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About the Center for Audit Quality

The Center for Audit Quality (CAQ) is a nonpartisan public policy organization serving
as the voice of U.S. public company auditors and matters related to the audits of public
companies. The CAQ promotes high-quality performance by U.S. public company
auditors; convenes capital market stakeholders to advance the discussion of critical
issues affecting audit quality, U.S. public company reporting, and investor trust in the
capital markets; and using independent research and analyses, champions policies and
standards that bolster and support the effectiveness and responsiveness of U.S. public
company auditors and audits to dynamic market conditions.

Please note that this publication is intended as general information and should not be relied on as being definitive or all-inclusive. As with all
other CAQ resources, this publication is not authoritative, and readers are urged to refer to relevant rules and standards. If legal advice or other
expert assistance is required, the services of a competent professional should be sought. The CAQ makes no representations, warranties, or
guarantees about, and assumes no responsibility for, the content or application of the material contained herein. The CAQ expressly disclaims all
liability for any damages arising out of the use of, reference to, or reliance on this material. This publication does not represent an official position
of the CAQ, its board, or its members.
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What are audit quality reports?

Some accounting firms publish audit quality reports voluntarily to
communicate with stakeholders about measures they utilize to maintain,
promote, and strengthen audit quality. Enhanced disclosures about how
an accounting firm monitors audit quality, including related metrics, can
foster important dialogue and deepen stakeholder understanding of the
investment accounting firms make in their people and other resources,
processes, policies, and technology - with the ultimate goal of improving
audit quality.

In the last three years, eight of the 14 annually inspected accounting
firms issued audit quality reports. The nature of these reports and the
information they include have evolved in line with firms’ journeys and
experiences with regard to audit quality. There is no single indicator or
metric to measure audit quality; thus, each accounting firm’'s audit quality
report is tailored to its specific facts and circumstances and may change
over time.

What do audit quality reports tell

readers?

Audit quality reports provide stakeholders with various qualitative and
quantitative firm-level audit quality metrics and other information. The
metrics and other information in audit quality reports are not necessarily
determinative of audit quality; however, when considered in context and
in combination, they provide valuable information to stakeholders at

the firm level about how an accounting firm defines, approaches, and
executes its audit quality mission.

The CAQ examined the most recent audit quality report for each of the
eight accounting firms represented on the CAQ’s Governing Board.’
Given the voluntary nature of audit quality reports and the uniqueness
of each accounting firm's system for managing audit quality, the
metrics we observed varied by firm; though we did observe there were
certain themes and metrics that were consistently present across many
accounting firms’ reports.

1 The CAQ’s Governing Board includes eight accounting firms, including BDO International, Crowe LLP,
Deloitte & Touche LLP, EY, Grant Thornton LLP, KPMG LLP, RSM US LLP, and PwWC LLP. The CAQ reviewed
each firm’s most recent audit quality report as of February 2023.

We observed over
100 unigue qualitative
disclosures and
quantitative audit
quality metrics in our
analysis of the CAQ's
eight Governing Board
frms’ most recent
audit quality reports.


https://pcaobus.org/oversight/inspections/basics-of-inspections
https://pcaobus.org/oversight/inspections/basics-of-inspections

QUALITATIVE DISCLOSURES

The qualitative disclosures describing an accounting firm’s audit
quality activities are often in a narrative format and provide context
to quantitative metric disclosures (see Quantitative Metrics below).
For example, in the reports we reviewed, all firms emphasized their
commitment to ensuring a tone at the top that drives audit quality,
providing additional color as to how that is achieved.

In the audit quality reports we reviewed, we found the following common
qualitative disclosures:

FIRMS’ Many audit quality reports begin with
MESSAGES AND messages to stakeholders from the
COMMITMENTS firm'’s leadership, setting the stage
TO for what the report includes. These
STAKEHOLDERS messages often highlight the centrality
of audit quality to the firm’'s mission, how
they define audit quality, and express
the firm’s commitment to serving their
= stakeholders and the public interest.
AUDIT Audit quality reports often describe
METHODOLOGY aspects of the firm’s audit methodology,
AND EXECUTION strategy for audit execution and journey

=

PEOPLE AND
FIRM CULTURE

goiged

to standardize the audit. This theme also
incorporates the firm's views on how it
complies with professional standards,
employs best practices, and plays a key
role in the financial reporting ecosystem.

People are integral to an accounting
firm’s audit execution. Audit quality
reports provide insight into how

firms attract and retain top talent and
how firms foster a culture of quality,
inclusion, and learning. Culture and core
values influence many behaviors that are
hard to measure, such as professional
skepticism and professional judgment.
Further, culture influences attitudes

and behaviors such as coaching,
consultation, compliance, remediation,
innovation, and continuous improvement,
which are critical to audit quality.

