INTRODUCTION AND SUMMARY
OF FINDINGS

1.0 Introduction

This monograph is the culmination of an extensive project examining the
value and future of audit in Australia. The objective of this study is to
provide policy advice to key stakeholders in the market for audit services
on the current challenges and future opportunities in that market.
This advice is informed and enriched by a comprehensive survey of major
stakeholder groups in the capital market of their concerns about and
expectations of the market for audit services in Australia. The data form
the backdrop against which the future directions of the Australian market
for audit services are shaped to ensure that audit and audit-related services
are of the highest quality and that the credibility of, and confidence in,
the market for audit and audit-related services are enhanced.

1.1 Aims and background

The breadth of this project was scoped from the results of a preliminary
study of thefuture of auditin Australia conducted in 2005 asa commissioned
report to certain relevant participants. The preliminary study facilitated
the identification of broad questions and issues, which were then pursued
in greater depth in the current project, utilising a larger sample size and
wider geographical dispersion.

In September 2007, the Australian National Centre for Audit and
Assurance Research (ANCAAR) hosted the Future of Audit Symposium
at Parliament House, Canberra. The purpose of this symposium was to
communicate preliminary results from the survey and to use the results as
a basis to encourage further discussion, thus supplementing the richness
of the data set through additional insights from different stakeholders’
perspectives.
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This project has received the support of the Australian Research
Council (ARC) through an ARC Linkage Grant. Additional support
has been provided by industry partners, the Institute of Chartered
Accountants in Australia, CPA Australia, Deloitte, Ernst & Young, KPMG
and PriceWaterhouseCoopers.

1.2 Research method

This project utilised a mixed-method research design (comprising focus
groups, telephone and postal surveys and in-depth interviews) to capture
qualitative and quantitative data. By drawing on the strengths of the
various data-collection methods, methodological triangulation facilitated
the unravelling of dynamic and complex issues.

Focus groups are particularly useful to explore and generate ideas
and issues through group interactions. The nature of the focus groups,
however, presents limited opportunity to probe issues in greater detail.
In-depth interviews, on the other hand, provide a source of data richness,
as the researcher is able to probe further into the complexity of issues.
The personal interaction that is required, however, restricts the number
of interviews that can be conducted within a reasonable time frame.
The strength of telephone and postal surveys lies in their capacity to
reach a large sample of participants across diverse geographical locations.
Surveys are, however, restricted in the extent to which issues that are
raised can be explored. By drawing on the strengths of each technique,
this mix of methods was the most efficient and cost-effective means of
collecting a wide range of responses yet provided a rich and meaningful
context within which to tease out and analyse underlying issues related to
the value and future of auditing in Australia.

Views were canvassed from a wide cross-section of key stakeholders,
representing the supply and demand sides of the market for audit services.
Specifically, the project sought participation from the following major
stakeholder groups:

* users of audit reports, including
— users with accounting expertise (for example, accounting
professionals)
— professional (for example, financial advisors, financial planners,
lenders, analysts, investment managers, stockbrokers)
— private investors
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* purchasers of audit and assurance services, including
— directors and audit committee members
— management (CEOs and CFOs)
* suppliers of audit and assurance services
— Big Four
— non-Big Four
* standard setters
* regulators of audit services.

1.3 Issues considered

This project covered a broad-ranging set of questions, enlarging on the
themes identified in the 2005 preliminary study and incorporating themes
of particular interest to the industry partners. Given this, the guidelines
set at the inception of this project centred on: the expectations gap;
business acumen; corporate law reforms; and the risks faced by suppliers
and users. Specific issues within these broad themes unfolded during the
course of the project, including:

* the value placed on the audit product

* understandability of the audit product

* expected deliverables from an audit compared with real deliverables

* the adequacy of communications surrounding auditors” work and
processes

* auditors’ use of ‘materiality” and stakeholders’ interpretation of that
concept

* attracting, supporting and retaining quality staff in the audit
profession

* development by audit personnel of business acumen and client and
industry knowledge

* auditor independence issues involving auditor-provided non-audit
services and audit partner rotation

* competition in the market for audit services

* the costs and benefits of the new regulatory regime for auditing
introduced after the high-profile corporate collapses earlier this
decade, including
— awareness and understanding of the reforms
— impacts of the reforms on financial statement credibility
— costs
— risk of being a distraction to the auditor
— regulatory processes for monitoring and enforcement.
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In addition, some other matters were addressed, including:

* the case for and against differential auditing standards

e the value of internal audit and the external auditor’s reliance on it

* the case for and against provision of assurance on certain financial
and non-financial information, not commonly subject to audit or
review

* the case for and against provision of levels of assurance beyond
currently sanctioned levels.

