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FOREWORD

KPMG and Forbes Insights conducted a survey of CEOs, CFOs and other financial executives regarding
their views on the future of audit in relation to quality, insights and overall value. We were specifically
interested in knowing how new technologies and the “explosion” of data were changing the profession
since the release of the “Audit 2020: A Focus on Change” report in 2014.

What became clear is that the auditing profession has continued to see unprecedented change. The
accelerating pace of change in advancing technologies relating to data, advanced analytics, robotic
process automation, cognitive and emerging innovations will play a pivotal role. New technologies are
important and need to be matched with people who know how to effectively use these tools. Clients
also increasingly expect the auditor to provide a more forward-looking view of the world and insights
that can add value as management and boards seek to effectively move their organizations forward.

In this most recent report, “Audit 2025: The Future Is Now,” we returned to the C-suite and other finan-
cial executives to see if their perspective and views on the profession had changed over the past sever-
al years. As you read through the findings in this report, you will see that the vast majority of respondents
believe auditors should use bigger samples and more sophisticated technologies for data gathering
and analysis. Most significantly though, those surveyed say the audit should help identify risks, present
a forward-looking view of data and provide greater transparency.

We hope you find this Forbes Insights and KPMG-sponsored report informative and thought-provoking.
Along with the latest views from directors, management and academia, you will find comparative data
that highlights some of the mindset changes around the audit.

At KPMG, we are applying innovative new tools, including data analysis and analytics, robotics and cog-
nitive technology, to help our talented professionals transform the financial audit and to promote the
quality of work we perform for the capital markets and other stakeholders that we serve.

KPMG LLP
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INTRODUCTION

With technology advancing at an unprecedented pace and enabling organiza-
tions to harness and analyze more data than ever before, the financial audit is
poised for profound and rapid change. Technology, combined with the exper-
tise of today’s skilled auditor, allows audit professionals to take a much
deeper dive into the financial facets of an organization and provide insights
that result in more-informed decisions in support of a high-quality audit.

To learn more about what organizations expect
from audit in the future, Forbes Insights, in con-
junction with KPMG, surveyed 200 CFOs, chief
audit officers, chief tax officers, audit committee
members and other financial executives. We
found that organizations are seeking enhance-
ments in @ number of areas, including risk man-
agement, fraud protection, a forward-trending
view of data and identifying critical issues for man-
agement.

Nearly 80% of respondents say auditors should
use bigger samples and more sophisticated tech-
nologies for data gathering and analysis in their
day-to-day work. Nearly half say auditors should
perform a deeper analysis in the areas they
already cover, and two-thirds say auditors must
improve their communications skills, critical think-
ing skills and technology skills.

This report analyzes areas in which audit needs to
evolve and what auditors need to do to keep
pace with the changing expectations of clients.
Organizations are increasingly expecting more
from audit and a more forward-looking view that
helps identify and address critical issues. More
important, while organizations understand that
technology will continue to evolve, they want to
see some significant changes in the approach to
audit sooner rather than later. The future is now,
and auditors must embrace it.

Trree

UL

Nearly 80% of respondents say
auditors should use bhigger samples and
more sophisticated technologies for
data gathering and analysis
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METHODOLOGY

This report is based on a survey of 200 respondents in the U.S. in October
2016 (46 audit committee chairs and members, 62 CFOs, 19 chief audit offi-
cers, 18 chief tax officers, 21 controllers and 34 directors of financial reporting).
Responses came from a range of sectors, including, but not limited to, finan-
cial services, consumer products, healthcare, technology and retail. All came
from organizations with $500 million or more in annual revenue.

Titles:

B crFo

B Director of Financial Reporting

m B Audit Committee Member
B Controller

I Chief Audit Officer
[l Chief Tax Officer
[l Audit Committee Chair

Note: Does not add to 100% due to rounding.

1 Technology, Media and Telecommunications

@) -
(

19%
(7 Consumer Products 18%
/& Healthcare and Pharmaceuticals 18%
= Retail 15%
(_> Financial Services (including Banking and Insurance) 13%
7 Manufacturing 9%
[}, Industrials 6%
5 Mining, Gas, Energy and Utilities 3%
@ Government, Public Sector 2%

Note: Does not add to 100% due to rounding
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KEY FINDINGS

Nearly 80% of respondents believe that in their day-to-day work

@ auditors should use bigger samples, and 78% believe auditors
should use more sophisticated technologies for data gathering and
analysis. Almost half (47%) say auditors should perform a deeper
analysis in areas they already cover.

