RETENTION OF STAFF

There’s always going to be a retention problem at Big Four accounting
firms...and you just hope that you retain the best; the ones who
want to stay. You just hope that theyre the...good ones...who want
to be directors and/or partners...they can’t have them all going to
manager, a senior manager or director either—unless the business
is growing that much that they need another 30 managers this year,
or whatever the number comes in [at]. So this whole thing about
retention is, sometimes they actually don't want to have 100 per cent
retention, because the business isn't growing big enough for them
to...promote everybody that year, which is another reason why
people leave. Because you might have missed out on a promotion,
you don't want to wait another 12 months to get your manager,
and even in 12 months’ time, then you've got the next lot of people
coming up through, so not only are you competing with your peer
group, youre now competing with the peer group that was behind
you. And who's to say the business has grown enough in the next
12 months to warrant more managers or more senior managers?

— Purchaser

1.0 Key issues

The audit firm business model and its association with staff retention
present some challenging issues for the audit profession going forward.

The challenges raised by interviewees included:

to what extent is an increasingly regulated auditing profession and
prescriptive audit task hindering the retention of staff

how best can the nature of the work and the workload model within
the auditing profession be adapted to enhance continuing variety
and challenge
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* what adaptations, if any, are necessary to retain generation Y within
the profession

* how can the work/life balance be enhanced within the profession

¢ if the lure of partnership is losing its gloss as a factor in retention,
how can this issue be best addressed

* if completion of the CA program is a ‘trigger’ for separation, what
mechanism can be developed to assist in staff retention

* if promotion to and then success at the manager level are triggers for
separation, how can further progression along the audit professional
career path be better managed?

2.0 Introduction

Elsewhere in this report, we have discussed the need for auditors to have
certain expertise. Given the importance of business acumen and client and
industry knowledge to the profession of auditing, it is clear that retaining
expertise, once it has been developed, is crucial. This makes retention
of professional staff within the audit firms a key resourcing issue and an
important protection of quality. This chapter explores perceptions of the
factors behind the level of staff turnover that exists within the profession.

There are no survey questions directly on the issue of retention
of professional staff with audit suppliers. Given the complexity and
sensitivity of the issues around staff retention, these matters were best
dealt with in face-to-face interviews and focus groups.

2.1 Users

Among the users, there was recognition of the array of work opportunities
open to junior auditors:

[T]t’s not very exciting...people just want to get out of it as soon
as they can and do other things—][go to] investment banks or...
corporate [work].

The next user perceives a problem with public practice employers who
do not identify staff with excellent potential and reward them early in
their careers:
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[I]t’s a big concern...because high-quality people want

to be challenged and rewarded, and they know there '[E]ven today...
[are] plenty of opportunities for them outside; high- audit firms
quality people don’t have a problem getting ajob...even gg;%n:tv[igﬁ
today...audit firms aren’t very good at [staff retention]. retention].’

I joined a group of 30, fresh out of university, and

three years later not one of us was in the firm, because

audit firms are, or certainly were, conservative, and no-one said
to you after three years, ‘“You've just qualified, were going to fast-
track you to partnership, we think youre a star. You were just
sent out on the next audit. And the world’s full of opportunity...
the big firms are better at it today in terms of giving people the
opportunity to work overseas, but investing in good people is the
smartest thing you can do...If you think someone’s a star, you've
got to pay them more than you pay someone who...is...what I call
a good tradesman.

2.1.1 Summary

From the few users who provided comment on the issue of audit firm
staff retention, it is clear that the audit role is seen as unexciting and that
the audit firms are seen as deficient in strategies to encourage retention

of staff.

2.2 Purchasers

Among purchasers, too, there was high recognition of the audit firm

business model.

[R]etaining high-level staff is an ironical point really, because a
lot of the...qualified people who get into the firms, who leave the
firms, are leaving them for career progressions...In other words,
theyre getting a chance to be a junior partner or partner in a
smaller firm or they're getting into industry...theyre getting into
banking or they’re getting into manufacturing, et cetera...not
wanting to continue to work in the auditing field but to...work in
real business.

The next purchaser sees the pyramidal structure at the heart of the public
practice business model as one of the problems for the profession:
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[Pleople tend to go for job satisfaction and for pay generally and...
it’s a pyramid structure within the audit profession, so there’s just
a senior partner, a couple of senior managers and quite often the
reason people turnover is because there’s not enough room to move;
that’s why they leave.

The next purchaser feels that the Big Four firms have an advantage in
retention because of a perceived capability to transfer staff between
departments:

There is more scope in the Big Four...to retain because of the
various departments that they can push them off to and give them
challenges, et cetera.

This next purchaser observes that it might have been counterproductive
for the profession to recruit to partner level straight out of industry:

And they still rely on the lure of the career ladder within the firm to
become partner. And you do your time, you work really hard...and
there’s this lure of making $500-$800 000 a year as a partner. But...
they’ve shot themselves in the foot a little with that because, more
and more often, you see people go out of industry straight into a
partnership level at the audit firms...so I don't find it surprising
that their junior staff is...saying, “Well, I can earn 25 per cent more
if I go into industry today. And if I build a name for myself in the
market in a particular niche, a particular area, it doesn't preclude
me from going back into an audit firm and becoming a partner in
the future.” So...their problem with staffing is pretty much of their
own making.

The next purchaser observes that ‘really they have exactly the amount
of retention that they need”:

[Tlhey do work people really hard. They work
their people harder than we work our people. They

‘[T]he hours that

they make the probably pay them 25 per cent less than we pay
juniors work for our people. They probably can offer a better career
what they get path than we can offer some of our accounting

paid—the balance . i ,
is wrong.” staff. But...in a job market where there’s 4 per cent

unemployment, people maybe aren’t prepared to
look 20 years ahead and make sacrifices now for the
future...that’s why they struggle...There [are] just
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too many other options in the market now for instant pay increases.
I'm not surprised people don't look years and years ahead...the
hours that they make the juniors work for what they get paid—
the balance is wrong...Gen X, gen Y, whatever preferences...all
these different generations [have]...I see their staff working on our
job doing weekends and getting emails at 1 o’clock on a Sunday
morning. They've worked all Saturday and Saturday night...that’s
for a twenty-two, twenty-three, twenty-four year olds—that’s
not interesting if you’re also being underpaid. And maybe they
complain about retention, but really they have exactly the amount
of retention that they need, which is: we've worked out the cost of
training them is X, and the cost of giving everyone a pay rise is Y,
and we're at an equilibrium where we're happy to bring them in,
keep the good ones, get rid of the average ones and train them some
more.

This next purchaser does not see how a program of having more junior
auditors work in industry and then return to public practice could work
to provide deep and widespread skills, and sees audit work itself as a
source of extensive exposure to industry.

[Junior auditors working in industry and coming
back to the profession has] been talked about "1 you take junior
for a long time, but I don't know that it actually people and put them
would work...because if you take junior people into junior positions
. .. . .. in industry you're

and put them into junior positions in industry s ey el
you're not necessarily going to develop industry to develop industry
expertise. The typical accountant who does this expertise.”
stuff...they’re not going to get an oversight of an
industry. Theyre going to go and do a particular
job for a particular period...So it’s actually very hard to construct
a program where you can build up wide experience. In fact, one
of the best ways of doing it is through the auditing profession
because you see different clients and you move around and you see
different experiences. And that’s why the profession for years has
been regarded as a very good training ground for people to move
from there into commerce...The best way of getting someone who
was grounded and of wide knowledge was...to go and get someone
out of the profession that had four years, five years experience in...
the accounting profession.
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Those in the purchaser group did not necessarily see the high staff
turnover rate in audit firms as unhealthy. These next two quotations note
how important it is for young people not to do ‘menial” work for too long
and how other industry benefits from the training these personnel have
received.

In a full economy, it’s what we all have, but...in the accountancy
practice there’s always been a breeding ground for people. They
take in a lot of graduates, it’s their model that they have...[they]
take on a lot of people and then lose quite a lot during the process...
it just means you get a good turnover of young people...And the
jobs they do are menial jobs right through the audit process, so...
high staff turnover is a good thing for auditing.

[Is attracting and retaining staff a problem?] No, because...as
long as the intake is there, youre always going to have that...
level of movement from the industry and vice versa. And that’s
healthy because that means youre getting people account trained.
Accountants are then going into industry...where else is industry
going to get them from? Obviously, they need the finance people in
the companies and that’s where they're getting them from.

The next purchaser points out the benefit of a defined career path, albeit
at lower salaries in the initial stages than other careers:

I'd gone out of the [auditing] profession and
‘[Tlhe Big Four firm... then gone back into the profession, and one of

[offers] a definite career the things I said to our recruitment guys a few
path...there's a definite

e T e years ago was ‘You don't realise—until you go
consultant, then you're out into industry—you might initially make
a senior consultant, then that extra 20 or 30 000 a year, when you first
you're a manager, then . .. . ,
you're a senior manager, jump out...for that similar sort of job, but I'm
then a director.’ not going to be giving you 10, 12 per cent pay
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rises each year” And...your bonus structure
may not be that great at those...lower levels.
And the Big Four firm...[offers] a definite career path...there’s
a definite structure. Youre a consultant, then youTe a senior
consultant, then you’re a manager, then youre a senior manager,
then a director, and you know that if you work hard, you don't stuff
up, you're well respected, all that sort of thing...you will go up, and
you know you'll go to those next levels...Whereas you come out
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into industry and you may not be looked after as much as you...are
in that career path...in the Big Four...We did a...retention drive...
around the senior consultant level and put some of those graphs up,
because they were the most profitable grade to be at, but they're
also the guys who have probably just finished their PY or their
CPA. They're also the guys who have just finished that and want
to take their six months off to go and do their overseas travelling
and theyre a very vulnerable employee, because theyre very
valuable. They've got five years experience, theyre now chartered
accountants, they’ve got all sorts of recruitment firms knocking on
their door promising them the world.

The next purchaser points out that retaining staff is not a problem specific
to accounting firms:

In terms of how to attract people...it’s a cyclical

thing. The accounting firms have always and will '[Alccounting firms

always be an attractive employer to staff. Where are struggling to
we're at right now in the economic cycle is such srst:rlg f;aﬁ}qr?:st
w firms,
that accounting firms are struggling to retain staff, 50 are banks, so is
but so are law firms, so are banks, so is everybody. everybody.’