Culture and core
values influence
many behaviors that
are hard to measure,
such as professional
skepticism and
professional
judgment.



QUALITY
MANAGEMENT
AND
INSPECTIONS

@@

TECHNOLOGY
AND
INNOVATION

&

THE FUTURE
OF THE
PROFESSION

=

Accounting firms often discuss their
systems of quality management,
including the standards they follow and
how the systems promote audit quality.
Audit quality reports also outline the
types of inspections to which firms

are subject (e.g., external and internal
inspection, peer review, and sometimes
global network-level inspections).
Qualitative details regarding inspections
often describe the nature, rigor, and
scope of those inspections.

Accounting firms are investing heavily

in technology to digitize and innovate
their audits. Many use their audit quality
reports to give stakeholders visibility into
what those investments are and how
they translate into the execution of high-
quality audits. Recently, some firms have
included discussion on how they employ
data analytics and artificial intelligence
or machine learning to further enhance
audit quality.

Some audit quality reports also include
firms’ perspectives on the future of the
profession. As financial reporting and
stakeholder needs evolve, accounting
firms are sharing how they monitor and
plan for emerging needs. For example,
audit quality reports may discuss

how accounting firms are planning

for and executing assurance in the
environmental social and governance
(ESG) space and other emerging areas.

Some accounting firms also include information regarding the nature
and purpose of the firm’s governance structure, for example including
information about the composition of their board of directors or
independent audit quality advisory committees.

QUANTITATIVE METRICS

Quantitative metrics of audit quality may enhance transparency
regarding how accounting firms monitor and promote audit quality

using firm-level measures, though not all aspects of audit quality can

Recently, some

frms have included
discussion on how
they employ data
analytics and artificial
intelligence or
machine learning to
further enhance audit
quality.



be captured quantitatively. Quantitative metrics can provide additional
information and data for understanding and discussing factors that
contribute to quality audits, particularly when considered in conjunction
with robust qualitative disclosures to provide appropriate context.
While there is a variety of quantitative metrics accounting firms may
include in audit quality reports, many common metrics focus on an
accounting firm’s human resources. For example, they may illustrate
how firms train and supervise staff.

Some quantitative metrics also describe the results of internal and
external inspections, consultations undertaken, or trends in reissuances
and restatements which provide insight into a firm'’s policies and
procedures for maintaining the firm’s system of quality control.

COMMON QUANTITATIVE METRICS

In the audit quality reports we reviewed, we found numerous common
quantitative disclosures. We have provided excerpts of firms’ disclosures
below to serve as examples. By providing these examples, we do not
intend to imply these are the best format from every firm. We observed
other effective presentations of similar information across firms.

These disclosures were made as of a point in time along with relevant
qualitative information for context. We believe that firms should identify
and tailor the information that they believe may be most relevant and
meaningful to their audit quality journeys.

1 METRICS RELATED TO AUDIT FIRM
INSPECTIONS

These may include internal inspections, external
inspections, peer reviews, or other types of
inspections programs disclosed based on quantities
of engagements inspected, percentages of |:8|
compliance, among other metrics, for singular or v;b

comparative periods.

Firm frequency:? 8 of 8
WHAT IT TELLS THE READER:

Data and results about a firm’s monitoring activities
are important factors in understanding a firm’s audit
quality because they can provide insight into the
policies and procedures for maintaining the firm's
system of quality control.

Quantitative metrics
can provide additional
information and data
for understanding

and discussing
factors that contribute
to quality audits,
particularly when
considered in
conjunction with other
qualitative disclosures.

1 41 engagements internally inspected in FY21.

9 2 /f.) of private company inspections

conforming without a material defect in the
current inspection cycle.

9 out of 10 \

inspections (private and public)
are considered conforming in the
current year inspection cycle.

Al

Source: BDO, PDF page 7

2 Firm frequency represents the number of firms disclosing this, or a similar, metric in their most recent audit quality report reviewed by the CAQ.


https://www.bdo.com/getmedia/3cda4ab6-0dc5-47fc-803d-d0b661c50358/ASSR_2022-2021_BDO-Audit-Quality-Report_WEB.pdf

METRICS RELATED TO CONTINUING Average training hours by level
PROFESSIONAL EDUCATION AND TRAINING ®2020 @ 2021
FOR PARTNERS AND PROFESSIONALS

These may include annual or comparative quantities
of training hours firmwide, by level or per person,

by industry/subject matter area, or by minimum
requirements.

