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Abstract- Environmental audit is considered as a new field among the auditing scholars and considered as a new approach 
in public sector auditing (Yusoff, 2013). Hillary (1998) mentioned that environmental audit does not represent a specific 
purpose but is associated with human activities and programs. In fact, International Auditing Practice Committee 1995 
(IAPC, 1995) stated that, an environmental audit require more attention by auditor even though there is no clear 
interpretation related to environmental audit. Therefore, auditor is not only required to understand an environmental audit but 
instead should have a better understanding of implementation of environmental laws and regulation to enable that such laws 
and policies have been implemented efficiently and meet ultimate objectives of organization. Note that environmental audit 
could be one of risk management mechanism for organization in assessing compliance with environmental legislation. In 
addition, it could be a baseline for organization to avoid the risk of prosecution and fines arising from potential environment 
breaches. Therefore, it is vital to promote environmental audit from the internal audit perspective among companies in 
Malaysia. This study will first investigate the awareness and understanding on environmental audit. To the best of our 
knowledge, this will be the first study in its kind in the Malaysian context. Second, this study will also examine 
environmental performance, which could be attributable to the awareness and understanding on environmental audit and 
firm-specific characteristics. 
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I. INTRODUCTION 
 
Environmental audit is considered as a new field 
among the auditing scholars and considered as a new 
approach in public sector auditing (Yusoff, 2013). 
Hillary (1998) mentioned that environmental audit 
does not represent a specific purpose but is associated 
with human activities and programs. In fact, 
International Auditing Practice Committee 1995 
(IAPC, 1995) stated that, an environmental audit 
require more attention by auditor even though there is 
no clear interpretation related to environmental audit 
(Cahill, 1992). Therefore, auditor is not only required 
to understand an environmental audit but instead 
should have a better understanding of implementation 
of environmental laws and regulation to enable that 
such laws and policies have been implemented 
efficiently and meet ultimate objectives of 
organization. Several country placed important aspect 
caring for the environment, as many people could 
benefit via the enjoyment of earth’s beauty and 
importance to save a physical well-being of this 
nature inhabitants (Dittenhofer, 1995). A number of 
environmental problems such as forest destruction, 
air pollution, acid rains, global warming, ozone 
depletion, hazardous waste and over-pollution have 
affected thousands of people (Lee et al., 2009). As a 
result, the world is now facing the continuous 
exhaustion of the earth’s natural resources and 
globalization. In fact, these problems also caused 
numerous effects to the country itself resulting from 
environmental disaster such as floods and droughts 
experienced in China and Australia, the case of 
landslides due to unplanned deforestation for housing 
development project etc. (Lee, et al., 2009; Yusoff, 

2013). Since the magnitude of these disasters and 
possible effects that the people could sustain injury, 
loss of live and businesses, intensive efforts have 
been taken by many countries, business corporations, 
non-profit organizations as well as individuals to help 
deal with these environmental concern in order to 
preserve the environment. For example, Supreme 
Audit Institution (SAI) has introduced the 
environmental auditing in the public sectors as a 
measure to reduce the damaging consequences for the 
environment in USA (Republic of Slovenia). It is also 
meant to promote a greater awareness and 
understanding of environmental issues. The concept 
of environmental audit is highly associated with 
nature of the organization’s operations (Stanwick and 
Stanwick, 2001). However, environmental audit is 
much related and used as an internal control 
mechanism in public sector which purpose to ensure 
that the organization operation is compliance with 
environmental laws and regulations (Yusoff, 2013). 
Therefore, environmental audit can be considered as 
an environmental mechanism to ensure that public 
resources had been used economically, effectively 
and achieved the ultimate objectives. The study also 
mentioned that environmental audit could be 
important mechanism to achieve sustainable 
development. Hillary (1998) defines environmental 
audit is a systematic process, documented, periodic 
and objective checking process of company’s 
environmental performance against pre-set standard 
and objectives. In Malaysia context, environment 
protection is governed by the Environmental Quality 
Act 1974 (the Act) where it is regulated pertaining to 
prevention, reduction, control of pollution, and 
enhancement of Malaysian environment. According 
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to the Act, an environment can be defined as the 
physical factors of the surroundings of the human 
beings including land, water, atmosphere, climate, 
sound, odour, taste, the biological factors of animals 
and plants and the social factor of aesthetics. The Act 
defines environmental audit as a periodic, systematic, 
documented and objective evaluation to determine the 
compliance status to environment regulatory 
requirements, to evaluate the environment 
management system (EMS) and the overall 
environmental risk of an organization. International 
Standard for the environment, ISO 14001 (released in 
September 1996) defines environmental audit as a 
systematic, documented verification process for 
objectively obtaining and evaluating evidence to 
determine whether specified environmental activities, 
events, conditions and management systems are 
conform with audit criteria, and the communicating 
the results to the audit client. 
Discussion on environmental audit become as a hot 
topic among the accounting and auditing scholars. 
The huge gap between developed and developing 
countries in environmental audit study (Rika, 2009, 
Yusoff, 2013) attracts this study to provide a new 
insight and enrich the discussion in developing 
countries. In addition, environmental audit also seen 
to have a great potential contribution in achieving the 
goals of sustainable development in the developing 
countries. Therefore, supported with lack of 
discussion and study on the developing countries 
motivated this study to explore the awareness and 
understanding of auditors on the environmental audit 
in Malaysia. Furthermore, the importance of the 
environmental auditing motivated this study to assist 
and provide a measurement to the organizations to 
avoid the risk of litigation and fines that may arise 
from potential environmental breaches and promote 
environmental protection among them. The concept 
of environmental audit clearly highlighted the 
significant affect to the environment resulting from 
organization activities, operations or programs. This 
study also hope this research may contributes deep 
understanding among the society to pay more concern 
for the safeguarding of environment and 
simultaneously could affect the corporate strategy and 
firm value. In the light of the above discussion, we 
develop three research questions: 1) How do 
professional accounting managers perceive 
environment audit? 2) Do professional accounting 
managers understand environmental audit? 
This paper is organized as follows. The second 
section reviews prior studies and develops the two 
hypotheses. The third section discusses the research 
design. The final section ends with a paragraph of 
conclusion. 
 