Nearly two-thirds (62%) of respondents want their auditor to artic-
ulate a clear point of view on critical issues. While 56% want to
leverage data and analytics into actionable insights, another 47%
want auditors to constructively challenge client management.

E]

Sixty percent of respondents believe audits should help in assess-
ing risks and risk management practices. More than half (52%) are
looking for a forward-trending view of risks, and 48% are looking for
a forward-trending view of data.

Nearly half (47%) want more transparency about arriving at the
audit opinion and what has been learned during the audit. For-
ty-three percent of respondents seek more insight on proactive qual-
ity assurance and regulatory compliance, and the same number
would like to gain more understanding of areas not covered by audit.
Forty-two percent would like a more holistic view of the state and
prospects of the organization.

the impact of audit are the regulatory environment (66%), budget

@ Respondents believe that the biggest challenges to enhancing
(57%), the litigation environment (55%) and data security (55%).

Clients are also looking for increased technology skills (67%), com-
I——— munication skills (66%), critical thinking skills (65%) and investigative
financial skills (59%).
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AUDITORS SHOULD LOOK TO THE FUTURE

It is clear from the Forbes Insights and KPMG study that auditors need to be
more forward-looking on several fronts. In addition to calling for auditors to an-
alyze bigger samples and perform a deeper analysis, nearly half (45%) of
survey respondents say that the scope of the audit should be expanded to
include coverage and findings related to fraud risks and the organization’s
risk management processes, improved focus and analyses with respect to IT
systems, and other issues valued by stakeholders.

Risk and risk management practices—with an
eye toward the future—was a recurring theme
among respondents. As Chris Stansbury, CFO of
Arrow Electronics, says, “Clients are no longer
looking for just a rearview mirror view, but a view
through the windshield on where we are going
and how to navigate the landscape of risks,
opportunities, changing regulations, competition
and globalization.”

“Clients are no longer looking
for just a rearview mirror view,
but a view through the
windshield on where we are
going and how to navigate the
landscape of risks,
opportunities, changing
regulations, competition and
globalization.”

— Chris Stansbury
CFO, Arrow Electronics

Like many, Stansbury says the most important role
of both internal and external auditors is to provide
assurance with respect to controls and the finan-
cial statements; when done effectively, the audit
findings can support the organization’s efforts to
anticipate potential issues and eliminate surprises.
They also expect the auditor to communicate
effectively, sharing information clearly, in a timely
way and with candor. “There shouldn’t be anything
that we’re not aware of, and having an auditor who
can bridge from the past to the future is critical,” he
says.

Important components in building that bridge
include a true sense of partnership and continuity,
says Brenda Stasiulis, CFO of MIQ Logistics. “I was
an auditor for 15 years, and | understand that their
day job is to deliver the audit. However, auditors
have such a broad view of our industry that |
expect them to act more like a partner and provide
insights that we may not be aware of that can help
us run our business better,” she says.

‘| also think that continuity is very important. We
have had the same auditor and the same senior
manager on our account since we became a
stand-alone entity in 2010. He has taken the time
to learn our business and to understand what'’s
important, what’s not important and how we are
different from other companies in our industry.
That type of continuity and leadership is invalu-
able,” Stasiulis adds.
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When asked about which insights would be most valuable from an audit, exec-
utives cite a number of outputs, including a forward-trending view of risks and
insights leading to proactive quality assurance and regulatory compliance.
Interestingly enough, these outputs have changed from 2014.