It’s not anything...that’s peculiar to the accounting
profession, so I don’t think it’s a crisis in terms of

looking at the accounting profession in isolation. But it’s a crisis for
the community generally...in terms of attracting and retaining the
right people. So that’s something...that every firm has to address in
as innovative a way as they can in order to differentiate themselves,
not just from their direct competitors, but also other alternative
opportunities for graduates and for people in the market...different
firms come up with different, really good and sensible ways of
approaching that.

That purchasers understand the problem of retention of audit personnel
is made clear in this next quotation:

[W]hat’s happening [is] theyre going into these firms, doing their
CA program and then after five years they're leaving. And |[the
firms| need to offer something, don’t they? They need to reinvent
the perception of what it’s like...I've got friends who are exactly
the same—they’ll tell me now they’re just...there to get their
qualification and then they're out.
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2.2.1 Summary

Purchasers express little surprise about the extent of the problem of staff
retention for audit firms. For a start, they too are experiencing difficulties
in a full employment market. In fact, several openly acknowledge that
they are only too happy to lure staff trained by the accounting firms into
industries hungry for skilled workers and to use pay incentives to do this.
Some are highly critical of the accounting firms for not providing attractive
pay and conditions conducive to retention, especially for generation Y
employees seeking a work-life balance. In their comments, it is clear that
the pyramidal nature of the structure of audit firms is well understood
and, with that, the limited scope to progress through the ranks to the top
echelons.

2.3 Suppliers

The comparatively uncompetitive salaries within the accounting firms,
despite the long hours, coupled with constrained audit fees, mean that
other mechanisms need to be found to create conditions conducive to
longevity in the profession. The following quotations reveal the state of
the tangible and intangible rewards within the profession.

[S]taff retention is a major, major issue for the profession as much
as for the firms. And our level of documentation has never been
higher. But we're still under fairly significant fee constraints and, as
a profession, were not doing much about that. While it’s becoming
a greater risk, it’s becoming harder to get staff—you have to pay
them a lot more. The increase in audit fees is barely [keeping pace
with] inflation. So I don’t think were helping ourselves.

The cost pressures when audit is seen as a commodity and the remuneration
restrictions that creates is alluded to by this next supplier:

[Y]ou'll get someone who’s...say third year and they might be on
60 grand or whatever...They’ll go out to the market and they can get
a job for 120 [thousand]...[that] does not fit into our cost structure.
Because the product is a commodity, we're viewed as a commodity.
We can'’t push any costs on...we just can’t compete. And that is the
other big fear: the amount of extra hours that need to go into a file
under the new regulatory check list...It’s hard to manage that with
a workforce that’s constantly turning over and constantly leaving.
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A non-Big Four supplier suggests that the Big Four’s perceived heavy
workload requirements lead to churn for that sector:

[M]oney is not always the issue. We don’t have a lot
of people who leave for money. They will generally ‘We run on a
leave because they want to go and do something else, different model
or they’ve had enough of audit... We run on a different than the Big Four.
. . . The Big Four
model than the Big Four. The Big Four certainly work certainly work their
their people very hard...that’s something that we try people very hard.’
[to recognise]...we have...times of the year where

things are quite busy, or very busy, but you've got

to appreciate that. And also when we're not as busy, then they get
the opportunity to just relax and make sure they’re leaving at the
right time and things like that. I don’t necessarily know that that’s
the same sort of culture at a Big Four...so they tend to have...quite
significant churn rates in relation to that.

Several suppliers mention the need that auditing firm employees have to
experience challenge and variety in their work, and the consequences
for staff turnover when those features are lacking. The following extracts
from the interviews reveal the importance of employers providing these
job satisfaction in order to maintain the continuing engagement of their
staff.

[A] lot of them just...want the time with us on their CV and want
the skills that we can teach them for a few years and then they
want to move on. I talk to people at length and say, ‘Look, I've been
here for years and I've been able to keep reinventing myself and
do new things and get involved in new things...and at very senior
levels...I keep learning and growing...so why are you bored after
three years?’...Their learning curve actually slows down and they
just don't seem to be able to accept that. So they want to race off
and do something completely different rather than explore those
incremental things; so it really is quite tough.

The next supplier suggests the vast number of alternative opportunities
available creates a lure if interest or engagement within the current
position is lost:
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[Tlhe pressures that were getting...from the
‘[T]he biggest thing market, as far as keeping auditors is concerned,
you can do is give them . . L
TR - Ja [means] tbat the blggest thing you can do is give
career development. them variety and give them career development.
If you can give them If you can give them those two things, they will
those two things, they .
will continue to be continue to be engaged. And once they start
engaged.’ to lose that engagement...they've got so many
opportunities open to them, they’ll just go like

that; it won't take long. So you've got to keep
them engaged and you've got to keep the variety up and...have
a career plan for them and make sure that they're...progressing.

The next supplier suggests that those with good communication skills
might feel most keenly any restrictions on the variety of tasks they
undertake and leave because of that:

[T]hat skill set [good communication skills] is the one that’s probably
least appreciated, but it’s probably one of the most important and
that differentiates people...those that are good, or better than good,
are the ones that have got the ability to deal in it. And theyre the
ones that are the most vulnerable in saying, ‘Well, if you're going
to limit me and what I can do here, then I'll have to go elsewhere to
get that challenge.’

As far as this next supplier is concerned, the perception that there are
fewer to no opportunities for secondments to clients is one of the reasons
behind issues with staff retention:

The retention thing is a real issue...Part of it is

Tl e generational and it’s an attitude about what an
opportunities that employee’s role should be versus employer and
Egg;’gsgeegfﬁ: almost what an employer owes their employees. So
independence there’s...certainly a huge change in mind-set from
requirements.’ when I was a graduate and coming up through
the ranks. And it is this...getting the diversity of

experience. They don't want to—and nor should
they—do audits year after year, potentially on the same client base,
without significant opportunities. So how do we manage so that...
they do get that diversity of experience? And it’s been restricted
because of the independence requirements. We used to cross-sell
far more significantly to our client base than we can now, so that’s
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had an impact with things. Examples would be secondments to
clients. There used to be the ability with the auditor...for some sort
of accounting assistance...or other assistance, and we could manage
that. So there are opportunities that no longer exist because of the
independence requirements. But we still very actively try and
manage the diversity of their experience and send them offshore
and do various things.

The same person continues, explaining the remuneration structure if a
longer-term perspective is taken:

One of the issues with retention...is how our remuneration sits
compared to industry. At that CA level and...just prior to being
a manager, if they leave...they could get a very significant pay
increase if they moved to the corporate world and then potentially
have it remain fairly static for quite a period after that. They don't
appreciate the leap in the income stream if they do progress through
the managerial ranks and into the partner group. So we've become
more transparent in explaining to them what it means. If it’s financial
reward that does it to them, [we explain] what that actually means
and what their future might look like if they stay.

Remuneration rates early in careers are also an issue as far as this next

supplier is concerned:

[A]t the moment, you get very few people
coming back in [from industry] to become audit
partners. They really have to have gone right
up through the ranks...the biggest problem we
have here is not so much at the graduate stage,
but you go probably two and a half to three

‘[Y]ou lose that heavy
senior experience, or
the junior experienced
auditor, the ones in
the middle, the ones
who actually do a lot
of the work."

years after that where they’ve qualified. They're
relatively underpaid compared to commerce and

industry...and they leave in droves. So you lose

that heavy senior experience, or the junior experienced auditor,
the ones in the middle, the ones who actually do a lot of the work.
And they're as rare as hens’ teeth in terms of keeping them in the
profession. If they stay they can go [to partner]...but it looks like a
long road for them there. And a lot of them are at a stage in their life
where they might've just got married or just had kids...and they...
want a higher disposable income...one guy went out for twice the
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money recently...what do you say to a twenty-five, twenty-six
year old who's just [been] offered twice their salary? ‘“Thank you
for your contribution,” is what you normally say, and, ‘we hope you
remember us later.” That’s a problem. To some degree, it's always
been there...To some degree, it’s part of life. In [other divisions]...
we have a much better degree of staff retention. And the main reason
for that, despite what people may allege...is because we can give
them a diverse and interesting work experience. There are other
subsidiary reasons, but that’s the main reason...You can’t do that in
audit and that’s a problem.

Additionally, the lure of partnership is no longer as attractive as it once
was—apparently as a means to maintain interest, engagement or incentive:

[T]he attractiveness for our people to become a partneris significantly
less than what it used to be. When I started my career, getting to
a partner was an aspiration...if I surveyed most of my staff’ now,
I'd probably get maybe 10 to 15 per cent who want to become a
partner. So that’s a problem for us because what that means is that
theyre not necessarily in here for the long haul. Therefore they can
differ as to what they want to get out of their experience working
in audit. They might be just getting knowledge and then they’re
off...they’ve got so many opportunities. And...investment banks in
particular—the money they can throw around is quite phenomenal.

Some interviewees allude to the impact on clients and audit quality, as the
next two quotes reveal:

[W]hat we...have to do is pretty much tier our clients and say at the
top end of town you want to have the highest level of continuity...at
the lower end...maybe that’s where you do have a lot of the turnover
because you don't have these bigger teams, apart from the partner
[who] stays on. He’s a little bit closer to a smaller client anyway, so
that’s where your continuity of knowledge remains intact.

[T]hat’s the Y generation. We're not getting people staying with us
for as long, and that makes it harder to keep the continuity, the
audit quality.

This next supplier mentions limitations on the variety of work available
due to independence concerns and the tendency to specialise early in
their careers as reasons for the difficulty of retaining personnel:
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[T]he other thing that also is an issue for

us with retention in the audit field is the ‘[Slometimes it helps
independence issue, and the fact that it has... people to have a bit of a
limited th . £ k that the individual check list, because that's
imited the variety of work that the individuals the way in which....you
can do. In the past, you used to be able to do execute. Does it stop
a wider range of jobs for clients. And this is = Sl 211G i n &

. aeroplane because he or
not a comment on whether independence she has that check list they
is right or wrong, but the fact that it’s more go through?’

constrained; that with a channel-one client
there’s not a lot more than audit you can do in
many situations, apart perhaps from tax compliance and so forth...
coupled with the fact that you have to be very knowledgeable
about the audit process and the requirements means that people are
specialising earlier. So...when you're coming in you are choosing to
lead a potentially professional life as an auditor.

