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Abstract 
Corporate governance system plays an important role in the contemporary 
accounting and management literature. The purpose of this study is to ex-
amine the auditors’ perceptions on corporate governance in the Hong Kong 
market. 92 experienced professionals of Big 4 audit firm auditors are inter-
viewed to summarize the ideas of how to maintain an efficient corporate go-
vernance system. Results of the study show that effective corporate gover-
nance should avoid family directors to dominate the board. Second, effective 
audit committee plays a crucial role in order to maintain sound corporate go-
vernance. The study would be advantageous for listed companies in HK to 
adopt a better corporate governance structure in the firm.  
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1. Introduction 

Corporate governance can be defined as the process affected by a set of legisla-
tive, regulatory, legal, market mechanisms, listing standards, best practices and 
efforts of all corporate governance participants, which create a system of checks 
and balances with the goal of creating and enduring the interests of the stake-
holders. The role of corporate governance is changing during the past several 
decades. From the early developments, corporate governance is designed to en-
sure that management acts in the sustainable well-being of the company and its 
shareholders. Recent developments since 2000s, corporate governance enlarges 
its functions and is now more focus on the effectiveness of protecting share-
holders and its stakeholders such as creditors, employees and customers from 
managerial misconduct and corporate malfeasance (Rezaee, 2009) [1]. To pre-
vent the financial scandals in listed companies in U.S, corporate governance 
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reforms and SOX and related SEC implementation rules arose in the late 1900s. 
These reforms require strong personal ethics and responsibilities, professional 
accountability and more transparent disclosure to all of the related parties. Cor-
porate Governance is now from the role of reducing agency cost to creating 
long-term value to shareholders and increasing the value of all of the stakehold-
ers. Different countries have different corporate governance structure, and dif-
ferent structures show the nature of culture, social, legal and economic system. 
In Rezaee’s (2008) [2] opinion, the corporate governance structure should be 
based on three interrelated components; they are corporate governance prin-
ciples, functions and mechanisms. As the corporate law, standards, management 
style and culture are different in different countries; this is the gap that this study 
seeks to address. This Hong Kong study aims to obtain the Big 4 auditors’ per-
ceptions of a corporate governance system. As auditors’ roles for carrying out 
their external monitoring function are important, this study tries to provide a 
contribution in the corporate governance literature. This research will start to 
describe the corporate governance functions, the literature review, and inter-
views will be conducted on Big 4 auditors in Hong Kong. 

1.1. Corporate Governance Functions 

The primary goal of any companies is to create long term and substantial value, 
and building a world class corporate governance system provides a blueprint 
that every stakeholders work effectively. To achieve the goal of enduring value, 
corporate governance has a role of forming, governing, monitoring and main-
taining with a group and related companies. And it can also be an important 
benchmark that companies can make a progress by learning other companies’ 
successes and faults (Thomas and Susan, 2010) [3]. 

The functions of corporate governance are essential in the corporate gover-
nance structure. Rezaee (2008) [2] introduces that a well-balanced company can 
run the seven functions effectively and these interrelated functions can imple-
ment each other and produce reliable corporate governance. The seven functions 
are oversight, managerial, compliance, internal audit, advisory, external audit, 
and monitoring. The figure of seven functions is shown by Figure 1. 

1.1.1. Oversight Function  
The oversight function is the function of board of directors. Board of directors 
has the duty to oversee the managerial function in order to provide the best val-
ue to the company and its shareholders. The oversight function is crucial be-
cause board of directors represents the best interests of shareholders and is de-
signed to monitor the managers. It is an important function to try to resolve the 
agency problem between the principals (shareholders) and agents (managers). 
(Fama and Jensen, 1983) [4]. 

In Hong Kong, the board of directors consists of executive directors and im-
pendent non executive directors. The effectiveness of the function mainly de-
pends on the directors’ independence, and the board of directors should give out  
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Figure 1. Corporate Governance Functions. 

 
the strategic suggestions to management, however, the advice and oversee 
should be limited to macro managing.  

1.1.2. Managerial Functions 
This function of corporate governance is granted to management in order to run 
the business and manage the resources. The managers have responsibilities of 
disclosing the financial and non-financial information of companies. When 
managers perceive the importance of corporate governance, it will have a posi-
tive impact on their performance by enhancing the credibility of the company or 
organization. Management can also build up a better social accountability by 
improving the trust, the level of dialogue and communications with the compa-
ny, and it will bring out a better long-term outcome (Teerooven and Aamina, 
2008) [5]. The effectiveness of this function mainly depends on the ethics of 
managers and the managers’ bonus linked with company performance.  

