply with the laws and regulations, but they do it in 

different ways. Two of the big four audit firms only ask question to the corporate 

governance, how they comply with laws and regulations. The other two audit firms 

make more detailed risk assessments about which laws and regulations that are most 

risky to not comply. With the purpose to know what parts they will focus on, in the 

financial parts and due to company's reputation. Rezaee (2016) states that in order to 

protect the stakeholders’ value, it is ordinary to take care of the company's reputation. 

The external auditor shall be the third party that stakeholders can trust which requires a 

thorough review of the company's compliance. Furthermore, Azis (2012) claims that a 

company's internal control can be achieved by compliance of laws and regulations. One 

of the auditors’ main responsibilities is to make a statement about the company's 

internal control. It can be argued that the auditor´s statement about the internal control is 

inadequate unless all parts have examined. For example, corporate compliance. To get a 

clear picture of the company's obligations it is important to take the company's 

permission from the Land and environment court in accordance. The big fours auditors 

take part of this, but not at the same level. One of the big four audit firms only check if 

the company have permission, another audit firm also gets an understanding of what the 

permissions means. While the other two audit firms go deeper into this which may be 

considered necessary to really ensure that the company comply with all the laws and 
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regulations. Considering the negatively consequences the company´s may face due to 

non-compliance i.e. be forced to pay big amount in fines if they do not comply with 

requirements, and lose their permission to operate (Chapter 29, § 1 Miljöbalken MB). 

This would be devastating to the company and their stakeholders. These negative 

consequences are material for the company.  

 

The auditor shall report important observations to the company management 

(Revisorsnamnden). Companies that are exposed to risks due to their environmentally 

hazardous operations disclose their environmental activities (Cormier and Magnan, 

2003; Kilian and Hennigs, 2014) and their actions to reduce their environmental impact. 

If something happens, they can claim that they have been taking all sorts of actions to 

prevent operations that affect the environment (Vanhamme and Grobben, 2009). 

Therefore, it is important that the company constantly work with reduction of the 

environmental risk. In order for stakeholders to rely on company disclosure, an external 

auditor should have quality-reviewed the information. All audit firm review the 

financial information in the annual report, but not the information regarding the 

company's environmental impact. In three of the four big audit firms this is not a focus 

area. Meanwhile one of this four audit firms investigate whether the company is actively 

working to reduce its environmental impact. This in accordance with Revisorsnamnden, 

that an auditor should make an assessment if the company's management expose the 

company to a risk that may adversely affect the company. 

 

To handle the environmental risks, the companies use an environmental management 

system (EMS). It is designed to control the organization's significant environmental 

conditions (Ammenberg et al., 2001). This study shows that three of the big four audit 

firms do not review how the company use this system when performing a traditional 

audit. They can on the other hand control this if the company request it. The other audit 

firm control the company's EMS more thoroughly even if they the company does not 

request it - to see if standards like ISO 14001 are compiled and how the management 

process works. Previous studies show that companies have started to use EMS to 

improve environmental performance and environmental risk management (Searcy et.al, 

2012). Therefore, it may be considered important that the auditor also controls these 

systems to see how the management manage the organization. Because it is, according 

http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Searcy%2C+Cory
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to Revisorsnamnden, the auditor's responsibility to evaluate the company management 

and make a risk assessment of the company's internal control. 

 

Reviewing a large industrial company with risks due to their environmentally hazardous 

activities is complex. There are many different risks to consider in the evaluation of the 

company's internal control. Therefore, it is necessary for the big audit firms which have 

these types of assignments to have high competence in this area. As described in 

previous research it is therefore important that the auditor gets a good training and 

special skills. They need to have an ability to deal with uncertainties and moral 

situations. That they can analyse and measure environmental impacts on the business 

and bringing possible solutions to environmental problems (Dixon et al., 2004). None of 

the auditors in the big four audit firms, who are responsible for the audit in these 

companies have the experience and background which is considered necessary. Instead 

they take help from people in their audit firms that have appropriate background / 

experience. These people do not necessary need to be auditors; they may have other 

duties as economists and lawyers. However, all audit firms still constantly train and 

educate their auditors. 