Associate

Sr. associate

Firm frequency: 8 of 8
WHAT IT TELLS THE READER:

Helps demonstrate a firm'’s process for developing Partner/
personnel to ensure the appropriate proficiency managing
. .. . director
in new and existing professional standards

(including ethics and independence), the firm’s audit

methodology, and other appropriate competencies

such as project management skills. A firm's

commitment to appropriately developing individuals who can consistently make objective, informed, and supported
auditing decisions is critical to audit quality.

Manager

METRICS RELATED TO USE OF SPECIALISTS,

NATIONAL OFFICE OR CENTER OF Innovating and executing high-quality audits
EXCELLENCE SUPPORT

Busiout Qusivy Hetworc e Percentage of US public company audit 1 7 80/

3 A Professional Practice partners 9 p pany
These may include ratios, hours, or percentages of ndmnaging drecors o it hours generated by EY US specalits ° 0
usage or availability of specialists, national office, or H
centers of excellence. —! !
10.7% 4.7% 1.4% 1.0%

Firm frequency: 8 of 8
WHAT IT TELLS THE READER:

May provide insight into how a firm uses internal and external specialists, shared service center(s), and technical
resources (e.g., national office or similar body) to promote audit quality, including how the firm provides sufficient
resources to enable appropriate consultation on accounting, auditing, ethics, independence, and risk management
matters.

METRICS RELATED TO AUDIT REPORT
REISSUANCES AND FINANCIAL STATEMENT Percentage of issuer audit client financial statements
RESTATEMENTS that were not restated:

These may include percentages or counts of audit

reports reissued or client financial statements 99 : 7 0/0 99 - 7 0/0 99 > 6 0/0
restated as a result of various types of inspections
or other monitoring activities for singular or Fy22 Fy21 FY20
comparative periods. (6 restated) (5 restated) (6 restated)

Firm frequency: 7 of 8
WHAT IT TELLS THE READER:

Data and results about a firm’s monitoring activities are important factors in understanding a firm'’s audit quality
because they can provide insight into the policies and procedures for maintaining the firm’s system of quality
control.

Source: Grant Thornton, PDF page 12

Source: EY, PDF page 4

Source: PwC, PDF page 36


https://www.grantthornton.com/content/dam/grantthornton/website/assets/content-page-files/audit/pdfs/2022/audit-quality-transparency-report-2021.pdf.coredownload.inline.pdf
https://assets.ey.com/content/dam/ey-sites/ey-com/en_us/topics/assurance/audit-quality-report-2022/ey-2022-audit-quality-report.pdf
https://www.pwc.com/us/en/services/trust-solutions/library/pdfs/pwc-2022-audit-quality-report.pdf

METRICS RELATED TO FIRMS’

INDEPENDENCE MONITORING OR ;
CONSULTATION PROGRAMS In FY22, this team
These may include quantities of human resources i i

dedicated to performing independence consultations en g a g ed Ina p p roxim ate |y
or independence consultation hours completed in a 1 _
given period, among other examples. 41 ) 5 O O N d € p en d ence

related consultations.

Firm frequency: 7 of 8
WHAT IT TELLS THE READER:

May provide insight into a firm’s processes for monitoring compliance with independence requirements at the
individual, engagement, and firm levels. Achievement of independence throughout the course of an audit is
required by professional standards as it is essential to quality audit outcomes.

METRICS RELATED TO PARTNER OR
PROFESSIONAL TENURE AT THE FIRM OR
OTHER FORMS OF EXPERIENCE Partners’ average

These may include average years at the firm for years of experience*
various levels of partners and professionals, ea I’S * Includes audit and
professionals dedicated to certain industries or y retionss i plmfosers

subject matters, among other examples, for singular

or comparative periods. Leadership sets the tone for the importance
of consistently enhancing audit quality.

Firm frequency: 7 of 8
WHAT IT TELLS THE READER:

May indicate to the reader about the firm-level policies, procedures, and ability to assign work to individuals
with the appropriate knowledge, skills, and abilities to audit a particular company, including industry expertise.
Assigning resources with the relevant knowledge and experience to engagement teams based on company risk
profiles while managing resource capacity and workload is important to audit quality.