1.1.3. Compliance Function 
The compliance function consists of a set of laws, rules, standards and regulations 
which are developed by governance or professional organizations. They set up a 
corporate governance framework for public companies to follow and achieve 
their goals. However, there are different standards between countries. Robert 
(2002) [6] stated that one of the pioneers of corporate governance, the U.S., has 
the main corporate governance in 2002 by having the Sarbanes-Oxley Act (SOX) 
of 2002 and implementing rules and regulations. They are all adopted in the 
New York Stock Exchange, the American stock Exchange and Nasdaq. The 
compliance function in the U.S with the SOX and related actions give them a 
new era of compliance and it means that listed companies should conduct a 
broader review of their corporate governance, risk management and compliance 
system. Companies should not only assure the compliance with the letter of the 
law but also keep the accountability and effective corporate governance system. 
However, there are no laws and regulations similar to SOX in China and Hong 
Kong stock market.  
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1.1.4. Internal Audit Function 
This function mainly involves the internal audit and advisory department. In-
ternal auditors play an important role in providing assurance and consulting 
services, forming companies’ corporation governance, internal control and risk 
management structure, financial reporting and governance processes. In the past 
years, internal audit department is mainly focus on assurance and consulting 
services in compliance with the related regulations of the country. However, in 
the coming years, they should expand their responsibilities in reducing agency 
costs and complexity of the company, enhancing risk management and assisting 
in strategic and governance processes. Furthermore, internal auditors should 
have a closer working relationship with audit committee in order to improve the 
corporate governance system (Rezaee, 2010) [7]. 

About the relationship between audit committees and internal auditors, Mar-
lene (2009) [8] states that it is imperative that committees and internal auditors 
can both work as a team to make the internal audit function effective. Audit 
committees have an important role in accessing the performance of the internal 
audit function by appointing the head of internal audit department and there-
fore internal auditors have confidence to conduct internal audit work.  

1.1.5. Legal and Financial Advisory Function 
In a company, it is common to have legal department or to hire consulting com-
panies to provide the legal advice and help the company, directors, managers and 
employees to comply with the law and related corporate governance standards; 
The financial advisers provide the planning and advises of the tax and finance to 
the company. Sometimes it is hard to clarify whether the advisory company or 
legal department is effective to the company or not. Andre and Barry (2002) [9] 
suggest that advisory services have a critical role to play at the beginning of the 
company or on the process of reforming but their importance will gradually be-
come inconsequential because they are generally replaced by a board of directors 
for practical and legal reasons.  

1.1.6. External Audit Function 
This function is exercised by external auditors in giving an audit opinion that 
financial statements are fairly and truly represented and the company’s position 
and the operations comply with generally accepted accounting principles 
(GAAP). External auditors add value to the company’s corporate governance 
through their audit work of internal control and financial operations. The risk 
and control development in corporate governance is changing the role of the ex-
ternal auditor. Claus and Peter (2007) [10] suggested that as the corporate go-
vernance has enhanced the role of internal auditor in advantage of the role of the 
external auditor, external auditors should rethink about their roles in corporate 
governance and add the value to their audit work and the nature of an audit. 
They must be perceived as experts in risk management and internal control area 
in order to add value to the role of corporate governance. And they should also 
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improve and communication process of audit reporting and the transparency 
when conducting audit work.  

1.1.7. Monitoring Function 
The last function is performed by shareholders, especially for institutional 
shareholders to elect and change the member of board of directors. The share-
holders elect the board of directors, and directors appoint managers (CEO, 
CFO) to manage the company. Shareholders show the indirect function to cor-
porate governance and monitor the whole company by using their proposals and 
nominations to the board of directors. Even though in U.S, corporate gover-
nance does not work fully in the right way because board of directors fail to 
make the effective system they should and furthermore investors can not easily 
work as an active owners. It is suggested that the outside owners should make 
more active way to communicate with board of directors and involve more in 
the company. And the independent directors and investors should act as moni-
tors of corporate governance not only when the issues happen, but also paying 
efforts continually (Lipton and Lorsch, 1992) [11].  

2. Motivation of the Research 

Much research has been conducted concerning direct impact on corporate go-
vernance in U.S or in Europe. However, there are not much researches of cor-
porate governance in HK. As the corporate law, standards, management style 
and culture are different; this is the gap that this study seeks to address. In the 
wake of previous corporate governance failure in HK, most, a vast number of 
managers, shareholders, internal and external auditors, and public stakeholders 
are finding it necessary to redevelop their internal control and corporate gover-
nance system in response to the developing and optimizing market of intense 
competition in China.  

