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 Auditing the Auditors: Audit Quality 

Indicators 
With regulations and financial reporting standards set to change the audit 
landscape in India, audit committees must evaluate their existing auditors 
for their audit quality and independence, and establish criteria for selecting 
new auditors. To assist audit committees with this change, IiAS has drafted 
a list of ‘Audit Quality Indicators’ which may be used as a guiding reference 
to evaluate and select auditors.  
 

Audit quality is difficult to assess in its absolute terms, but there are indicators 
that can reduce the subjectivity involved in evaluating audit quality. AQIs are a 
set of qualitative and quantitative parameters to provide a basis for comparison 
across different audits and audit firms. AQIs can be defined at both engagement 
level (indicators related to the specific audit engagement) and audit firm level 
(indicators to gauge the audit firm’s overall focus on quality).  Globally, several 
initiatives have been taken (see Annexure A) to outline such measures. 
 
 

IiAS AQI Framework 
 

 
Workforce metrics: These set of indicators enable the audit committee to 
judge the knowledge and experience levels of the audit firm personnel. 
 

Training: These metrics can be used to check the efforts undertaken by the 
audit firm towards skill-development and training of its audit team. 
 

Quality: These indicators highlight the quality of audit process and 
instances of audit deficiencies. 
 

Trends in audit metrics: These metrics may help the audit committee 
understand if fees and time involvement have grown in proportion to the 
complexity and volume of audit work. 
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1 Source: Report on Audit Quality Review 2015-16, Executive Summary 

Legal: These indicators highlight the instances of litigation and penalties 
imposed by regulatory bodies on the audit firm. 
 

Independence: These indicators can be used to evaluate the independence 
of the audit team and steps taken by the audit firm in ensuring that the 
independence policy is not violated. 
 

Technology: These metrics indicate how well the audit firm understands 
the technology being used by the audit client, and leverages technology and 
analytics in audit execution. 
 

The detailed IiAS AQI framework can be found here. 
 

 
The audit committee has a multi-faceted role - a key responsibility is that of 
auditor selection and evaluation.  Two significant changes have made these 
responsibilities more crucial than ever:  
 The Companies Act, 2013 has made it mandatory for the companies to rotate 

their statutory audit firms after a maximum of two terms of five years each, 
before 1 April 2017. 46 of the S&P BSE 100 index companies will likely 
appoint new auditors in their 2017 AGMs.  

 India is in the process of converging towards globally uniform financial 
reporting standards by the implementation of the Indian Accounting 
Standards (‘Ind-AS’). The transition is not just a change in accounting 
framework, but will have an impact on almost all business functions of the 
company. The internal control framework will need a complete overhaul and 
the audit function needs to play a pivotal role in testing them and reporting 
any deficiencies to stakeholders.  

 
An AQI framework will help the committee in laying down objective criteria for 
evaluating audit firms and benchmark audit firms against one another.  
 

Being transparent about audit quality is in the best interest of all stakeholders. 
It provides confidence to the capital markets in the sanctity of financial numbers 
reported by companies. AQIs will allow audit firms to provide evidence of their 
expertise and quality in a tangible, quantitative form. Such a framework will also 
help audit firms push themselves to a higher standard and foster healthy 
competition between audit firms on their quality metrics. 
 

Audit committees can use the framework provided by IiAS as a starting point; 
and finalize a set of AQIs by incorporating industry-specific and company-
specific nuances. As AQIs are a relatively new concept, there are no established 
benchmarks to evaluate audit quality. However, we believe that the audit 
committee must define what works for them, based on their own criteria and 
filters. Over time, as more audit firms report AQIs on a regular basis, benchmarks 
for quality will be automatically set. 
 