 

 

5.2 COMPANY´S INTERNAL CONTROL 

To manage risks, many companies use a Risk Management System (RMS). This study 

shows that all the companies in this paper have this system, but in different forms and 

extent. Three of the five companies have a tailor-made system for its operations 

developed by an external part. These systems are organized forms of structuring risk 

processes that manage all types of risks the companies are exposed to. While two of the 

companies have composed their own system to identify and manage risks. Like Barafort 

(2017) mentions in previous research that companies can compose their own system by 

using relevant standards, for example ISO 14001 as a framework. The companies use 

their RMS in line with Manuel Ferreiras et al. (2017) description of RMS. That it is an 

integrated system to ensure an ongoing measurement of risks with the purpose to keep 

them into control. The companies’ methods to comply with laws and regulations are 

similar with their methods to manage risks. They hire services from an external party 

that helps them to achieve compliance. Four out of five corporates this study examines 

using integrated systems to handle compliance. While one of them have an agreement 
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with an external consultant, who has a mission to update the company regarding the 

laws and regulations that apply to them. This five companies are aware of if they do not 

comply with the laws and regulations, it can result in extensive consequences for them. 

Like lose their permission to conduct business or pay fines for their inappropriate 

operations (Chapter 29, MB).  

 

Another system the companies in this study uses is an environmental management 

system (EMS). Hariz and Bahmed (2013) claims that several companies now use an 

EMS which is a statement that the result of this study can prove. All the five companies 

this study examines use an EMS. Three of them have a separate EMS, while two of 

them have implemented in a business management system. It is identifiable that all five 

companies in this study are certified according to ISO 14 001 which is in accordance 

with González-Benito et al. (2011) who says that ISO 14001 is the most frequently used 

international standard. It is clear that the companies in this study are aware that they 

constantly must reduce their environmental impact. All five companies are working to 

develop their products in an environmentally friendly perspective. Their description of 

the work processes is in line with what Tzilivakis et al. (2012) claims. Companies make 

life-cycle analysis to measure the impact of their product on the environment 

throughout the life of the product. Like Mobley et al. (1995) mentions, the companies 

work frequently to reduce their products environmental impact by making as much of 

the product as possible recyclable.  

 

The companies this study examines are aware that they constantly must reduce their 

environmental impact to not impair their reputation. Various companies that got a bad 

reputation due to lack of management of their environmental impact, have paid large 

amounts of money to rebuild their reputation again (Nunes and Park, 2016). Gatzert 

(2015) claims that one of the management´s main tasks is to protect the company's 

reputation. This is in line with what the companies in this study indicates, that their 

evaluation of suppliers is being performed. Large industrial companies have many 

different suppliers, which exposes risks. Zsidisin (2003) claims that this can be 

managed in different ways. This study shows that all the five companies evaluate all 

suppliers to examine their environmental impact and how they proceed to reduce it. 

Though, different requirements are set in the different companies. But one demand that 

all companies put on their suppliers is that they take corporate social responsibility. 

http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Hariz%2C+Samia
http://www.emeraldinsight.com.webproxy.student.hig.se:2048/author/Bahmed%2C+Lylia
http://www.sciencedirect.com/science/article/pii/S1478409203000451
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Lemke and Petersen (2013) claims that reputational risks in the supply chain often are 

ignored. This study, however, shows the opposite. The companies do not want to be 

associated with companies that do not take their social responsibility in order to not 

endanger their own reputation. Furthermore, they consider it absolutely important that 

subsidiaries abroad follow the same guidelines and business codes as the Group has 

decided.  

 

6. CONCLUSION 

 

This study shows that the auditors´ do not take the environmental risk into account 

when conducting an audit - a comprehensive investigation of risks arising from 

environmentally hazardous activities is not included in the audit. The study also shows 

that the auditor in charge of the audit has no special knowledge about industries with 

environmentally hazardous activities. At the same time, the companies have strong 

internal controls, which means that the companies are aware of the environmental risks 

that may arise from their operations. 