II. LITERATURE REVIEW 
 
Prior literature discussed more on environmental 
performance as a mechanism for environmental audit 

(Watson and MacKay, 2003). Study on the 
association between environmental performance and 
economic performance showed a positive relationship 
(Bragdon and Marlin, 1972; Spicer, 1978) which 
indicates that pollution abatement and companies 
profitability are compatible. The study used Counsel 
Economic Priorities (CEP) to measure the 
environmental performance ratings for pulp-and-
paper firms. Similarly, using CEP’s pollution 
performance ratings, Spicer (1978) argued that 
environmental performance and economic 
performance are complements. This study found that 
organization activities with efficient resources used 
reduces risk to which capital markets are increasingly 
sensitive (Narver, 1971). Furthermore, Porter and 
Van der Linde (1995a, 1995b) argued that if the 
organizations activities used inefficient resources 
which caused environmental pollution, this will 
resulted elimination of benefits to the environment. 
An integrated study on the interrelations among 
environmental disclosure, environmental performance 
and economic performance (Al-Tuwaijri, Christensen 
and Hughes II, 2003) found significant difference in 
estimating their interrelations. Based on OLS 
estimation, they claimed that only economic 
performance associated with environmental 
performance, while using a joint-estimation analysis 
found a positive relationship between good 
environmental performance and more extensive 
quantifiable disclosure of environmental information. 
 
Yusoff (2013) conducted a study on understanding of 
environmental audit found that the public servants 
understand well of environmental audit and 
accompanied by serious efforts to highlight the 
importance of environmental audit among the public 
sector. In addition, environmental audit was 
emphasized as performance audit. The result obtained 
indicates that the performance audit is based on the 
efficiency and effectiveness of auditor rather than 
contribution of economic factors in observing an 
organization program. 
 Environmental audit also being viewed as a 
management mechanism in environmental 
management system (EMS) to disseminate the result 
to interest stakeholders and users about organization’s 
compliance with the environmental laws and 
regulations (Yusoff, 2013). EMS designed to assist 
the management in safeguarding the environment by 
communicating the result to the right channel. An 
environmental audit examines the relationship 
between the organization and its activities, and the 
environment and the natural resources involved. 
Therefore, this study will test the followings 
hypotheses:  
 
H1: Professional accounting managers are aware of 
environmental audit. 
H2: Professional accounting managers understand 
environmental audit. 
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III. DESCRIPTION OF METHODOLOGY 
 
3.1. Data collection  
This study will use surveys to collect necessary data 
from the top 500 companies listed on Bursa Malaysia 
as at 31 December 2014. Besides, secondary data are 
needed for firm-specific characteristics. Therefore, 
we will also obtain some data from the Datastream 
database. Of the companies, financial institutions are 
excluded because they are governed under the 
Banking and Financial Institution Act 1989 (BAFIA), 
which is a different regulatory body. As this study is 
considered as a study in its first kind, we will adapt 
relevant questionnaires in the area of internal 
auditing. Overall, we will mail 500 questionnaires to 
professional accounting managers (managerial level 
accountants). 
 
3.2. Questionnaire 
More details of the desired questionnaires will be 
developed. After mailing the questionnaires to our 
target respondents, we might make telephone calls to 
remind non-respondents about the questionnaires. To 
deal with the proposed topic of this study, constructs 
of awareness, understanding, and environmental 
performance will be developed and defined 
accordingly. The first draft of the questionnaires on 
related parts is as follows. 
 

 

 
 
The first part is to estimate the level of awareness 
among professional accountants on environmental 
audit, while the second section is to gauge their 
understanding of environmental audit. Besides these 
information, this study will also gather demographic 
data such as age, gender etc. 
 
CONCLUSIONS 
 
From the internal audit perspective, environmental 
audit could act as an ongoing management 
monitoring process. As discussed earlier, 
environmental audit is signaled by environmental 
performance. Specifically, this study will contribute 
to our understanding how awareness and 
understanding of environmental audit affect 
environmental performance. Besides, this study 
recognises the importance of awareness of 
environmental audit among professional accounting 
managers because they are the decision makers who 
formulate and communicate environmental policy to 
encourage initiatives from other employees. This 
study will help highlight the importance of not only 
the awareness but also the understanding of 
environmental audit in a company. This piece of 
information would be useful to investors or 
governments who concern about environmental audit. 
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