AQIs can supplement the government’s effort of monitoring and improving the 
audit quality in India. The Quality Review Board (QRB), established by 
Parliament under The Chartered Accountants Act 1949, is a 10-member panel 
(50% of whom are members of The Institute of Chartered Accountants of India 
– ICAI). Its Report on Audit Quality Review 2015-16 indicates that the QRB has 
conducted 454 reviews since August 2012, of which 257 reviews have been 
finalized. As a result of finalizing 257 reviews, in 136 cases (53%), the QRB 
issued advisories to audit firms “for improvement in quality”1, and referred 6 
cases to ICAI for “initiating disciplinary proceedings”.  
 

http://www.qrbca.in/
http://www.qrbca.in/wp-content/uploads/2016/12/qrb34134.pdf
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With companies implementing AQIs in selecting or retaining audit firms, the 
agenda to improve audit quality will spread faster – the need to compete will 
ensure audit firms undertake self-improvement measures. This will benefit not 
just companies, but the audit industry. Over time, it may well put to rest the oft-
repeated lament from corporate India on the paucity of good quality, 
experienced audit firms. 
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Sample Audit Quality Indicators for Indian companies 
 

Category I: Workforce metrics 
Higher involvement of senior audit partners in the engagement may lead to higher audit quality on account of 
better oversight and technical knowledge. High attrition rates may also indicate a loss of knowledge and 
experience. 

Sub-category Engagement level metrics Firm level metrics 

Partner leverage Audit Partner billable hours/Billable 
hours for all other personnel for 
engagement 

Audit Partner billable hours/Billable 
hours for all other personnel for firm 

Partner oversight Partner/Total audit team size Number of partners/Total audit 
workforce 

Partner utilization Total billable hours for audit partner for 
all engagements in current year (hrs) 

Average annual billable hours per partner 
for firm (hrs) 

Staff utilization   Utilization % (Billable hours 
worked/Billable hours capacity) 

Partner experience Audit partner experience (yrs) Average audit partner experience (yrs) 

Audit team 
experience 

Cumulative experience of audit team (yrs) Average experience of total audit team 
(yrs) 

Audit team industry 
experience 

Cumulative experience of audit team for 
companies in same industry (yrs) 

Average experience of audit team for 
companies in same industry (yrs) 

Attrition Attrition rate - % of personnel on the 
team that have left the firm or have been 
reassigned 

Attrition rate - % of personnel in the firm 
that have left the firm in the last year 

 
Category II: Training 
Higher number of training hours may indicate better technical skills and an ability to adapt to the changing 
audit landscape. 

Sub-category Engagement level metrics Firm level metrics 

Partner training Industry-specific training hours for audit 
partner (hrs) 

Average training hours for audit partner 
(hrs) 

Audit team training Annual training hours for audit team in 
last 12 months 

Average annual training hours for audit 
team in last 12 months 

      

Category III: Quality 
A higher number of hours spent in quality review may point to a better focus on quality. Higher restatements 
may indicate deficiencies in conducting audits. 

Sub-category Engagement level metrics Firm level metrics 

Quality review % of total billable hours spent in quality 
review 

  

Audit deficiencies Number of deficiencies in audit process 
identified via internal quality inspections 

% of audits where more than one audit 
deficiency observed via internal quality 
inspections 

Audit restatements Number of restatements for errors at 
engagement level 

% of audits where restatements were 
required 

Audit restatement 
magnitude 

Magnitude of restatements due to errors Top ten magnitude of restatements due to 
errors 
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Category IV: Trends in audit metrics 
Where audit fees and billable hours have grown disproportionately with respect to complexity of audit work, 
audit committees may ask audit firms to justify such increases. 

Sub-category Engagement level metrics Firm level metrics 

Audit fees % change in audit fees (over previous 
year) 

Average % change in audit fees for firm 

Billable hours % change in billable hours (over previous 
year) 

Average % change in billable hours for 
firm 

Non-audit to Audit 
revenue 

 Average ratio of non-audit revenue to 
audit revenue for firm 

 
    

Category V: Legal 

A higher quantum of legal actions and fines against the firm may point to poor internal control mechanisms. 