 

Auditors´ current practices 

It may be a concern if companies do not always have an external party that can make an 

adequate risk assessment to the extent that companies need, just because the companies 

themselves provide auditors with assignments in addition to the financial. As industrial 

companies are exposed to different risks due to their environmentally hazardous 

activities, strong internal control is required (Louwers et al., 2013; Aldridge and 

Colbert, 1994). To evaluate the internal control, an analysis of the company's various 

risks is required. In the case of risks that are directly linked to financial aspects, the 

auditor examines them, but not when it comes to environmental risks. This is in 

accordance with Rodgers and Housel (2004) said about auditors’ considerations about 

environmental information compared to financial information; they tend to downplay 

environmental information. Despite that these environmental risks may lead to major 

financial losses, which do not seem as a sustainable mind-set. This study confirms 

Chiangs (2010) statement that audit firms do not understand the problems 

environmental hazards may pose to their clients. At the same time, the companies have 

other external parties that control the company's environmental activities, but as 

mentioned earlier, their evaluation only includes their interests and not the stakeholder´s 
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or the company´s interests. It is reasonable that an external party assure all the 

company's activities and test every part of the internal control, not only those which are 

directly linked to financial aspects. Especially when they are exposed to risks that really 

may harm the company and the society due to these activities.  

 

The fact that the auditors have no special competence is something that should be more 

focused, especially when there are no requirements to revise these companies more 

thoroughly. That is, if the auditors have higher competence in this area, they may detect 

risks at an early stage or see areas that need a deeper control. This can lead companies 

to fix any damage at an early stage. A practice should emerge on what auditors should 

review to identify problems in companies' management of environmental risks. 

Researchers in this subject agree that the auditor must understand the company's core 

business to perform a good audit. Aldridge and Colbert (1994) write, as previously 

mentioned, that the auditors must understand the client's business to make a correct 

opinion about the company's internal control. Therefore, it is worrying that auditors in 

the big four audit firms do not have specialist expertise in the team that revises the 

largest industrial companies in Sweden.  

 

Company´s internal control  

Furthermore, this study shows that the companies focus on risk management to maintain 

a strong internal control. They are aware that they are exposed to risks due to their 

operations and they are taking adequate actions to control them such as different 

management systems. One clear example of this is the companies’ initiative to make 

their products more “green”. They are aware of that if they do not change their business 

in the same rate that society strengthens their demands, their reputation will suffer. 

Though, previous research shows that some companies do not control their risks due to 

environmentally hazardous activities and they show no interest in reducing their 

environmental impact (Nunes and Park, 2016). Therefore, external auditors are required 

to help companies identify different risks and make suggestions how to manage them. 

This to secure the company's going concern and to provide stakeholders with reliable 

information. 
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Table 4 – shows whether the conclusions are consistent with previous research or 

not 

 

 

Future studies can be done in this area, to focus on smaller companies engaged in 

environmentally hazardous activities. To see how they control the risks that arise in 

their business. Do they control their risks at the same level as the largest industries in 

this study? Does the auditors perform the same controls in these companies, or it is 

easier to make a deeper control when they do not have the same requirements as the 

larger industries? 
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Appendix 

Questions to the auditors´ 

 

1. When reviewing large companies, you review the company's internal control. To 

what extent do you consider the company's environmental risks that may occur? 

2. Do you control that the company complies with the laws and regulations 

regarding environmentally hazardous activities? If yes, how do you control that? 

3. When you conduct a risk analysis of the company's internal control and 

interview the management, do you ask questions about how the company works 

to reduce its environmental impact? 

4. Many large companies use Environmental Management Systems to manage and 

control environmental risks. Do you examine the company's Environmental 

Management System? 

5. Do the auditors that auditing environmentally hazardous companies have special 

knowledge about environmentally hazardous activities? If yes, how do you 

ensure that the auditors get these skills? 

 

Questions to the corporate management  

 

6. Do you have any risk management system? If yes, how is it designed and how 

does it work? 

7. What systems do you have to ensure that the company comply with laws and 

recommendations regarding environmentally hazardous activities? 

8. Do you have an environmental management system? If yes, how is it designed 

and how does it work? 

9. Does the external auditor review the risks from your environmentally hazardous 

activities? 

10. There are various environmental risks, such as the product being non-recyclable, 

dangerous for the environment or for humans. Are you actively working to make 

your products more "green"? If yes, tell me briefly about how. 

11. A large industrial company like you has a large number of partners and 

suppliers. Do you put demands on their environmental policy? If yes, what types 

of demands do you require? 
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12. Are Swedish environmental regulations applicable to subsidiaries in other parts 

of the world or do those subsidiaries comply with their country's regulations?



 

 

 

 

 