The same supplier continues, expanding on his or her point about early
career specialisation:

[P]reviously people would come in and they’d get a flavour of a
variety of different things and that of itself would keep the interest
going...the reason people leave us is more around the ability they
have to learn, rather than the boredom of the work they’re doing.
They're perhaps opposite sides of the same coin. But...it’s drawing
quite a long bow [to say that our retention problem is because of]...
the fact that we've got some very prescriptive check lists...there are
some other things that come into the pot. That check-list mentality...
is there, but...sometimes even before the prescriptive standards, we
as professionals, or as firms, went through different phases...it’s a
little bit more prescriptive but sometimes it helps people to have a
bit of a check list, because that’s the way in which...you execute.
Does it stop an airline pilot flying an aeroplane because he or she
has that check list they go through?

Suppliers repeatedly raised prescription, check lists and intrusive reviews
as motivations for accounting firm personnel to question their continued
involvement in the profession. Invasive file reviews and prescription to
the level that the interest evaporates are the concern of the next supplier:
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[I]t's not so much attracting [staff]...it’s the

(... o] 7570 retention that’s the problem...there are lots

things: 1) going more

prescriptive and taking all of reasons why, even if you look at...gen Y
of the interest out; and 2) and what they want and what they don't
anyone who's been through . ..
, . e want and how demanding they are...being in
a file review—it's not a
pleasant experience, and... a Big Four firm in an audit, it sounds pretty
it will put people off. Those attractive if you're coming out of uni...Yes,

kind of invasive reviews

that feel like a witchhunt.’ you're an accountant but youre at a different

client every week or every month. You've
got all that sort of thing that they want: a
constant change and interest and growth and learning, and you've
got all the travel. So...attracting them is still reasonably okay...
there [are] other professions throwing too much money at them,
which is a problem.

The same supplier continues, explaining why it is that he or she sees
retention as the issue:

[M]oney aside...attracting is not particularly the problem but
retaining is a problem...I worry...[about] two things: 1) going more
prescriptive and taking all of the interest out; and 2) anyone who’s
been through a file review—it’s not a pleasant experience, and...
it will put people off. Those kind of invasive reviews that feel like
a witchhunt and feel like they’re not looking to see if you've got
your audit opinion right; theyre looking to see if they can trip you
up—that kind of mentality from outside regulators. If staff see that
and are touched by it...they'll find it quite off-putting and quite
threatening...retention has long been a problem for us. We're doing
all sorts of things with work-life balance and flexible hours...to try
and keep people longer, and some of it’s working. But it’s becoming
a less attractive long-term career opportunity for people.

The weight of regulatory scrutiny is the theme of this next supplier’s
comments, too:

[I]t’s a great environment because you're dealing with a whole lot of
different companies and the challenges that that gives. But, yes...
for the risk you take and where you put yourself, the rewards are
not where you'd be saying that it would be good to be...therefore
why would I want to stay in the profession...why would I want to
have someone looking over my shoulder from a regulatory point of
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view and crucifying me if I didn't tick every box?

That’s not an environment conducive to having [Wihy would | want to

people really operating at the top level. And... have someone looking
if they want us to do that then our fees have got e e o
, a regulatory point of
to go up a lot...And I've got to be able to work view and crucifying
with the regulator in such a way that I'm not me if | didn’t tick

1 7 . , ?I
feeling that I've been picked on, that...everyone’s Bl 1%

looking over my shoulder and that’s creating an
environment that is not as pleasant as it used to
be. And therefore the staff are saying, ‘No, I don’t want that.” So...
there’s a combination of factors, but certainly the regulator coming
down hard doesn’t help at all.

The next supplier points to the constant pressure of scrutiny and
monitoring and risk of errors in judgment as creating a disincentive to
remain in the profession:

[T]here are significant adverse and long-term consequences for the
profession in retaining key people. In effect, not even in retaining;
people look at the audit partners now and go, “‘Why do I want to
work in an industry where I'm constantly being reviewed, where
everything I do...potentially could be a breach of the Corporations
Act [and is] subject to sanction; when I could be publicly hung out
[to dry]...not because my audit client failed, but because I made
a judgment decision that was wrong...why do I want to live in an
environment like that?’...therefore they make a choice to move
out [to] where commerce—the merchant banks—are offering them
careers with share options. They're offering them opportunities to
work in dynamic capital markets, with very little regulation, very
little oversight and no restrictions on holding shares...longer term,
how does the profession compete? And if you can’t keep the right
people, that has to have an impact on quality...do you then start
moving towards a model where it becomes a second-tier career and
you actually contract the right level of graduates?

To some extent, the problem of staff retention did not come across as so
pressing among the non-Big Four firms. An impression of the creation of a
‘sense of community” within the non-Big Four compared with the situation
in the Big Four, and the ability for these employers to vary the client base
and work for their employees, appeared to be the reasons for this.
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[T]he smaller...second tier probably didn’t have the same level of
turnover; youre working with a smaller base. Maybe you don’t
have the...volume of staff that some of the other firms have. It's
probably a little bit more working together, maybe a little bit of...
variety, where you can perform more than one function without
having to transfer to another division or transfer out of a firm.

The next supplier refers to a perception that Big Four staffers who have
recently completed their CA are more marketable than non-Big Four staff
in the same situation:

[A]nyone that’s had a Big Four experience—and generally they do
their CA and that’s the key point [at which] we could lose them—
they've got an unbelievable level of experience and training that
makes them incredibly marketable out there...Maybe if they’d...
grown up in a much smaller practice, their marketability is somewhat
less and therefore maybe the retention side could be [better|. Maybe
theyre better managed when it’s a small practice too and they don’t
feel like they're lost.

Another supplier speaks to the additional challenges—apart from sought-
after clients—that might be presented to staff who have recently completed
their CA to interest and motivate them:

[W]hat the big accounting firms struggle with is
Aphat do'we investin that, whilst you're doing your CA program, you're
that period after CA in kind of all but locked in. Once you finish that
training and the non- CA program, it’s “What'’s the next challenge?’...
client basic activities , . . .

that will keep those There’s a little bit of a void there and...the
individuals with you for challenge for us is, what do we provide outside of
elygiiiey s e o7 the career that will keep somebody there? What
do we invest in that period after CA in training
and the non-client basic activities that will keep
those individuals with you for another three years? Because then—
and obviously we don’t necessarily want everybody to stay—the
attrition rates from time to time run over what you ideally want them
[to be]...to have that continuity...so were starting to think a little
bit more cleverly around what can you do...and it’s not just saying
to somebody, ‘T've got this great challenge. I'll put you on XYZ Co.
for the next two years’...that’s great and it gives me a career so I can
work towards manager, but what else? What else? Well, I'll put you
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on that and you participate in this training program. In a year’s time,
we’'ll support you through an MBA or we will get [you] involved
in other non-client-facing work, some community...work...which
allows you to network...it’s for your personal development outside
of just your technical development. What other things can we do?
And that’s where the thinking is now.

2.3.1 Summary

No supplier feels there is a problem with attracting graduates. Many,
however, acknowledge the problem of retaining them—mnot necessarily
because of salary levels, although that issue is present, but rather for a
variety of reasons to do with job satisfaction. These reasons include long
hours, the ‘career levelling” routine of form-filling the check lists induced
by the new auditing standards and internal and regulatory scrutiny, and
the lack of opportunity for secondments, for provision of little if any
service outside audit to audit clients, for challenges that maintain the
interest in a career in an accounting practice. Suppliers are left to find
creative ways to maintain interest and engagement. The more innovative
use the prospect of client rotations, overseas postings, more postgraduate
training, community networking and personal development opportunities
toinduce engagement, especially at the times known to be most vulnerable
for exit. It is, however, much harder to find mechanisms to retain partners
who are exiting the profession in increasing numbers, according to some
suppliers.

2.4 Standard setters

The standard setter interview group reinforces the suppliers’ comments
about the need to keep the auditing role varied and challenging in order
to retain staff. The first standard setter looks to the implications of the
high turnover of staff within accounting firms for the issue of knowledge
management by those firms:

[Y]ouneed a culture that’s attractive. And one of their

problems is that they have a culture that requires a '[Olne of their
Kk/life bal hat’ ive: the h h problems is
work/life balance that’s not attractive: the hours that e ey s
are required to be worked by each individual within a culture that
the profession to maintain the margins and the profits requires a work/life
. , . balance that's not
and the business model. Theyre not something Sttractive.”

that’s sustainable for a lot of young people. They can
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do it for a limited...time and then people are going to move for
lifestyle reasons...These are the high potentials that are going for
lifestyle reasons and that’s the issue about [the audit firms]| retaining
the right people...they've got to think carefully about skills and
knowledge retention...I don't know that theyre very good at
knowledge management, so they don't...say, “Well...we've got a
body of knowledge within the organisation, in the people, not just
in the database or whatever. How do we optimise and maintain that
body of knowledge within the organisation? So these are key people
for us in terms of their skills and experience, which are specialist
skills and experience, therefore we want to keep them.

The same standard setter continues, emphasising the importance
leadership and having partner role models whom others aspire to
emulate:

[T]he other problem is that people just go in there to get the
qualification and youre never going to change that. So even if
theyre good, it doesn't mean that that’s what they want to do for
the rest of their life; and it’s a leadership thing as much as anything
else. If people in there see the leaders that they...aspire to be then
there’s more chance of retaining them...a lot of the problem is that
people look at the partnership and say I don’t want to be like them. ..
And the partners are pretty focused...on profit share and, as long as
that’s their key driver, then the people will always come second...
But it’s just an indication of this conflict between—or the balance
you've got to get right between—business imperatives and looking
after the people...the people are their money-making machine and
that’s why the more hours they work and the more productivity
they get out of one person, the bigger [is] the profit share growth.
And that’s what drives people away...that’s what drives behaviour
in the partners and their decision-making processes that turns
people off...being a partner.

of
be

The next standard setter’s comments go to the heart of the business model
used by accounting firms and its dependence on attracting many people in
to the firm who will stay to go on and build up knowledge and expertise:
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Retaining them becomes more problematic...because
people may say, “Well, what have I got to do to have ‘Where we are
arewarding career?” And part of that is being able to going to find

. . .. C oy s a real difficulty
give them choice...[This is] why...multidisciplinary is retaining the
firms are still a way forward to give people... registered company
different paths...[to] follow. They might finish up e
coming back to where they started from, and that’s
fine, but how do we retain them...being able to go
and do a [piece of] work on an investigating accountant’s report,
to do a piece of risk-management work as opposed to doing a piece
of audit work—that’s what I mean by that...we’ve found retaining
people tougher, but...that’s part of the market. And...everyone
half jokes, is half serious, about gen X and gen Y...in particular...
but people have a different perspective on their career generally...
people coming to firms and staying with them for 20, 30 years is
not the norm anymore...and that’s the case for any employer. But
the problem with audits and the way the audit business model is
set up is it is dependent on getting a lot of people to come in. Yes,
we can cope with attrition, but we've tended to build the expertise
and the knowledge and to get well-grounded, solid, registered
company auditors by keeping people. Where we are going to find a
real difficulty is retaining the registered company auditors.