Sub-category Engagement level metrics Firm level metrics 

Litigation by 
regulators 

Number of litigation proceedings by 
regulatory bodies against audit firm with 
respect to engagement client 

Number of litigation proceedings by 
regulatory bodies against audit firm 

Audit fines Number of fines from regulators with 
respect to engagement client 

Number of fines from regulators 

Quantum of fines Amount of fines from regulators with 
respect to engagement client 

Amount of fines from regulators 

 

Category VI: Independence 
A longer tenure for the audit partner and high revenue contribution by the company/group may hamper the 
independence of the audit firm. 

Sub-category Engagement level metrics Firm level metrics 

Training Annual training hours on independence 
for audit team in last 12 months 

Average annual training hours for audit 
team in last 12 months 

Client & Group 
Concentration 

Revenue contributed by client to overall 
revenues 

Revenue contributed by the group to 
overall revenues 

Partner rotation Audit partner tenure for the engagement Average audit partner tenure for all 
engagements 

Reported violations Number of internally reported violations 
of independence policy at engagement 
level 

Number of internally reported violations 
of independence policy at firm level 

 

Category VII: Technology 
Audit firms need to be able to absorb and implement the latest technologies and build their analytical 
capabilities. 

Sub-category Engagement level metrics Firm level metrics 

Specialist  Number of hours spent by IT specialists 
on the engagement in last 12 months 

Number of technology specialists 
available that audit clients’ technology 
systems / software for controls 

Training Annual training hours spent on 
technology and data analytics by audit 
team in last 12 months 

Average annual training hours spent on 
technology and data analytics in last 12 
months 

Investment  Investment in Technology and data 
analytics as a % of annual revenue  

Proficiency No of check points established to test 
controls of the technology system used by 
the audit client 

Average number of hours spent by IT 
specialists on all engagements in last 12 
months 
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Annexure A: Global relevance of Audit Quality Indicators 
 

Globally, several regulatory, oversight, and professional bodies have issued/proposed AQIs that can be 
voluntarily disclosed by audit firms. For example: 
 
 Netherlands -In September 2014, the NederlandseBeroepsorganisatie van Accountants (NBA) published a 

paper on audit quality, which provides examples of AQIs proposed by the Accountancy Profession working 
group. The NBA published a follow-up practice note ‘Disclosure of Audit Quality Factors’ in March 2016. It is 
expected that audit firms will report on the AQIs listed in the practice note for the accounting year starting 
on or after 15 December 2015. 
 

 Switzerland -The Federal Audit Oversight Authority (FAOA) in Switzerland has collected audit quality 
measure data for the five largest audit firms for the past seven years. The FAOA provides for quantitative 
AQIs – in the form of ratios. It provides a range of ratios for AQIs for the five audit firms and a trend analysis. 

 
 United Kingdom -The UK Financial Reporting Council (FRC) developed an Audit Quality Framework in 2008. 

This specified the five key drivers of audit quality. Further, their Statutory Audit (Transparency) Instrument 
of 2008 provided a list of what should be included in an audit firm’s transparency report. Six of the largest 
audit firms in the United Kingdom voluntarily provide information on AQIs prescribed by the FRC. Audit firms 
provides qualitative as well as some quantitative information under each category. 

 
 Unites States of America -The United States Centre for Audit Quality (US CAQ) initiated pilot projects to 

identify key AQIs that can provide signs of audit quality. In January 2016, the US CAQ published the results 
of the pilot testing. The US CAQ sees audit committees as main users of AQIs and therefore focuses mainly on 
the communication of engagement-specific AQIs, including firm-wide indicators to provide more content 
where appropriate. 