Eachoftheaboveissuesisexamined in the chapters that follow. Examination
of some issues involves survey questions as well as interviews, whereas
others involve interviews only. Focus group interviews with more junior
auditors were incorporated for specific issues. In all cases where there
were interviews, the stakeholder groups included users, purchasers
(management and board), suppliers (Big Four and non-Big Four), standard
setters and regulators.

1.4 Structure of this report

This report comprises eight divisions including this introductory one.
The seven further divisions are: B) expectations and understandability;
C) competency and expertise; D) independence; E) regulation; F) the
market for assurance services; G) other issues; and H) concluding remarks.

Division B (expectations and understandability), comprises:

* Chapter 3: Understanding of the audit and perceptions of the
deliverables

e Chapter 4: Communication

* Chapter 5: Understanding of materiality.

Division C (competency and expertise) comprises:

* Chapter 6: Developing business acumen and client and industry
knowledge

* Chapter 7: Attracting and supporting staff

* Chapter 8: Retention of staff.

Division D (independence) comprises:

e Chapter 9: Auditor independence (which discusses auditor-provided
non-audit services and audit partner rotation).
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Division E (regulation) comprises:
* Chapter 10: Regulatory reforms to audit—their impacts
* Chapter 11: Increasingly prescriptive audits—a distraction
for auditors?
* Chapter 12: The approach, operation and resources of regulators.

Division F (the market for assurance services) comprises:

* Chapter 13: Competition.

Division G (other issues) comprises:

* Chapter 14: Differential auditing standards
* Chapter 15: Internal audit

* Chapter 16: Other assurance services

* Chapter 17: Differing levels of assurance.

Division H (concluding remarks) comprises:

* Chapter 18: Conclusions and recommendations.

Since it is likely that different readers will be more interested in some
topics included in this report than in others, the next few pages describe
different pathways to reading the document that might be helpful
in creating a road map to the topics and pertinent recommendations.
Since the topics are interrelated and hence so are many of the
recommendations, the following diagrams represent but a few ways in
which the document can be dissected.

1.6 Road maps to reading this document

Topic orientation 1

Of course, interest in specific topics lies in the eyes of the beholder,
but the first road map presented suggests dissection of the report into
communication, technical, staffing and societal issues and suggests in the
figure below the relevant chapters and recommendations to read under
each issue.
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Figure 1.1  Road map 1: topic orientation
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Topic orientation 2

The second suggested road map dissects the report into expectations gap/
education, materiality, staffing, independence, regulation and assurance
on other than financial report issues, and suggests relevant chapters and
recommendations under each topic.
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Figure 1.2  Road map 2: topic orientation

Materialty

e

Acum en andCient

Regulatory Reform's to
Audt: TheirIm pacts

o Chapter 9
il Chapter 10
Crpter 6 = (e
st o e :‘radzt)nrs

Femmendations
(3136)

Communication of
AuditProcess by

6.163)

Atvactingand Stondarcs
Audtors & SuppartingStaff Description

Managem ent Chapter 11 Chapter 14
101, (Feommendation 14.1)

Coapter 7

(Recommendatiors

(Fecommendations 7.07.4) AL
a1

Tntemal Audit

Retenion of Staff
Chapter 15
(Recormmendatiors

DifferingLevels of
Assurance ¢
15.1-15.2)

Chapter 12

(Remmmendations ®.1-82)
17.1)

12.1-1255)

Services

Chapter 16
(Rewmmendation 16.1)

Topic orientation 3

The third suggested road map to reading this report takes a stakeholder
approach and suggests the chapters that might be of interest to users,
purchasers, suppliers, standard setters and regulators.

Also of assistance in reading this report might be the summary of
expected stakeholder interest in the recommendations, which appears at
the end of the executive summary.

Chapter 2 concludes Division A. It discusses the research method used
in this study:.
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Figure 1.3  Road map 3: stakeholder orientation
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