Another standard setter says that if a person is suited to assurance and
auditing, they will thrive no matter what the changes to the environment are:

I wouldn’t have thought the variation in the audit, the way it will
be undertaken, will necessarily mean that an individual won't be
challenged on an audit. If you're a person who is suited to assurance
and auditing...you'll thrive in that environment no matter what
the changes. What it may do is for those who get by and who are,
long term, probably not in the [right] industry might find out a
bit quicker...I've found it quite exciting and quite a challenging
role so...there will always be individuals who are like that. You can
come across some quite interesting and challenging assignments
whereas some other ones are quite [routine], very simple and
sometimes those have a danger of...[posing the problem of] how
does an individual remain focused, whereas [with] the other one...
you've got to make sure youre on top of everything. So in each
situation in an audit it can vary.
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The increasing trend for partners to depart the profession early is
highlighted again and the issue of prescription and regulatory scrutiny is
alluded to as one of the reasons behind this relatively new phenomenon:

I get partners who are five years into their careers as partners
saying, ‘Well, what do I do next?’ Maybe I want to move and,
unlike other businesses where people or businesses recruit at every
level within the organisation [and]| from outside the organisation,
it’s not as easy to recruit a registered company auditor at that level.
So retaining people, not just to get them to partner—because I don't
think we have that issue—but keeping them through their careers
as partners [is the issue]...we would expect that when people are
made partners, they've got at least a 20-year working life ahead of
them. It’s becoming increasingly common for partners to leave, so
how do we [stop] that? How do we keep them? And part of that is
that the changes disenfranchise people.

The same standard setter continues, discussing what he or she sees as
‘leakage’ from the profession rather than movement within in it as the
most troubling aspect:

When I talk about the changes in some of the rules and people
becoming disenfranchised, it’s been at the more senior levels,
saying, ‘Well, where’s my career going to go, what am I going to
do?’ I know people have moved from one firm to the next because
the firms have had a need, but...what I see happening overall is...
leakage out of the profession at an increasing rate at the senior levels.
And we need to work out how we manage that...For example...if
we were to lose two or three of the approved auditors that APRA
consider can do the audits of insurance companies...[you] can't
go and manufacture one of those people inside five years...[They
need] to have worked as partners on engagements like that without
signing those audits. And if we lose those people to other audit
firms, that’s less of a concern—if the people are just moving around
within the firms for whatever reason...But if we lose those people
[from] the profession, then that’s a problem and...that is what we're
starting to see.

Another of the standard setters speaks of ‘leakage’ from the profession
and what he or she perceives as the tendency for this leakage to come
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from the higher levels within firms. This standard setter sees ‘regimented

processes’ as part of the problem:

I don't think itll just be the junior levels...you'll
start seeing the leakage coming [from]| higher up...
and potentially all the way to the top, because...
you'll find that if...we're going down processes
that are so regimented that it’s like doing the
milk run every day, the only thing that happens

‘If we're going down
processes that are so
regimented that it's
like doing the milk run
every day...l don't
see a lot of people

is someone tells you that the house up the street SEITE 15 i

needs four bottles today, not three, and that’s
the only change that happens in your life—well,
I don't see a lot of people staying in it. And then your issue becomes
one of...you need people to be able to do complex valuations...
we have to integrate our audit approach by bringing in corporate
finance specialists, capital market specialists, IT specialists—those
sorts of people will be involved, but they will be involved because
they can do other projects outside of audit, not with audit clients
but with non-audit clients. Your typical auditor...will do work in
those areas as well, until it becomes too complex for them. So they
can’t get involved in that. They’ll come in, probably get the basic
training and move on, and all that means is that the upper levels
will [suffer] because there’ll be nothing left to come through.

The sentiment expressed by the next standard setter is that, ultimately,
the quality of auditors will decline because they are limited to audits:

[W]hat are the costs and benefits of auditors being, [and] companies
being, prohibited from buying out the services...when I looked at
that, I said, “Well, to me the fundamental costs...will be [that] the
quality of the person doing the audit will diminish ultimately.” If
it continues the way it’s going, that will diminish and the...level
of service will diminish. Presumably, the level of reliability may
diminish.

Finally, one standard setter points to the business model used by the
accounting firm and focuses the dilemma not on retention of personnel,

but on retention of the ‘right personnel’:

It’s a dilemma that [the accounting firms have] had for a long time
and...they’ve probably improved but...they weren’t known as being
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great people managers, being great people organisations. And there
was always a lot of lip service to ‘our people are our biggest asset’,
but the behaviour never...[reflected] that...so they’re expected to
have high turnover of staff. It tends to be the model they work
on because once people...get their qualification and then get to a
certain level, there has to be a certain amount of fall-out because
of limited opportunities higher up...they need to keep moving
graduates through to maintain their business model, their cost base.
They can't train all these people and retain them all, otherwise their
cost base would increase, so they've got to keep replacing...if you
look at any big firm in town, you might have 2000 staff in the office;
they don’t want to grow [the| overall head count, but they want to
maintain the proportion of partners to senior managers to managers
to trainees and whatever. So as you bring in a new graduate intake,
you've got to shed the other levels to maintain the proportion. So
their key is retaining the right people.

2.4.1 Summary

The standard setter interviewees, who themselves often are also suppliers,
make comments reminiscent of those of suppliers. Comments about
accounting firms as less than optimal at making their personnel feel valued
can be seen again. Similarly, comments about the need to provide variety
and challenge in the work tasks are present. What is new is the insight
that perhaps partners do not always portray the role-modelling that leads
to aspirants seeking to emulate them. What emerges also is the cost to the
profession in terms of industry-specialist expertise when highly skilled
audit staffers exit, especially if they are expert in the highly regulated
industries that APRA monitors and approves auditors for.

2.5 Reqgulators

The few regulators who commented on this issue repeated the stereotype
of auditing as an unexciting activity, but also commented on the quality
implications of the loss of personnel from the profession.

[T]here are exterior perceptions that going into a firm, or going
particularly into auditing just isn't exciting.

[Retention is] always going to be a concern. If you don’t have high-
quality staff...given the size of audit teams that go in, it’s going to
be a real problem to do the work.
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2.5.1 Summary

Regulators reveal a concern with audit quality if retention issues mean
insufficient high-quality staff to undertake audits.

3.0 Focus group interviews with junior auditors

Given the importance of the retention issue, extensive conversations were
held within the peer focus groups of more junior auditors about this issue.
With no other firm personnel in the room, conversations flowed freely
and with candour about individuals’ own turnover intentions and those
of others they knew.

Focus group participants were asked about factors that kept them
with their firms. The clearly defined path to progression within the
firm featured prominently in responses, as can be seen in the following
illustrative comments.

[One factor is] knowing that there are a number of sideway|s]
opportunities. Whether that’s out of audit into another division
or whether that’s overseas or secondments to clients. So...they
are certainly appealing factors to stay. [In response to a comment
that it is diversity in work opportunities that keeps you at the firm:|
Yeah, definitely and...also too...the clear path of promotion. [In
response to a comment that a clear structure in terms of employment
exists:| Yeah, you don't have to wait five years for someone to keel
over...before you can move to the next level. There [are] always
opportunities and there’s a lot of movement.

Everyone’s going to get to the point of our level or around about
where you finish your CA and then it’s ‘the stay or move away’
[question| and...the thing that kept me here was...you get to see
an industry and there was actually a trainee who started in my year
and who is now working at the client who I spend most of my time
at. I see that she’s still in the same role and she just doesn't get a
chance to do anything else because the people above her are not
going anywhere either. It's just like a giant backlog whereas...I can
almost map out my future for the next years where I just stay here.
There’s just a defined progression path so that was it for me.
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I like it because you have a clear career path. In a commercial firm,
you can’t get promoted until your boss has left or something else...
for the first 10 years you know where you are...After the first
10 years, maybe you can consider whether you want to stay here
or not.

The opportunity to continue to learn and the challenges that presents also
featured in responses.

[I]t’s the challenges that are always presented to you. I feel that after
each job I've learnt something new so I'm never bored. That'’s pretty
much what it comes down to and...[there are] still a lot of things to
learn so that’s definitely something that keeps me [here].

Firm and cohort support in undertaking the CA program was a common
thread in responses too.

[T]he learning environment definitely [is a factor]|. I'm doing CA at
the moment so the experience that I'm getting...I can put into use
with the studying.

They support you [with CA] much more so here than they do in
industry. We get leave, we get...external study assistance.

[In response to a query about whether CA fees are paid:] Yep, all that
sort of stuff and from what I understand again, the girl that moved
to industry...they give her textbooks and stuff. She’s actually
doing her CPA even though she wanted to do her CA, so they don’t
actually give her a choice. They just don’t get the same amount of
support and one of the guys who was halfway through his CA at
the client actually called up and asked if he could join our...study
group because he had no-one to learn with.

[T]hat’s one of the factors as well—in our division alone...we've got
five or six people studying the same subject at the same time, so
you've always got that support group.

The interviewer establishes that it is not a requirement to pay back a bond
to the Big Four firm.

[S]ome of the other Big Four [firms]...actually [go] so far as to, every
time that someone passes a CA subject, they get $1000 up front and
if you get a merit then they give you $5000 as well.
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3.0.1 Summary

Once within the profession, considerable effort either intentionally or
otherwise is spent on the bonding of people. Social events are a common
mechanism used to help bond people, often with the use of alcohol (which
has intended or unintended consequences for those people who do not
imbibe or those with religious views about the consumption of alcohol).
The fact that there is a high turnover of staff is one of the reasons this
bonding mechanism requires so much effort. The mere churn that exists
at lower levels in the firm breaks these bonds and indeed it has been
expressly stated that one of the triggers for leaving is if one of your close
colleagues decides to leave.

3.1 What triggers for separation exist?

Interviewees were asked whether any of them or any others they knew
were thinking about leaving the employ of the firm:

The reasons I came was the people...and, trying to put a different
spin on it, one of the reasons I'm not considering staying...is that
those people change...so that is something that I'm considering...
The people that I did initially enjoy working with have now all left
the firm and there’s a very different dynamic here.