3. Literature Review 
3.1. Corporate Governance in China 

Apart from the industrialized countries such as U.S., UK and Canada that have 
had a long period to develop and improve their corporate governance structure, 
the corporate governance structure of Chinese listed companies is modeled after 
other countries. China is attempting to change from planned economy to market 
oriented economy in just a short time. Unlike one-tier board system in UK and 
US, the China boards require two-tier board structure which is similar to Japan’s 
and Germany’s corporate structure (Charkham, 1992) [12]. One-tier board sys-
tem means that there is only one board system including executive directors and 
non-executive directors. Independent non-executive directors play an important 
role of monitoring internal control. Since 1990s, China has made a great 
progress in some aspects of corporate governance. In the developing of corpo-
rate governance in China, American style corporate governance mechanism 
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plays an important role as it has been the models of the world and China also 
learned from American style of corporate governance. But the recent financial 
scandals such as Enron and Lehman Brothers, and the cultural differences reflect 
that China should learn from mistakes, keep their own way to improve corporate 
governance and not to just follow the western model of corporate governance 
(Yuan, 2009) [13].  

Conducting a corporate governance study in China is critical since the Chi-
nese economy is developing rapidly and the status of China becomes more and 
more important in international society since China has been one of the mem-
bers of the WTO. However, most of the studies related to corporate governance 
were concentrated on US and other Western countries. Not much relevant study 
is performed in HK. So this study aims to improve corporate governance struc-
ture and performance, and ultimately to benefit Chinese economy development.  

3.2. Board of Directors 

According to Fama and Jensen (1983) [4], the board of directors has the respon-
sibilities in monitoring the company’s activities for shareholders and finally 
contributes to the maximization of the corporate value. In China, the board of 
directors also plays an important in monitoring and ensuring the corporate go-
vernance structure. And similarly, they are also authorized to represent the in-
terest of shareholders to make decisions on electing senior management, the 
company’s strategic decisions and they also contributes internal mechanisms in 
ensuring senior management to perform in the way that is linked with the value 
of shareholders (Hongxia and Michelle, 2010) [14]. As the board of directors is 
one of the key parties in the corporate governance, it is important to adjust the 
structure of the board of directors in order to enhance the company transparen-
cy and comply with the corporate governance system. Hsiang-Tsai and Li-Jen 
(2010) [15] find that enhancing the compensation of directors and continuous 
education are both effective ways to encourage the company board of directors 
to act better in the interests of shareholders and to achieve stronger and trans-
parent governance.  

3.3. Senior Management 

The company’s managers are under the oversight strategies of the board of di-
rector and they are all responsible for the interests of shareholders. Their re-
sponsibilities include but not limited to the company’s operations, the perfor-
mance assessment, decision making on the company’s activities and fair presen-
tation of the financial reports. Independence is regarded as an important 
attribute of managers in the corporate governance. When senior managers own 
higher proportion of the company or the CEO and the Chairman is the same 
person, it is less likely to change their board structure and improve the corporate 
governance (Lasfer, 2006) [16]. As hundreds of companies have been destroyed 
by the management’s fraud, it is suggested that a strong internal and external 
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governance mechanism may force managers to act in the best interests of share-
holders and not in their personal desires (Sian et al., 2010) [17]. Tone at the top 
in the company is also a key factor of establishing effective ethical culture and it 
may also affect the corporate governance system. Tone at the top refers to the 
ethical environment that is created by the top management. If the tone set by se-
nior managers is ethical and integrated, employees of the company will intend to 
perform and act well as their managers. However, if the top management 
upholds unethical and just focus on the bottom line of the standards, employees 
will appear more chances to commit fraud because they know that codes of 
conducts are not the focus or the first priority of the top management (Dana et 
al., 2008) [18].  

3.4. External Auditors 

External Auditors also can play an important role in the effective corporate go-
vernance as a value-added component. In the U.S., the independent directors are 
required to meet external auditors separately and then external auditors may get 
some useful information from independent directors and provide suggestions to 
board of directors. However, communications between external auditors and 
independent directors in China are less than in the U.S. It may restrict the ex-
ternal auditors’ functions to contribute an effective corporate governance system 
(Steven and Sudha, 2009) [19]. And Mahmud et al. (2010) [20] state that legal 
environment and Auditor’s choice can also affect corporate governance. They 
found that when the companies choose the high-quality auditors under a strong 
legal environment, it will benefit to the effective corporate governance as audi-
tors and companies are both subject to more serious legal punishments. And one 
of the potential issues involving external auditors is the appropriateness of pro-
viding non-audit consulting services to the company because it may seriously 
affect the independence of external auditors (Joseph, 2009) [21].  