2016 2014

Help assessing risks and

risk management practices 60% 5

&,
U

A forward-trending
. . 52% 45%
view of risks

\

A forward-trending 489 34%
(o] (o}

o I

view of data

More transparency about

arriving at audit opinion and
(o) (o)

what has been learned a7 42%

during the audit

Insights leading to proactive
quality assurance and 43% 50%
regulatory compliance

Opportunity to gain more
understanding of areas not 43% 41%

W/ J U \UJ
7 \UJ O

currently covered by audit
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A MORE HOLISTIC VIEW

On the whole, respondents give audit high marks for providing more insights
to help make more-informed business decisions, with 67% saying audit pro-
vides insights that lead to proactive quality assurance and regulatory compli-
ance—up from 58% in 2014. More than half (54%) say auditors are providing
greater transparency about arriving at the audit opinion and what has been
learned during the audit, and a similar number (56%) say they already receive
insights about assessing risk and risk management. Finally, more than a third
(40%) report that they gain more understanding of areas not covered by audit.
In short, respondents want a more holistic view of the state and prospects of
the organization, and many believe their auditors provide this.

Clients are also looking to auditors to provide spe- i
cific observations and recommendations that can How do you define a

add value—not just a laundry list of ideas. While . .

audit will always produce multiple findings, clients quallty aUdIt?

want their auditors to take things to the next According to jeffry Haher, accounting
level—to weigh and prioritize risks and opportuni- )

ties based on their in-depth knowledge of the professor and department chair at

organization, its controls and processes, SO

more-informed decisions can be made to guide lona College, a quallty audit is one

the organization forward. that is properly planned, staffed and
Arrow Electronics’ Stansbury agrees: “In today’s executed. “Prnper planning means
world, we are working at the highest level and C oy . .
talking with the board about a broad range of COHSIdBI‘Iﬂg the environment, audit
topics, from the SEC and tax issues to organiza- risk and what the auditors expect to
tion-specific and industry-specific issues. The

better auditors are the ones who can translate accomplish. The audit team should
their findings into actionable information for the . .
organization.” have the right level of expertise and

Clearly, auditors who look at the total landscape quahfmatmns for each of the func-

and drill down on the issues that are most relevant tions as well as appropriate industry
and important to a given organization can add the -
most value. Increasingly, clients are not only expertise.

expecting this, but demanding this.
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When asked which of the following valuable insights they received as an output
from their audit, respondents in 2016 and 2014 reported:

2016 2014

Insights leading to proactive quality
. 67% 58%
assurance and regulatory compliance

&

Help assessing risks and risk
management practices 56% 56%

Y
&

More transparency about arriving at the audit opinion,

and about what has been learned during the audit 54% 50%

&
\J

A forward-trending view of risks 47% 47%

Y
<

Ability to capture and explore data
. . 46% 44%
interdependencies

\
</

Ability to employ data and analytics 45% 48%

\J

A more holistic view of the state and

N
(Co)
(o]
J

prospects of the organization 43%

A forward-trending view of data a1

Opportunity to gain more understanding

H
o

of areas not currently covered by audit
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ORGANIZATIONS ENCOURAGE CONSTRUCTIVE CHALLENGES

In addition to performing a quality audit, organizations are looking to their au-
ditors to speak up about issues and provide insights—even if some are un-
pleasant. Specifically, the survey reveals that organizations value auditor
insights that are not consistent with the corporate view, and clients want audi-
tors to point out problems and challenge management in a constructive way.

Long gone are the days when auditors said, “You
are in compliance. End of report.” Organizations
want more from audit and value the fact that audi-
tors have access to industry-wide information
and trends. Nearly two-thirds of survey respon-
dents say they want their auditors to articulate a
clear point of view on critical issues, and nearly
half say they encourage constructive challenges.

“To produce a high-quality audit, auditors must
exhibit professional skepticism,” says Jeffrey
Cohen, professor of accounting at Boston College.
“They must be able to question clients in an objec-
tive and constructive way. In addition, auditors must
have a distinctive level of competence so they can
convey their views to management. It's not enough
to have one or the other, you need both.”

Attributes clients value most in their auditors:

on critical issues

into actionable insights

Constructively challenges
client management

Demonstrates deep industry
expertise

Articulates a clear point of view

Leverages data and analytics

Deeply committed to providing
valuable insight regarding client 42% 46%
challenges and opportunities

2016 2014

62% 46%

&
<

56% 41%

\J
LY B

47% 32

U

40% 31

2

7 I\
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TECHNOLOGY, COMMUNICATION AND CRITICAL

THINKING SKILLS ARE KEY

According to the survey, the top three skills clients look for in an auditor are in the
areas of technology, communication and critical thinking, followed closely by
investigative financial skills. Further, nearly half would like their auditors to have the
ability to work across silos to provide a more complete picture of the organization.