[T]f the people I started with at [name of mid-tier firm] were still
there, it might have let me stay a bit longer but the fact that they'd
all gone was the real last straw—there was no connection to stay
with them...We actually had so many resign...not enough people
were being replaced. And when I was working seven days a week
for six months...I burnt out. But the fact that my friends or the
people I had started with, the graduates, had left also played a big
part in me being able to let go a lot more easily.

I don’t think...I'd go [to another public accounting firm]...if you
want to stay in accounting, I wouldn’t go to another firm...that
certainly wouldn’t be in my thinking at all.

I'm thinking of...leaving. Not so much because of the admin,
I just think...out of the last two and a half, three years...in terms
of building up a technical base that will sustain my career...I've
done that to some extent but I'm looking for more experience...I'm
looking to change the area I work in. I want to try and move into
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more of a merchant bank kind of situation. I want to try something
else...I don't know if I'll get pigeonholed after three years, but
I want to try something else before I really dig in hard at something.

[I]t will be when I feel I've had enough of audit. [In response to
the interviewer’s quip about the excitement and passion of audit:|
It does die...we cannot go on forever, so whenever the different
experiences, secondment and all of that...will be the time I'll
probably consider is the time to move on and do something else.

[T]he thought did cross my mind, but...I'll probably leave only
when I start getting really bored with audit or when/if I find a
position that I like in the market and the salary’s attractive.

I probably will stay—at least until I'm promoted to manager. I want
to see whether I can be a manager or not.

Several mentioned the search for a work-life balance as a motivating
factor for leaving.

[M]any of my colleagues left because they want a more stable life.
As auditor, you have to travel around quite often and sometimes...
there are tight deadlines. After [you] get married and have children,
you want a more stable life. They just want to settle down and
share more time with their family. [When pressed on whether that
observation was gender specific:| [It's| more applicable to female[s].

I know some people who felt that they were being taken advantage
of. Like theyre in there working long hours a lot of the time and
then when they needed some sort of flexibility it might not have
been forthcoming or when there was down time and they potentially
could have...eased off more and maybe turned up a bit late or left a
bit early when it wouldn't affect it, people were still driving them
to...turn up at 8.45 and work til 5.15 and sit there doing nothing...
So it’s kind of all take and no give in the work hours. [In response to
a question about how common this is:] [IJt’s quite common.

[W]here they feel they're getting worked pretty hard and maybe not
appreciated for it or maybe not getting what they would perceive
as the flipside of working the long hours when you’re busy...When
you're quiet you should be able to take the foot off the accelerator
and even up the score.
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[W]ork/life balance has got to be a big one in that...you can burn
out if you're doing very long hours and there [are] only so many
busy seasons that some people can take. And obviously different
things make different people leave, but...work/life balance is
definitely [one reason].

[O]ne of the key [reasons why people leave]...is the work hours...
they just get sick of the constant work weekends, work nights...
whatever you do you get the work done, and no, [there is| not
necessarily any additional recognition for it at all.

[A]lso your client base can determine if you will stay late.

It’s the same here [having to work nights, weekends and so on if
called in], but you just don’t get the time off in lieu.

It’s voluntary.
You can decide not to do it, but...

[The number of hours worked in a week| can depend on...which
clients you're on, and how...big the workload can get.

With us, [the number of hours worked in a week is| very seasonal,
so July to end of September is very busy, but then once we get
October, November, December...you’ll be working nine to five
again, and then January to March is busy again.

When pushed on the number of hours worked in a day, responses range
from eight to 12, and below are some of the elaborations on this point:

It depends on the situation. We had a particularly tough one this
year, but...some busy seasons are going to be super flat out because
you've got big technical issues, for example, so you've got to put
more time into it; then others may not be quite as bad.

[A]lthough it is still seasonal...the season’s flattening a little bit, so
it almost still seems like it’s busy 12 months of the year instead of
that three or four months.

[In response to a query about whether that is harder to take:] It
probably is. It’s a bit of a luck of the draw with your clients whether
you've got 30 June then 30 September then a 31 December, so it's
individual by individual.
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Others mention the nature of the work itself and a lack of variety:

I know of two people that left and...they didn’t leave because of the
money. They...left because of the work. They weren't enjoying the
work...I work in audit too so we get consumer/industrial markets,
[and] it can all depend on the client mix you have. Some people are
lucky; some people aren’t as lucky. I know the people that left were
just working long hours, working weekends [and]| weren't enjoying it.

[It was the] same client, day in, day out and it was a grind and they
were over it.

[In response to a question about how long it took to be ‘over it’:] Some
people: six months. Some people: two and a half years.

The interviewees were then asked what it was that kept them with their
current Big Four employer.

I feel that I'm still learning and I've got a lot to learn and...this is...
as good a place as any to continue learning the tools of the trade.
Also...I enjoy working with the people. The people in my division,
my teams, they keep me in touch with the job.

[I]t'’s a number of things. The people are good, the opportunities are
good, the training’s good and...I've never seen a job at a clients’ that
I would want to do. Theyre doing the same reconciliation every
month...[Here] you're not at the same desk, which has its downfalls,
but it’s also good in the way you work with different people. You're
not pigeonholed; you can move around.

[I]n our job, we have the ability to manage our own responsibilities,
which is something I enjoy...if you've got to come in late one day,
no-one’s really going to kick up a storm as long as you get your work
done. If you have to stay back that night, well so be it...I haven’t
had a set timetable of hours I have to work. As long as you get the
work done then everyone’s happy, which is something I enjoy.

[When pressed on whether 10 years is the time horizon for most people:]
[TThere’s a mixture between three [years|...After the CA a lot of
people leave and then...A lot of them take career breaks...There [are]
quite a few people in my division that have just left to travel...And
they...never seem to come back...the firm will give them leave, like
a career break, for a year, but I haven't seen anyone come back yet.
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[I'm carried] development-wise because the firm pays for your
CA, which is really great. And at the same time you get a taste of
different industries because you have a property client, a banking
client, an insurance client. So it gives you a feel[ing] of what they
do and what they’re about...it develops you, develops your skills
and, in the future, if you want to move elsewhere—definitely this is
what I want—and this is how I'm going to get there.

[Hlere, you look at the average age in those divisions...and there
[are] a lot of young people your age to work with...it’s just a benefit
[in response to whether this represents a benefit or a threat]. You're
working with people who are [at] about the same point in their lives
as you and have the same issues and go through the same jobs.

It seems to be a historical trend of about three years.

Generally...after you finish your CA you start thinking about it and
then, if you don’t do it then, you'll probably do it just after you
become manager.

Historically...in our group, it’s been because people say it’s career
suicide if you leave before [becoming] manager, because you don't
get as many opportunities with senior accountants on your resume
as you do with ‘manager” on your resume.

[I]t’s a combination of travel, money, different things to do...A lot
of people leave the employment and do their own thing overseas.

It’s a bit of a trend. Those that go to the UK leave the firm. Those
that go elsewhere stay with the firm initially, and then venture out.

Usually the lower levels...step across as an accountant or a senior
accountant into industry, earning a bit more.

[T]hat element of finishing the CA and your obligation of your three
years with the firm can quite often go [with a sense| that you're free
from the firm and that could be a trigger point for a lot of people...
it was for our division about two years ago.

[CA] opens all these other doors that were...not quite there before.

You also have an obligation to repay monies that you owe to the firm
for the training of the CAs...So people generally leave one year after
completing their CA, because they’ve paid back their time of service.
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Yeah. The pyramid just relies on people exiting in that time.

You...learn a great deal when you're here, but...people are under
the impression that the longer they stay, the more highly qualified
they become, and the more valuable they are outside of the firm.
So...people hang on for...certain levels and trigger points, be it CA
or senior or manager, so they can then step back at the height of
them.

It doesn’t involve you to sit down and go well...this is what I
want...you still can fasttrack yourself, but it’s pretty much laid out
on the table as...if you meet these points, and youre performing
how you're expected to, then you get [this].

I don’t know if [the career path is| more [desirable than in industry];
it’s more desirable the longer you stay. If you don'’t stay as long, the
industry’s more desirable once you get to a certain level, so at that
three-year point with the CA, someone’s offering you more money
than what you can get here, and better hours...or more...reasonable
hours throughout the year.

[I]t depends where you go in the industry. If you go to a small...
company, then you cannot progress until someone quits half
the time. If you go somewhere like [a large corporation], they've
probably got the same kind of structure as we do, and you have a
career path there as well.

[T]he day that...I rock up to work and I don’t really learn anything
anymore, or...there [are] no opportunities...if I'm sitting at my
desk punching out the same stuff as I was doing the same time last
year, I'm going to look at myself and go well, am I actually gaining
anything by doing this? I mean, youre doing it eight hours a day,
and if you talk the hours that we do, sometimes 10, 11 hours a
day, if [at] that point I sit there and I say to myself, ’Am I actually
learning anything here anymore—mno’, then that’s when I'll say,
“Yep, time to go.

It goes back to the structure of how the firm’s set up, in that every
year you do something different, just by how the structure works
and you keep moving up, and someone keeps coming in below you.
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I'm in the...division [that] deals with small business, so...we do a
mixture of businesses, so I like dealing with different companies
and different sizes and different natures...And the people and
that kind of thing, which is obviously the HR [human resources]
recruitment line, but it...tends to be true.

Quality people that can support the learning because...if there
[are] no role models or people you want to aspire to be like or learn
from...youre [not] going to stick around for very long at all.

[T]he key thing as well is just opportunities to...change it up—like
a secondment, maybe overseas for six months or a secondment into
another division.

[In response to a query about whether secondments are common:| Yeah,
theyre very common in our group. I don't know about other groups.

Several interviewees then said that they were off to locations in the United
Kingdom or the United States.

[Flor now, it’s the international experience, but after that it will
probably just be as long as I could tolerate it, just that I wouldn't
want to look for something else...because I don't know what else
I want to do. I don’t know if that is what I want to do, but there’s
nothing else either.

In saying that I want to try something else, what will keep me here is
if [this Big Four firm| offer me a short-term secondment—to be able
to have that opportunity [of] trying something else. [When asked
whether they want a secondment to a client:] To another division...
within another division, so out of audit...first of all...[this firm is]
a good [firm| to work for...there’s no point in leaving [this firm)]
unless you try something else...[This firm| has a lot to offer, like all
the other Big Four firms. They have a lot to offer before you jump
ship, so if they give me the opportunity to try other things while
I'm here, they’ll definitely keep me at the firm longer.