METRICS RELATED TO THE FIRM'S Bur Audit.toam

PERSONNEL COMPOSITION BY LEVEL FY22 Y21 FY20
. . . L. Head . Head o Head
These may include tabular or narrative descriptions Personnel | "SI URG% SN URG % [STR URGH %
of personnel counts or percentages of total by level/ I
g . . . artners.
position for singular or comparative periods. Managing 1,193 | 39% 1,048 | 37% 1,060 | 36%

Directors

Senior
Managers/ 2304 | 63% | 2,072 | 62% | 2208 | 59%

Managers
Senior
Fil’m frequency. 7 Of 8 xsocialesl 6,499' | 66% |54562| 64% |6,058°| 64%
° sociates
May provide readers with insights about the firm- ek Do 2021 e et posia

level policies, procedures, and ability to assign work

to individuals with the appropriate knowledge, skills,

and abilities to audit a particular company, including industry expertise. Assigning resources with the relevant
knowledge and experience to engagement teams based on company risk profiles while managing resource
capacity and workload is important to audit quality.

Source: PwC, PDF page 10

Source: Crowe, PDF page 4

Source: KPMG, PDF page 4


https://www.kpmg.us/about/kpmg-esg-report/kpmg-esg-audit-quality.html
https://www.crowe.com/-/media/crowe/llp/widen-media-files-folder/c/crowe-2022-audit-quality-report-audit2300-007a.pdf?rev=af2e79e08a5d4e969a5880a83e11229f&hash=081D98840589778DA162253A670DBBB5
https://www.pwc.com/us/en/services/trust-solutions/library/pdfs/pwc-2022-audit-quality-report.pdf
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METRICS RELATED TO PERSONNEL
OVERSIGHT

These may include ratios of firm personnel, like

Leverage ratio of audit teammember hours

Staff level 2021 2020 2019
partners to managers: managers to Staff; or Other Partner to senior directors/senior managers/managers 1to 35 1t035 1to34
personnel' OVerSl'ght metrics for a Slngl'”ar or Senior directors/senior managers/managers to staff 1to 2.8 1028 1to 29
comparative periods.

Partner to staff 1t097 1t09.7 1t09.6

Firm frequency: 7 of 8
WHAT IT TELLS THE READER:

May provide readers with insights about the firm-level policies, procedures, and ability to assign work to individuals
with the appropriate knowledge, skills, and abilities to audit a particular company, including industry expertise.
Assigning resources with the relevant knowledge and experience to engagement teams based on company risk
profiles while managing resource capacity and workload is important to audit quality.

1
METRICS RELATED TO PERSONNEL Voluntary turnover rate

TURNOVER Total
These may include turnover rates for singular or FY2022 L 16%2
comparative periods. FY2021 15%

'includes partners, principals, managing directors,
senior managers, managers, seniors, and staff.

Firm frequency: 7 of 8
WHAT IT TELLS THE READER:

2 In response to a rise in turnover, we made numerous
investments in our people. As a result, our annualized
turnover has decreased to 14% as of October 15, 2022.

A firm’s policies and procedures to incentivize and
motivate professionals to stay with the firm can
factor into maintaining audit quality.

METRICS RELATED TO FIRMS’
INVESTMENTS IN TECHNOLOGY AND AUDIT
TRANSFORMATION

These may include dollars or hours invested in
developing technologies to transform the audit or
using advanced tools or technologies to execute the
audit, among other metrics.

Firm frequency: 5 of 8
WHAT IT TELLS THE READER:

Auditors who appropriately utilize technologies and
techniques may enhance the effectiveness of audit
procedures performed, including risk assessments.

~ -
=0%

=900
client experience
sessionsp WAL

on data extraction
and transformation
technology

AM+

executions of
advanced D&A and
automated solutions

deployments
of advanced D&A
and automation
solutions across
our portfolio

3

Source: RSM, PDF page 1

Source: Deloitte, ‘Annual talent survey’ section

Source: KPMG, PDF page 14
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https://www2.deloitte.com/us/en/pages/regulatory/audit-quality.html
https://rsmus.com/content/dam/rsm/services/audit/1pdf/commitment-to-audit-quality.pdf.coredownload.inline.png
https://audit.kpmg.us/content/dam/audit/pdfs/2023/audit-quality-report-2023.pdf

11 METRICS RELATED TO DIVERSITY

These may include matrices or narrative descriptions of personnel Many accounting firms
counts or percentages of total by various types of diversity categories also disclose audit quality
(e.g., gender, race, ethnicity, etc.) level for singular or comparative metrics in publicly available
periods. reports or publications

other than an audit quality
] report. Each CAQ Governing
Firm frequency: 5 of 8 Board firm has released
WHAT IT TELLS THE READER: both a transparency report
and a diversity equity and