  
 Singapore -The Accounting and Corporate Regulatory Authority (ACRA), Singapore has published an AQI 

disclosure framework in October 2015, which can be adopted voluntarily by audit committees of all listed 
entities in Singapore from January 2016. The indicators are mainly quantitative with an option to add 
qualitative information where relevant. ACRA suggests that audit firms can privately share information on 
AQIs with audit committees in two instances: after the financial year’s audit and at the time of change in the 
auditor. Certain AQIs are communicated at engagement level, others at firm level and some at both levels. 

 
 Canada -The Canadian Public Accountability Board (CPAB) issued a publication on AQIs: ‘Audit Quality 

Indicators: in Search of the Right Measures’ in 2014 which prescribed quantitative indicators for audit quality. 
Further in March 2016, the CPAB published another report ‘Transparency into the Audit – Audit Quality 
Indicators and Transparency Reporting’ which talks about gathering feedback on the usefulness and practical 
implications of using AQIs.  

 
 

Sources: 
1. Deepening the Audit Quality Conversation – published by the Accounting and Corporate Regulatory 
Authority, Singapore in association with CPA – Australia 
2. Overview of Audit Quality Indicators Initiatives – published by the Federation of European Accountants 
  

https://www.nba.nl/
https://www.nba.nl/Documents/Publicaties-downloads/2016/NBA_Practice_Note_1135%E2%80%93Disclosure_of_Audit_Quality_Factors.pdf
https://www.rab-asr.ch/en/
https://www.frc.org.uk/
https://www.frc.org.uk/FRC-Documents/POB/Statutory-Auditors-(Transparency)-Instrument-2008.pdf
http://www.thecaq.org/
https://www.acra.gov.sg/home/
http://www.cpab-ccrc.ca/en/Pages/default.aspx
http://www.cpab-ccrc.ca/Documents/Stakeholders/Audit%20Committee/CPAB_Exchange_Transparency_Audit_Part_2_EN.pdf
http://www.cpab-ccrc.ca/Documents/Stakeholders/Audit%20Committee/CPAB_Exchange_Transparency_Audit_Part_2_EN.pdf
https://www.acra.gov.sg/uploadedFiles/Content/Publications/Guides/ACRA-CPAA%20Joint%20Publication%20on%20AQI.pdf
https://www.accountancyeurope.eu/wp-content/uploads/1607_Update_of_Overview_of_AQIs.pdf
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Annexure B: Audit Quality Indicators reported by Deloitte (UK) 
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 Source: Deloitte (UK) Transparency Report 2015 

 

  

https://www2.deloitte.com/content/dam/Deloitte/uk/Documents/about-deloitte/deloitte-uk-transparency-report-2015.pdf
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Disclaimer 

This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information contained herein is 
solely from publicly available data, but we do not represent that it is accurate or complete and it should not be relied on as such. IiAS shall 
not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained 
in this report. This document is provided for assistance only and is not intended to be and must not be taken as the basis for any voting or 
investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make 
such investigation as it deems necessary to arrive at an independent evaluation of the individual resolutions referred to in this document 
(including the merits and risks involved). The discussions or views expressed may not be suitable for all investors. The information given 
in this document is as of the date of this report and there can be no assurance that future results or events will be consistent with this 
information. This information is subject to change without any prior notice. IiAS reserves the right to make modifications and alterations 
to this statement as may be required from time to time. However, IiAS is under no obligation to update or keep the information current. 
Nevertheless, IiAS is committed to providing independent and transparent recommendation to its client and would be happy to provide 
any information in response to specific client queries. Neither IiAS nor any of its affiliates, group companies, directors, employees, agents 
or representatives shall be liable for any damages whether direct, indirect, special or consequential including lost revenue or lost profits 
that may arise from or in connection with the use of the information. The disclosures of interest statements incorporated in this document 
are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. 
 