[J]ob stability [is also]...one of the...retaining factors. I don’t know
what’s out there.
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In many of the comments above and throughout the remaining responses,
the importance of friendships and networks of people to these groups of
junior auditors comes through—as it does when they are asked what are
some of the things they find attractive about the profession.

Some of the little things they do like audit dinners or opportunities
to catch up with the guys you have worked with in the past. That
does...count for a lot for some people.

[E]veryone mentioned that one of the things that they were here for
is because of the people and...in our division [community activities
are] one thing they haven't been doing as much and that’s a reason
why people have left.

[Bleing interested in what youre doing...the day that it becomes...a
real hard, boring grind is the day that I don't want to do it anymore.
If it’s something slightly different or new, or a new place or a new
client...it’s just got to be different and interesting at some level...[so
you can| use your brain.

[1]f you feel appreciated and valued in the firm, it will help you stay.

The interviewer then asks whether anyone is staying because they really
want to be an auditor:

I don’t think anyone’s proud to be an auditor.

[In response to a prompt about career progression:| [Y]ou would just
wait and see...the work does get better as you go along further,
definitely, so that’s a plus...also, the longer you stay, the better
opportunities you'll get...if you go elsewhere.

That was my number-one choice of what I wanted to do [promote
other opportunities|. It was initially a training ground as such to
come in for three years around about that sort of time and get the
knowledge and experience of what we've all talked about and have
that behind me and then be able to move sideways or go overseas or
do something like that.

Remuneration was a factor in some of the answers, but did not feature
prominently.
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[T]he people that I know who have left, they left because the salary’s
more attractive on the promotion side...including bonuses.

Yeah, I've heard of 2030 per cent more.
I suppose a promotion, secondment, salary.

One of the issues the interviewer prompted comments about was whether
the Big Four firm for which the focus group participants worked had
recruited people to retain them or whether there was an inbuilt ‘we don't
actually want everyone to stay” mentality.

I agree...they take in a big group of people and they hope that out
of that 20 or so that they [take] into a division, there [are] going to
be five there that are keepers to manager and then...they’ll weed
out the rest and hopefully every couple of years they get a partner
out of the recruitment.

I don't know if that’s what they hope but that’s what happens...it’s
a natural attrition; people leave.

From their perspective, I don't know. I couldn’t say what they think
[in response to “So is your perspective that every person they recruit is
a potential partner?.

I don't see them recruiting people thinking, ‘T hope these three
leave and these four stay.’ I just think they recruit a whole bunch of
good people knowing people are going to leave.

Does the firm seek to retain all its employees?
They'd like to think that they do.

There are generally negative responses when the interviewer asks
whether interviewees think their employer intentionally sets out to retain
everyone:

I don’t think...they do...if they identify someone who’s at manager
level, and they say...realistically, they don’t have a huge future
with this firm, or don’t think they’d be partner material, I wouldn't
say they actively try to retain them.

Is it managed so that there are no gaps when people leave?
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No, I wouldn'’t say so...there’s still a shortage.

They like to keep the best people they can, and they can’t always
keep those people.

It’s the rate of pay.

Some interesting comments about the issue of partnership occurred during
the discussion about triggers for separation.

[T]here was one guy that...didn't see himself as a partner so he got
to assistant manager and then he said, ‘I don’t have the personality
to become a partner so there is no point for me to stay here.” So
he just decided to go somewhere else. So personality sometimes
[is an issue]...He went to...[an] investment bank...he said that
sometimes to be a partner you have to be a little bit mean and...on
the presentations [you need to| have a kind of charisma.

A bit of charisma doesn’t hurt.
Partners are definitely charismatic.

And motivational as well.

4.0 Prescription, documentation and junior
auditors

One of the most interesting aspects of the conversations in the peer focus
groupsrevolved around the perceptions of these more junior auditors about
the regimented nature of much of the work in which they were engaged
as a result of increasing prescription. Below are some of the most revealing
of the comments. The cohesiveness within these firm-specific focus groups
is manifest with the participants often finishing one another’s sentences.
For this reason, the authors have added few of their own comments in this
section.

[The work is] just ticking off the boxes. Definitely, if the admin
work keeps on going up it could be enough to make me go ‘stuff
this’, because if I'm just going to be ticking boxes to say that I
might have thought about something, it’s kind of really pointless.
There’s no...value in that.
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[As a] senior accountant...you're kind of stuck in the middle. There’s
a lot admin stuff'and...the way audit’s going, there just seems to be
more and more and more admin and less and less and less audit
work being done. [In response to “What is meant by admin?’:] [T]
here [are] check lists for check lists. There...are silly amounts of
documentation...and...that’s a contributing factor. They weren't
enjoying what they were doing...even sometimes I find myself
doing a check list and I'm like, “Well, how is this value adding to
that client? What purpose is this serving? Is anyone actually going
to look at this check list ever?’

And some of [the check lists] are so big that it is a temptation to just
sit there and just to click all the way through them, because you...
know that 90 per cent of it’s just not going to apply to what you've
done because these check lists cover every|thing].

[The check lists are] comprehensive, but they're too comprehensive.
It just feels like the numbers aren’t important anymore.

It’s about having a file there that’s going to protect you, more so
than having a file that’s proving...

[Completing the previous interviewee’s sentence:] ...all the aim and
the methodology:.

It certainly increases the frustration levels.
It makes it feel quite useless—Ilike what'’s the point?

[This can impact on one’s own motivation| because certainly when
youTre planning a job, it doesn't always get the attention in terms
of [the] time it needs, which means that you've got to cram [the
documentation| in somewhere.

[M]y perception of it a lot of the time is that the partner or the
manager want to see if there’s a check list on file, but theyre
not going to look at it or think about it. Theyre just going to be
concerned about the numbers.

Yeah and whether it’s been done correctly or not is not important
because they don't really value the contents of the check list. They
just know that they have to have it there in case someone else looks
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in over their shoulder.

I feel...there’s an attitude [of] well, whether I've looked at the check
list or not...from managers and partners, I'll pick up whether there’s
an error when I'm reviewing whatever I'm reviewing...I'll pick up
whether they’re meeting the requirements or not and the check list
is just something that has to be done that does not yield any further
benefit.

[In response to ‘Does it mean that someone can retrace your steps
better?’| Theoretically, possibly.

Some commented on a generational problem in that the more senior people
had never had to go through the current documentation requirement
regime.

[I]n the last three or four years there’s been a generation gap in terms
of the documentation requirements—more so [with| the partners
and the managers, maybe even senior managers. They never had
to deal with all this documentation. They see a check list and they
think, ‘Oh, this should take 40 minutes to do, half an hour to do
but’...

|Finishing the previous interviewee’s sentence:| It can take a day.

[In practice...they were never exposed to these kind of
documentation requirements.

When it comes to some of the admin...doing the technical work
obviously, not but just in regards to admin and putting together an
audit file that has ...

[In response to the comment, “That sounds like really quite important
in terms of your working lives”:| Yeah, it’s called breaking it.

4.1 Summary

The most junior auditors, within focus groups, expressed frustration
with the level of documentation and check lists with which they were
involved. They could see no value added to the audit and the time it takes
is insufficiently budgeted for, with partners trained in a different era
having little appreciation for the time impost.



RETENTION OF STAFF

5.0 Stakeholders’ comments on the impact

of prescription on retention

In asking about perceptions of the level of prescription as a distraction
for auditors, several stakeholders made comments that touched on the
potential impact of prescription on staff retention. Users did not make
such comments, so this section begins with the words of purchasers.

5.1 Purchasers

One purchaser comments on the attractiveness of the profession in light

of check lists:

[T]here are issues that have come into the profession that—you
reference the share one. But there are others that have made it less

attractive. You feel like you are in a box, let alone ticking the box.

5.2 Suppliers

A supplier observes, more in the context of ASIC inspections than

documentation or check lists:

[I]f I can give you an example [of] where...the
regulator doesn't think. When they went and
did the review of the independence issues at
the Big Four, what did they do? They looked at
process. Well...blind Freddie would've said that
the process would've been reasonable. Why didn’t
you go and select a whole range of listed company
accounts where they had to delineate their
services, and pick a few of those and go back and

‘[TIhe approach of
seeing how many
auditors you can ban
from signing in a year
is not going to really lift
the standard. It's going
to drive people out...of
the profession.’

say, ‘Well, how did you think that you were independent when you
did that service?’ But they didn’t do that. This is where...it’s driving
the compliance, and that’s why...they should be talking more. They
seem to have a very closed mind...they've moved a little bit because
there’s been such a significant backlash to their approach. But they've
got a way to go too...[to] really achieve what theyre looking for.
And...the approach of seeing how many auditors you can ban from
signing in a year is not going to really lift the standard. It’s going to
drive people...out of the profession. So if youre going to go [after]
people on those sorts of things, why would [anyone] be part of this?
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Several suppliers made comments about the attraction and retention of
staff as being negatively associated with the increasingly prescriptive
nature of auditing.

But if that’s the perception, you know, perception equals reality,
so...the question is if ASIC are coming in and doing reviews and
doing it to get a true and fair view, to plagiarise from somewhere
else, people accept that. But if theyre coming in and they’re
picking up the minor points that actually don’t drive to the heart
of the integrity of the audit of those financial statements...that’s
problematic and they’ve got a genuine complaint. And it threatens
where...you haven't got enough evidence, how did you get there?
That’s fair game. That’s what theyre doing. But if it’s stuff that
they’re criticising that actually doesn’t really impact the thing...
that’s an issue. And...you come back to this retention question:
retention, entrance to the profession and retention. A lot of it is
around the interest, the independence, and what’s watching...why
would people now come into it when it’s that tough to get to grips
[with] and understand that you can’t...do a lot of the stuff you might
want to do? And even when you've done it, someone independent
is going to come along and say, ‘Well, actually you haven’t done
it quite right, I'm going to penalise you’...all this helps swing a
pendulum away from the attractiveness of audit.

The same person goes on to emphasise the same point about the
attractiveness of the profession:

[I]f the principle of audit is to underpin the capital markets
and have good, competent people doing that, there’s a difficult
discussion around are you then turning off some able people who
would come in...there’s a risk that you begin to drive at the heart
of the attractiveness of the profession in getting people into it and
therefore it loses something in the translation.