Clients expect their auditors to be current with new
technology and looking ahead as technology
evolves. They rightly believe that technology has
improved the quality of audit and will continue to
do so. But clients are also looking for other bene-
fits from technology, including tracking trends and
alerting organizations to emerging issues. Again,
this means auditors must take a more holistic and
forward-looking view when gathering and analyz-
ing data. Better, more comprehensive audits are
expected by clients, but they are also looking for
value-added observations and insights.

To add value, however, auditors must focus on
their critical thinking, investigative and communica-
tion skills.

It’s not enough to have the latest technology—auditors
must be able to mine data for information that is import-
ant to clients, such as that affecting relevant risks, inter-
nal controls and important processes, and be able to
communicate it clearly and candidly.

“I'm impressed when auditors ask the right questions
and make suggestions that show they understand the
industry their clientis in and how the organization func-
tions,” says Jeffry Haber, accounting professor and
department chair at lona College. “It's a real benefit
when auditors can provide ideas for making an organi-
zation more efficient and enhancing internal control.”

The auditor of the future should have the following skills:

Technology Communication
skills skills
(o}
5 67% 66%
NN
<
S 40% 41%
N

Critical thinking/
judgment skills

65% ’

Investigative
financial skills
49%

\

52% 229

Ability to work
across silos

52%

o8
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BIGGEST CHALLENGES AUDITORS FACE

As for the profession itself, Boston College’s Cohen says some of the best and
brightest accounting students are being lured away by other financial profes-
sions. “At Boston College, many students double major in accounting and
finance, and often opt for a finance position because it offers double the
salary. The Big Four accounting firms are still very popular choices for ac-
counting students, but entry-level compensation needs to be looked at.”

Another issue, according to Cohen, is the regula-
tory environment. “My sense is that the PCAOB
has done a lot of good, but it has also made the
profession less desirable. Many people don’t
want to have their judgments second-guessed,
and you don’t get that in finance. | think regula-
tors have done a little too much.”

MIQ Logistics’ Stasiulis adds that firms may want
to look at their branding to attract the best and
the brightest.

“A big buzzword right now in middle schools and
high schools is STEM, which stands for Science,
Technology, Engineering and Math. Engineering
firms have capitalized on this popularity and are
attracting new talent in droves,” she says. “Account-
ing firms need to connect with a current theme—Dbig
data, for example—and drive that same elevated
interest. Accounting needs to be seen as more
forward-looking, futuristic and high-tech to capture
the interest and imagination of young people.”

The biggest challenges to enhancing the role of audit/the auditor:

2016

2014

Regulatory Budgets Data
environment security

66% b 57% ’ 55% ’ 55% 49% ) 49%
59% 56% 52% Not asked 48% 42%
in 2014

Litigation Career tracks Current
environment in audit skills
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LOOKING FORWARD

As this report demonstrates, audit is changing at an unprecedented pace as
technology continues to evolve and clients increasingly expect more. These
two intersecting trends mean that audit professionals must continually acquire
new skills and up their game to meet the rising bar on audit quality. Clients will
settle for nothing less.

The days when auditors simply focused on financial reporting and compliance
with accounting standards and provided a historical view of an organization
have passed. To meet audit demands of the future, firms and individual audi-
tors must:

- Stay ahead of the curve on evolving technology and the changing
regulatory environment

- Sharpen technology, critical thinking and communication skills

« Thoroughly understand a client’s industry and what makes the client
unique in that industry

* Develop long-term relationships with clients and other stakeholders,
based on integrity, candor, professionalism, objectivity and their ability to
share valued insights based on these capabilities

- Look ahead and provide insights on future challenges and opportunities

Moving forward will not be without its challenges. Regulatory environments,
budgets, data security and litigation can slow progress in enhancing the role
of audit. These challenges must be recognized and properly addressed. The
audit profession will undoubtedly continue to change, and only those who
evolve and innovate will succeed.
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