A firm's commitment to diversity and inclusiveness initiatives can inclusion (DEI) report in the

be important to audit quality. It can show how a firm promotes

well-balanced, collaborative audit teams that identify new ways to last year.
solve problems and provide a more meaningful overall experience
for professionals, management at the companies audited, and
audit committee members.
Deloitte US overall workforce representation (total US workforce: 80,146)
Race (%) Ethnicity (%) Sex (%)
45 86 09 526 0.4 7.4 44,1
* - v L] = * L]
rv202 [ [ B | e | e e
+ A ¥ L -
27.1 1.0 0.1 49 559
3.6 6.6 NA 58.6 24 6.5 439
* * v L] = * L]
2021
repore 1 [ B DS & e e
* A X L] o
285 0.20.1 NA 56.1
* 2+ Races M+ Asian M+ Black 4 Indigenous to the Americas LR HLisp_anic/ M e Female = Male
atinx

M v Middle Eastern/North African/Near Eastern Il * Native Hawaiian/Other Pacific Islander
W = White [l e Prefernottosay M = Unavailable

Deloitte US additional self-identification options
Percentages calculated out of total US respondents

5.7% 4.9% 4.6% 0.5%

Professionals Professionals identify Professionals identify Professionals identify
identify as a person as a veteran as LGBTQIA+ as transgender
with a disability

Source: Deloitte, ‘Diversity, equity, and inclusion’ tab

11


https://www2.deloitte.com/us/en/pages/regulatory/audit-quality.html

OTHER QUANTITATIVE METRICS AND INFORMATION

We observed other quantitative metrics in the audit quality reports we
reviewed. By providing these examples, we do not intend to imply these
are the best format from every firm.

12
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METRICS RELATED TO EXCESS HOURS
WORKED

These may include quantities of hours worked by
firm personnel in excess of a standard work week
(i.e., 40 hours per week) for singular or comparative
periods.

Firm frequency: 2 of 8
WHAT IT TELLS THE READER:

Average annual hours worked by audit
professionals in excess of 40 hours per week

Partners/MDs* 349
Directors/managers 295
Associates 220

Provides insight into partner and personnel workload at the firm level and show how a firm manages resource capacity.

METRICS RELATED TO AUDIT MILESTONE
COMPLETION

These metrics may include percentages or
ratios of hours spent on various phases of audit
engagements at the firm level.

Firm frequency: 2 of 8
WHAT IT TELLS THE READER:

May indicate, in part, how a firm monitors the timely
identification of potential issues, the execution of
audit procedures, and meeting formal milestones.

METRICS RELATED TO STAFF UTILIZATION

These may include the percentage of personnel
work time spent on client audit work relative to total
hours worked for singular or comparative periods.

Firm frequency: 1 of 8
WHAT IT TELLS THE READER:

May provide insight into partner and personnel
workload at the firm level and show how a firm
manages resource capacity.

In fiscal 2022 (mostly
audits of 2021 financial
statements), our teams
performed 36% of their

work three months before

the company's year-end and
62% of their work before the

company's year-end.

Utilization

80.5%

FY22

81.9%

Fy21

82.8%

FY20

Source: PwC, PDF page 4

Source: EY, PDF page 19

page 5

Source: KPMG, PDF

12


https://assets.ey.com/content/dam/ey-sites/ey-com/en_us/topics/assurance/audit-quality-report-2022/ey-2022-audit-quality-report.pdf
https://www.pwc.com/us/en/services/trust-solutions/library/pdfs/pwc-2022-audit-quality-report.pdf
https://www.kpmg.us/about/kpmg-esg-report/kpmg-esg-audit-quality.html

Ratio of audit services supervisory hours

15 METRICS RELATED TO AUDIT PREPARATION

AND SUPERVISION FY19 @FY20 ® Fy21

These may include ratios of hours spent supervising
the audit (e.g., review time) relative to hours spent
preparing audit documentation for singular or
comparative periods.

Partner, managing
director/staff hours

Firm frequency: 1 of 8 P
WHAT IT TELLS THE READER:

May demonstrate, in part, a firm'’s ability to supervise

: : Partner,
and review audit engagements to evaluate whether 5 K

managing director/

(1) the work was performed and documented, (2) manager hours
the objectives of the procedures were achieved, and
(3) the results of the work support the conclusions
reached.

Conclusion

The combination of qualitative information and quantitative metrics
included in audit quality reports can provide transparency into the firm-
level processes that accounting firms employ to promote and enhance
audit quality. These reports will continue to evolve and vary across firms,
and it is important to know that this valuable information is available to
stakeholders.

N w 0
a 0 =4

Source: Grant Thornton, PDF page 7
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https://www.grantthornton.com/content/dam/grantthornton/website/assets/content-page-files/audit/pdfs/2022/audit-quality-transparency-report-2021.pdf.coredownload.inline.pdf

h Please send your comments or
www.thecaq.org questions to info@thecag.org
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