The same person concludes, expressing misgivings that generation Y staff
will necessarily stay with auditing until the perceived upheaval of the
recent changes to accounting and auditing standards and to the regulatory
regime ‘settling down’.
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[W]ere going through an interesting period,

having got the legal, enforceable auditing ‘Gen Y maybe, who
standards, the new accounting standards, the are mare intellectually
) ) ’ ) agile, less patient with
questions around independence...But it is some things...they may
tricky...We need to see it professionally strong think, “Well, | don’t

d . 1 h doi he rioh like the look of that
and attractive to people who are doing the right Sl g oAl

job...we'll get there, but...there’s also a risk that till it settles down.”"
you can lose some of that on the way through,
and we'd lose our way. And whilst the intent
was noble, you lose some of that. Interestingly, I suspect the baby
boomer who's into status and security would probably get through
that and get to the right point of work...Gen Y maybe, who are
more intellectually agile, less patient with some things...they may
think, “Well, I don't like the look of that and I'm going to wait till it
settles down.” So...we've got some interesting times coming ahead.

Another supplier reiterates the same point about what it is that generation
Y wants from a career:

I haven't been subject to the AQRB personally,
so I can't really comment on the other regulatory ’[W]e ought to be
forms...there is now too much checking up on el TS
O where we work in a

the checkers and all of that will just lead to... team with appropriate
young people leaving because it takes any free direction fron:jthe

. . partner to use judgment
thought out of doing the audit, any commonsense o cover the risk propery;
out of the audit and it just drives a tick-the-box not tick the box.’
mentality and that’s not what gen Y people want

to do. They're creative, they think for themselves,

they want to do that and we ought to be creating a framework where
we work in a team with appropriate direction from the partner to
use judgment to cover the risk properly, not tick the box.

This next supplier looks to the future and who might be left in a profession
that is increasingly compliance driven.

[I]t’s increasingly difficult to retain staff who are increasingly going
mad as they fill out ever longer check lists and tick boxes, and that’s
a serious threat to the future of the auditing profession in that you
don’t want only dunderheads to stay in it, or people who have just
got the physical and emotional strength to survive, banging their
head against a brick wall for the rest of their lives.
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5.2.1 Summary

Several suppliers make pejorative comments about the impact of increased
prescription and the use of check lists in the conduct of the audit on the
attractiveness of audit as a profession and on staff retention. The constant
scrutiny and reviews from multiple sources, internal and external, are
perceived to be turning able people away from the profession—potential
newcomers and existing professionals. Generation Y is perceived to be
particularly put off by recent developments.

5.3 Standard setters

One standard setter emphasises the need for audits to be productive and
efficient, suggesting that form filling is not the best way to achieve this.

[T]here’s a required level of balance and...where we could find
ourselves with the reviews of audit firms and areas like that is
that the focus could become too much on ticking the box, writing
down certain things that...may not be material to the conduct
of the audit...the problem is that until something goes wrong,
everything’s fine and...“all is well until it’s not’. And...where we're
at is we've got to have a framework...that enables sufficient interest
in the work, rather than form filling, for audits to be productive
and by that I mean efficient.

The same standard setter goes on to elucidate the essence of the issue as he
or she sees it; growing staff capable of dealing with complex issues when
they come from a training ground in which compliance with what it is
that regulators look for is the norm.

For audits to be relevant...that means focus[ing] on the real issues,
and for audits to add value to the business, which should come
from the first two, and if we go down the path of saying well the
only way we're ever going to really satisfy a regulator is to have
such detailed programs for every aspect of the audit that we would
need to have and need to complete because if we didn’t do them we
will always run the risk of breaching an auditing standard black-
letter requirement or some other requirement, albeit it may not be
material to the audit. The question then becomes one [of] well, are
you going to encourage people who want to be innovative, deal
with complex issues, work through them, grow and learn by having
them go through a process that requires that? I don’t know the
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answer to that but my gut feel[ing] is probably not, to a large extent,
because they’ll go somewhere where they can do that. And then
what you start doing is, you start lowering the bar on the quality
of individual that you’re asking to come and evaluate risk, design
relevant approaches to those risks, deal with senior management
who are explaining those situations, identify risks that management
haven't seen and then apply what are becoming far more complex
accounting standards on fair value, financial instruments and so
on, to those situations. Asset impairment, the judgments, what'’s a
cash-generating unit? Do I tick the box...that’s where I see the risk.

5.3.1 Summary

One standard setter notes the difficulty of encouraging innovative people
with high-level skills to deal with complex issues to enter and stay in the
profession and the danger that the quality of individuals will drop as a
result.

6.0 Issues and implications

There were certain trigger points for public accounting staff leaving such
as completion of their CA and having fulfilled undertakings with respect
to repayment of time relating to fee reimbursement or when they were
promoted to manager. When it came to other opportunities, however,
there seemed to be extensive headhunting activity within the firms—
possibly triggered in part by the departure of close colleagues for other
employment. There was some reference to short-term pay benefits by
leaving the firm, but by and large, remuneration was not a key driver
in the decision to leave. Perhaps most important after the interpersonal
connectedness issue was the work-life balance and in particular the
changing nature of the work, which was repeatedly described as either
‘documentation’ or ‘admin’.

Some reasons why staff remained with their existing audit firm
included the possibility of international experience and/or secondment to
other divisions within the firm or other locations within the firm. Also, the
clarity of job security was attractive if they felt valued and appreciated by
those who supervised their work. Remuneration was indicated as a reason
to stay, as was the clarity of a career path. The three points indicating
real interest in staying were: 1) having someone who played a key role
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model for them; 2) the quality of people and colleagues working around
them and the level of friendliness and the functionality of that group; and
3) having good-quality clients.

Users do not see audit firms as premium employers. For some of the
users who might have been employed with the accounting profession,
this view could have been coloured by their own experiences as a former
employee of a supplier.

Comments by purchasers reveal sophisticated questioning of the
traditional business model for staffing an audit firm and, by virtue of
being more flexible in their recruitment strategies, they undermine one of
their core tenets: the hallowed route to partner. Another level of criticism
by purchasers of the audit firm business model is the relatively low pay,
high hours of work and a disconnection with lifestyle for younger staff.

While purchasers can be somewhat cynical of the accounting firm
employment model, they do see, relative to themselves, enhanced
opportunities for understanding by accounting firm personnel of not just
the transactional, but the operational activities of business. At the same
time, purchasers acknowledge and understand that much of the work
undertaken by junior staff is ‘menial” and that this provides industry with
the opportunity to recruit people who are experienced in business.

Although some purchasers are critical of the quality of the work of
audit firms, they see the work within the Big Four as very well managed,
well defined and that there is an unambiguous career path. In contrast,
industry employment holds more uncertainty and possibly a less well-
managed career process. While there might be a short-term monetary gain
for an audit firm employee to move to industry, there is less clarity about
the long-term financial rewards.

Purchasers also recognise and, in a way, are grateful for the key point in
accounting practice careers at which staff is both valuable and vulnerable.
They see the employment situation of accounting firms as being not
in crisis in relation to other professional areas and that innovation will
be the way to make sure the accounting firms do not find themselves
systematically disadvantaged.
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Among suppliers, there is a general perception that the recruitment
process is stable and in a healthy state—albeit with some concerns about
salary levels in a competitive market. The real challenge they see is around
retention—having in mind generational expectations and structural
changes in the nature of the work brought about by regulatory reform and
the perceived lessening of professional judgment as a key part of the job.

Within the supplier group, there is a perception of a lack of empathy
with generation Y’s expectations in regard to the desired rate of change in
their working environment. Perhaps it is the case that the audit business
model cannot facilitate this desired variety of tasks, but then it comes to the
point of recruiting the appropriate staff and managing their expectations.

Some suppliers seem overtly envious of other careers, seeing them as
less invaded by regulators and accountability. They believe that if the
quality of the work no longer has the capacity for professional judgment
then practice becomes more of a compliance career. If graduates who are ‘fit
for purpose’ for a compliance-oriented career are recruited, their particular
comparative skills in the management of detail and the ability to undertake
routine and competitive tasks leave open a gap as to where the leadership
of the profession will come from, as the comparative skill set for this group
of graduates is not necessarily overlapping with the ‘leadership class’.

From a ‘where to from here’ perspective, some suppliers recognise the
need for constant change and innovation in the working lives of junior
auditors—in particular, generation Y—and, importantly, recognise that
they need to feel engaged in their occupation.

The key role played by the need for engagement will drive the search
for innovative solutions. Some suppliers recognise that the traditional
incentive structures—in particular, the prized goal of partnership—are
no longer the attractions they once were. There is also a sophisticated
recognition that different staff will have different incentives and
motivations in their jobs at various stages in their lives, which has a
consequence for managing and motivating staff performance. Employers
recognise that the employment model itself is not at the higher end of
remuneration for staff.

Among suppliers not in the Big Four, there seems to be acute awareness
of the differential employment opportunity they can provide. There is
recognition that they can use that differential to their own advantage in
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staff retention by using ‘variety’ in work tasks and the nurturing of a
‘sense of community’. There is recognition among the Big Four that this
sense of community is not as evident in their own firms as is the case for
the non-Big Four.

Suppliers lament that the nature of oversight of the profession
has degraded it, with the high level of regulation and scrutiny having
consequences for job satisfaction, employment and retention.

Some suppliers are seeking innovative ways of adjusting employment
practices by managing staff turnover between different categories of lower
and higher importance clients. Firms are creatively innovating and re-
engineering employment practices for staff at high risk of dissatisfaction.
There is very sophisticated recognition by some that client-based
opportunities that can provide challenges exist, but there are also changes
that go to formal and informal innovations to create the components
necessary for staff retention.

Standard setters are somewhat cynical that what is happening is
anything but a desired outcome and question whether accounting firms
are at the leading edge of building a community based on people. There is
cynicism about the efficacy of a business model that places far too much
emphasis on relatively superficial financial mechanisms and not enough
on qualitative, community characteristics. In a people-driven business,
if the right people leave, the business will ultimately suffer. There were
very penetrating comments from a standard setter that even at partner
level, there was a serious threat posed by attrition, which had system-
wide implications, especially for highly specialised industry groups.