Confidentiality 
This information is strictly confidential and is being furnished to you solely for your information. This information should not be 
reproduced or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, 
for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of 
or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary 
to law, regulation or which would subject IiAS to any registration or licensing requirements within such jurisdiction. The distribution of 
this document in certain jurisdictions may be restricted by law, and persons in whose possession this document comes, should inform 
themselves about and observe, any such restrictions. The information provided in these reports remains, unless otherwise stated, the 
copyright of IiAS. All layout, design, original artwork, concepts and other Intellectual Properties, remains the property and copyright of 
IiAS and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the copyright 
holders. 
 

IiAS Voting Policy 
IiAS' voting recommendations are based on a set of guiding principles, which incorporate the basic tenets of the legal framework along 
with the best practices followed by some of the better governed companies. These policies clearly list out the rationale and evaluation 
parameters which are taken into consideration while finalizing the recommendations. The detailed IiAS Voting Guidelines are available at 
www.iias.in/IiAS-voting-guidelines.aspx. The draft report prepared by the analyst is referred to an internal Review and Oversight 
Committee (ROC), which is responsible for ensuring consistency in voting recommendations, alignment of recommendations to the IiAS’ 
voting criteria and setting and maintaining quality standards of IiAS’ proxy reports. Details regarding the functioning and composition of 
the ROC committee are available at www.iias.in. In undertaking its activities, IiAS relies on information available in the public domain i.e. 
information that is available to public shareholders. However, in order to provide a more meaningful analysis, IiAS, generally seeks 
clarifications from the subject company. IiAS reserves the right to share the information provided by the subject company in its reports. 
Further details on IiAS policy on communication with subject companies are available at www.iias.in. 
 

Analyst Certification 
The research analyst(s) for this report certify/ies that no part of his/her/their compensation was, is or will be, directly or indirectly 
related to specific recommendations or views expressed in this report. IiAS’ internal policies and control procedures governing the dealing 
and trading in securities by employees are available at www.iias.in. 
 

Conflict Management 
IiAS and its research analysts may hold a nominal number of shares in companies IiAS covers (including the subject company), as on the 
date of this report. A list of IiAS’ shareholding in companies is available at www.iias.in.  
 
However, IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have actual/beneficial 
ownership of one per cent or more securities of the subject company, at the end of the month immediately preceding the date of 
publication of this report. A list of shareholders of IiAS as of the date of this report is available at www.iias.in. However, the preparation 
of this report is monitored by an internal Review and Oversight Committee (ROC) of IiAS and is not subject to the control of any company 
to which such report may relate and which may be a shareholder of IiAS. 
 

 
 
 
 
 
 
 

http://www.iias.in/IiAS-voting-guidelines.aspx
http://www.iias.in/IiAS-ROC
http://www.iias.in/
http://www.iias.in/
http://www.iias.in/
http://www.iias.in/


                                                                                                  Auditing the Auditors 
 

12                                   iias.in                                                                      March 2017 

 
 

Institutional EYE 

Other Disclosures 
IiAS further confirms that, save as otherwise set out above or disclosed on IiAS’ website (www.iias.in):   
 
 IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any financial interest in the 

subject company. 
 IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any other material conflict of 

interest at the time of publication of this report. 
 As a proxy advisory firm, IiAS provides subscription, databased and other related services to various Indian and international 

customers (which could include the subject company). IiAS generally receives between INR 10,000 and INR 25,00,000 for such services 
from its customers. Other than compensation that it may have received for providing such services to the subject company in the 
ordinary course, none of IiAS, the research analyst(s) responsible for this report, and their associates or relatives, has received any 
compensation from the subject company or any third party for this report. 

 None of IiAS, the research analyst(s) responsible for this report, and their associates or relatives, has received any compensation from 
the subject company or any third party in the past 12 months in connection with the provision of services of products (including 
investment banking or merchant banking or brokerage services or any other products and services), or managed or co-managed public 
offering of securities of the subject company.  

 The research analyst(s) responsible for this report has not served as an officer, director or employee of the subject company. 
 None of IiAS or the research analyst(s) responsible for this report has been engaged in market making activity for the subject company. 
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