3.5. Audit Committee and Internal Auditors 

According to SOX, Audit committee and internal auditors often work together 
to ensure the internal control effectiveness and therefore contribute to the cor-
porate governance system. Internal auditors are the key factor in the governance, 
risk management, internal control and compliance and furthermore, they should 
anytime aware of the argument that may break the compliance rules. (Stephen 
and Jon, 2010) [22]. On the other hand, audit committee should play a role of 
monitor to internal auditors and they should have responsibilities of hiring, 
compensating, firing internal auditors, and overseeing the works of internal au-
ditors. In some of the countries, like the U.S. or even India, audit committees act 
various functions in the financial reporting, financial analysis, and audit plan-
ning, internal control and so on. And they are one of the most key factors in 
corporate governance as they also act as a bridge of communications between 
board of directors and external auditors (Rajeev et al., 2010) [23]. In summary, 
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all the corporate governance participants would create a system of checks and 
balances with the goal of creating and enduring the interests of the stakeholders. 
The innovative of this research is that we capture the views of the external audi-
tors with whom they are performing an external monitoring role in the corpo-
rate governance. 

4. Methodology 

92 interviews are conducted on Big 4 auditors in Hong Kong. After collecting 
data by interviews, we need to analyze the information of the interviewees. In 
this study, content analysis will be used to summarize and evaluate the content 
of the interviewees. Content analysis is a method for compressing many words 
into fewer content categories based on explicit rules of coding (Krippendorff, 
1980) [24]. It is a useful technique for allowing us to describe what the group of 
interviewees is focus on. All of the information is finally collected and analyzed 
to some useful points of view that help us to know how we can do better in cor-
porate governance and what we should pay attention on. The questions we ask 
in the interview would be in the area of how to better maintain effective corpo-
rate governance in a company.  

5. Results 

92 auditors are interviewed and the results are as follow (Table 1(a) and Table 
1(b)). 

 
Table 1. (a) Suggestions of forming board of directors?; (b) What should be improved in 
board of directors in Chinese companies? 

(a) 

Suggestions Frequency Percent 

Avoiding family members to dominate the board 26 28.2 

Have good faith and codes of ethics 22 23.9 

Having various kinds of professionals in the board 20 21.7 

Avoiding the conflicts of interest in the board 11 11.9 

Acting for the benefits of shareholders and other stakeholders 8 8.6 

Having long term view to lead the company success 5 5.4 

(b) 

Suggestions Frequency Percent 

Enhancing the audit committee monitoring functions 30 32.6 

Separation their roles between ownership and control 21 22.8 

Pay more attention to internal control 14 15.2 

Pay more attention to risk management 12 13.04 

Think more about the long term value but not short term 8 8.6 

Protecting interests of management and other stakeholders 7 7.6 
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From the results analyzed about, the view of enhancing the audit committee 
monitoring functions is shared by most of the professionals, one manager stated: 

“I would pay more attention on monitoring top management. Audit commit-
tee role is very crucial. However, they focus less on the codes of ethics of top 
management and internal control effectiveness because such performance is not 
easily seen and evaluated, many frauds happen due to less monitoring. And the 
worse case is: the chairman and the CEO is the same person. So the audit com-
mittee monitoring role plays a very important part.” 

6. Conclusion and Implications 

The main implication of this study is to provide some recommendations to the 
owners of Chinese listed companies and the regulation makers. First of all, this 
study provides the recommendations to key parties in order to establish and 
maintain an effective corporate governance system. The recommendations are 
based on the interviews of auditors, but it could also be extended to other Chi-
nese listed companies. Furthermore, this study also finds that regulations and 
effective internal control are also crucial in corporate governance. In this area, 
China and Chinese listed companies have a long way to go. But it is sure that 
more optimized standards and regulations are required and the transparency of 
companies should be enhanced to public in long term. The contribution of this 
study is that we capture the perceptions of the big 4 auditors in Hong Kong. As 
Hong Kong is one of the key financial center in the market, their views on the 
corporate governance would be a useful guidance to all the participants in the 
market. 

7. Limitations 

There are some limitations of this study. First, this study mainly focuses on au-
ditors views. Other users or stakeholder’ view are ignored. Although the re-
sponse rate of this study is satisfactory, we cannot capture the perceptions of the 
non-auditors. In the future, we can cover the perceptions of a wider group of 
participants such as financial specialists, internal auditors in industry, the public 
and other stakeholders. In order to examine the similarities or differences per-
ceptions among different groups of people, a longitudinal study would be valua-
ble to conduct in the future. 
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