With respect to documentation, the view of the more junior staff was
that the requirements to document hours worked, which historically
were a problem, were no longer causing the generalised problems they
once did, as firms had in general adjusted audit time budgets to be more
realistic. The general view is that in recent years all firms have moved
towards a process whereby the real hours of the engagement are recorded
and there might be a decision not to then recover those hours, but that
the number of hours consumed in undertaking the audit is now a true and
fair reflection of the work undertaken. That is, the phenomenon known as
‘eating hours’ is part of history.
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There was an observation (possibly only by a minority) that some
partners and managers belonged to a ‘previous generation” and were not
empathetic with generation Y. For these individuals, documentation and
the time constraints they caused were less important. As a consequence,
time budgets—at least with respect to these partners and managers—
are not realistic and do not reflect the amount of time necessary to
fulfil documentary requirements. While some of the participants of the
focus groups suggested that documentation was one reason to leave the
profession, there were also some positive advantages to documentation. In
particular, it meant that the quality of the audit file was better and, with
the possibility of staff turnover, more information was routinely available
to incoming staff on an audit, thus providing continuity. On balance,
however, there were very mixed messages about documentation. On the
one hand, there was a belief that it limited the amount of time available
to execute the audit and, on the other hand, it was seen as a positive
because it meant there was more continuity and more detailed information
provided about the client in the file. One person even suggested that the
quality of the audit was better because the documentation forced people
to contemplate aspects of the audit more thoroughly.

7.0 Concluding remarks

While extensive interviews were held with users, purchasers, suppliers,
standard setters and regulators, the level of innovation over alternative
solutions to the challenges facing audit suppliers with respect to
employment and retention of staff at all levels was relatively unexceptional.
There is, however, some innovative thinking and the following synthesises
the various views.

Users and purchasers provided a number of insights. There was
repeated reference to the differences between generation X and generation
Y and that much more care needed to be given to understanding these
differences and the consequences for employment. Additionally, several
better-informed users were assertive with respect to the issue of audit
firms learning from some of the practices within law firms, which in the
view of one interviewee, were better able to differentiate between ‘star’
performers and those who were perfectly adequate in the task. He cited
the case of a young lawyer in a major law firm who was promoted to
partner by his twenty-fifth birthday. Other observations from the user and
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purchaser groups were that audit firms needed to do more to encourage
women—rparticularly those women who were star performers—to remain
in the profession even if on a fractional basis. It is preferable to have
25 per cent of a star performer than nothing. Similarly, purchasers of
substantial audit services made the observation that reward systems in
audit firms seemed to be strictly bound by periods of service rather than
merit. It is important to separate out particularly meritorious employees
and promote, recognise and reward them in ways different to others. The
implication is that accounting service providers need to have high-quality
human resource systems that can differentiate between adequate and
above-adequate performance levels by staff.

Related to this is the fact that audit firms at least, as perceived by
purchasers, are shy about recognising stars even if they are able to observe
them. The need to celebrate differential performance and support those
genuine high performers is a necessary condition for a change in culture.
Purchasers were also quick to point out that audit firms must be able to
recognise staff as individuals and work with them as individuals not just as
people employed at particular levels. Audit firms can no longer rely on the
prestige of the auditing profession of the past. The role of the honourable
auditor and business advisor is now in conflict with the public policy
position of the role of auditors and the previous reliance on this notion of
prestige is not an option. In terms of positive suggestions and as part of the
recognition of generation X and generation Y, purchasers suggested more
extensive utilisation of travel and training, careful use of secondments,
particularly to commerce, and recognition that interchanges between
commerce/industry and the profession, particularly at senior levels,
could happen and needed to be given a more honourable place. While the
notion of secondments and exchanges has traction among purchasers, it
is acknowledged that the building of expertise in commerce tends to be
rather narrow and that secondments must be carefully selected, especially
at levels of seniority. Additionally, there was recognition by purchasers
of secondments into and from regulators. Another observation was that
lawyers seemed to have particular traction with corporate regulators in a
way that accountants had yet to achieve.

Two observations that warrant special attention are that accounting
firms might do well to inform their staff’ not just about employment
opportunities and career development that exist within their firm but give
benchmarked objective comparators to other alternative employment.
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Additionally, purchasers took the view that accounting firms needed to
interact more frequently with alumni. One solution would be to actively
build alumni contacts not just as people who might be potential purchasers
of services from large and small accounting firms, but as potential recruits
for positions within these firms.

Suppliers also recognised the need to interact more with the alumni
networks and that alumni relations within the Big Four were sometimes
fragile and might not be as well focused as they could be. Alumni
operations within some audit firms are fragile because they rely on a few
individuals and are not always focused on the alumni as individuals who
can be recruited, but more importantly as potential purchasers of their
services. Many interviewees recognised the change in the work culture of
numerous employees of audit firms. Among the bigger employers, there
was recognition of an increased need for flexibility and work-life balance.
Many also observed, however, that their business model and the cutting
of margins limited the capacity to deliver on this increased flexibility
and the ability to fully and appropriately make the most of the work—
life balance. An example is where a particularly able ‘in-charge’ might be
present, this usually results in several managers seeking the services of
this ‘in-charge” person. Ultimately, this person left the firm because of the
pressure of work from so many different directions. Subsequently, that
particular firm missed out on this rising star altogether. The implication
here is that audit firms have to understand their working practices and
their structure ought to attend to the fact that the work-life balance is a
key determining factor in the employment of younger auditors.

Generally, there is recognition that audit firms could be more people-
driven businesses and that employees need to be treated as individuals and
recognised for their unique abilities. Further, more flexibility is required
in the working environment and diversity in the work undertaken.
Mainstays that should not be forgotten are overseas secondments and a
strong culture and brand name for the organisation. None of these is a new
solution, but their re-emphasis warrants consideration. An overarching
issue among suppliers was that auditing needed to be something beyond
‘ticking the box’, and the importance of judgment, decision making and
expertise development were key to ensuring that jobs were interesting,
useful and engaging for people. There is genuine concern that these
important requirements are increasingly being lost because of policy
decisions within the Australian jurisdiction.
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One of the challenges is that certain individuals in senior positions
within audit firms do not necessarily empathise well with more junior
staff. An example given was that senior managers who aspired to become
a partner could actually look, feel and behave more like a partner than a
partner and did not empathise and interact well with more junior staff,
which was crucial to the continuing performance of the supplier.

In terms of specific solutions, some suppliers believe that a better
relationship with the regulator is needed and there ought to be positive
engagement with regulators to ensure they do not feel that there is
a separation or large division of views between audit suppliers and
the regulator. Similarly, careful management of clients and possibly
management of those clients with preferential treatment are needed, so
that in effect there is the creation of two products within the same brand
name.

Again, among standard setters, there was broad recognition that
audit firms should acknowledge the work-life balance and the fact that
increasingly auditors were leaving the Big Four rather than the Big Four
seeking to remove employees. The consequence is that the quality of
people leaving the Big Four is seen to be of a very high level, which is good
for the broader business community but potentially reduces the quality of
individuals among audit suppliers. Interestingly, among standard setters,
there was a belief that the most important marketing tool for employment
was word of mouth. There is, however, a perception that the Big Four do
not come out well in this regard.

Another observation from standard setters, which warrants further
consideration, is that there are various levels of work within an audit
and an audit firm’s business model is to move people up the value chain
by transferring them from one client to another. So, from an audit firm'’s
perspective, they are developing the employee and providing a broader
expertise with a diversity of clients. Of course, this same strategy viewed
from the auditee company’s perspective represents ‘churn’, with a series
of fresh faces at short intervals. Within some employment markets, this
degree of ‘churn’ is overcome by enhancing job specifications and the
diversity of the skills required. In the Public Service, sometimes it is
referred to as ‘broad banding’ and involves moving an employee up in
their career rather than moving the employee away from a particular
employment location. Naturally, this produces tensions because one of
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the values of moving an employee from one client to another is to provide
diversity of employment experience and, as documented elsewhere,
generation Y audit firm employees appear to crave diversity of work.

Perhaps overall, user, purchaser, supplier and standard setter groups
recognise that auditing is under significant challenge due to the change in
the nature of the work, fee pressures and pressure to perform, which have
occurred simultaneously and are viewed very differently by generation
X and generation Y employees. The mix has put considerable pressure on
quality and the future. Staff lost to the profession now will, by and large,
be less likely to become available to hold senior positions in the profession
in the future.

One of the potential policy implications is that audit firms could
be intentionally or unintentionally dividing their portfolio of clients
according to those from whom they see a positive advantage in minimising
employee turnover because of particular complex issues or because that
client requires or has been provided with particularly high-quality
service. This high-quality service might be more easily or more effectively
delivered by a stable team. These premium clients might exist because of
the complex or controversial accounting issues within them or because
the client is prepared to pay a premium not so much for industry expertise
per se but for the stable employment force that knows their client issues
very well. If the market is dividing between these premium clients and
other clients, the policy implications for regulators will be significant.

It can be concluded that overall, even before the recognition of the global
financial crisis, those already in the system had keenly felt a shock to the
system—played out in terms of overfull employment, scarcity of human
talent and the presence of high staff turnover. At that time, equilibrium
in work expectations and capacity to adapt to change were not reached. It
will not be possible for those who find this change disagreeable to transfer
out of the profession immediately and it will take some time for these forces
to work through and for the system to adapt. Now we have a second shock
to the system in the form of the global financial crisis, which is likely to
lower the demand for the talent pool. This crisis, however, is likely to
mask a continuing underlying trend; it might provide an opportunity for
structural change that will place the accounting profession on a better
footing for the future of audit.
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The question must be asked, however, where the employment model
is heading. Suppliers recognise that they have been under price pressure,
which leads to pushing down staffing costs, which in turn means higher
staff turnover, which in turn means higher costs and, potentially and more
importantly, a lower-quality product. This business model is unsustainable
in the long term and a solution needs to be found. Could a radical change
to business processes, such as that which XBRL® or some other technology
might induce, create a further shock that assists in remedying what
appears to be a system near to crisis?

As noted above, we have heard some penetrating comments that, at all
levels, including that of partner, the audit business model faces a serious
threat from the attrition rates of professionals, which has implications
for the entire market for audit services and even touches on the much
discussed creation of specialist industry groups. The threats to a high-
quality audit product as a consequence are foreseeable. For some levels of
expertise, the question of attrition is highly costly, not just in monetary
terms but in terms of the time lag before remedy. While this penetrating
view has resonance, there is no obvious solution to what is a profoundly
important question for the future of audit. While there might be some
diversity of work for audit staff across clients, for the majority, it is at
relatively low levels of expertise and is not going to solve this aspect of
the problem.

It cannot be emphasised enough that care needs to be taken with the
effects of the global financial crisis on the employment regime, particularly
among more junior auditors. While the employment market might be less
competitive, underlying trends are unlikely to change and the global
financial crisis is likely to simply mask underlying challenges. The global
financial crisis could in fact be an opportunity that can be seized to change
employment practices and business models so that when full employment
returns, the auditing business model as it pertains to employment can
emerge with greater effectiveness and efficiency.
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