Post-Merger Blues: Revising the Audit

The past several years have seen a great deal of M&A activity within the profession.
Given the continued pressure for firms to grow, and with baby boomer partners
looking for a viable exit, this activity is expected to continue for years to come.
Doing a deal is exciting. Both parties focus on potential synergies and growth
opportunities. But once the final agreements are signed and the buzz wears off, the
difficult work begins.
The challenges in implementing even the most carefully constructed post-merger
strategies can be complex. Merged firms are first and foremost a combining of people
and culture, and it is within that context that difficult choices must be made about
competing priorities, resource allocation, and day-to-day operations.
One of the most difficult issues facing merged CPA firms is also one of the least
glamorous—the need to combine audit methodologies. The project certainly must be
tackled, because the tendency is for each of the merged firms to continue to audit as
before. After all, each passed its peer and PCAOB inspections, so there is no
immediate natural impetus driving the change and unification. In fact, doing so can
risk creating the expectation that a change will result in “one of the sides” having to
do more work than before, which can lead to lower realization and increased tension
between “the two sides.”
However, merged firms quickly realize that quality control infrastructures simply
cannot support two methodologies. It can double the work involved in implementing
any change in standards and policies or a response to a peer review finding. Further,
the audit staff is put in a position of learning multiple ways of conducting an audit,
leading to confusion, inefficiency, and a degradation of audit quality. Perhaps most
significant, allowing two methodologies will perpetuate two separate cultures,
delaying the development of the type of unified culture that is so critical to future
success.

The Task Ahead
The ultimate objective of a firm’s audit methodology is to drive auditor performance.
As leaders work through the process of combining methodologies, they should keep in
mind there are several ways to create consistent, high quality, efficient audits.
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• Performance requirements. Create firm policies that require auditors to
perform certain procedures or to take prescribed actions when certain
conditions are met. This is the equivalent of the auditing standards’ use of
“must” or “should.” However, firms should be judicious when adding
performance requirements that restrict auditor judgment, especially if they go
beyond what is required in the standards.
• Performance guidance. “Guidance” is not a requirement but a suggestion.
Rather than mandating performance, guidance allows for auditor judgment and
at the same time assists them in making those judgments. This support can
come in the form of “factors to consider” and examples of how an auditor
might form his or her best judgment in light of certain facts and circumstances.
Guidance even can even shed light on complex performance requirements by
providing background perspective.
• Documentation requirements. Standards-setters give a great deal of thought
to the documentation requirements included in the professional standards.
Performance requirements typically are rather broad, but the documentation
requirements provide a needed level of detail, effectively compelling auditors
to perform the required task more thoroughly.
• Practice aids. Practice aids such as checklists, audit programs, templates, and
decision support tools can significantly drive consistency, effectiveness, and
efficiency. Even if a firm uses off-the-shelf third party practice aids, it should
be prepared to create firm-specific aids for the areas that require special
consideration. Designing practice aids is often more art than science, and to do
it well, the designer must consider not just the technical accuracy of the
practice aid but also its ease of use and other practical aspects of how auditors
will use the tool in the field.
• Training. Written policies and well-designed practice aids may not be enough to
sufficiently drive auditor behavior. Frequently, high quality training around the
practice aid is necessary to explain requirements, illustrate applications, and
demonstrate use.
During the drafting process, firm leaders will discover many passionately held views
about what has to be “fixed” in the new methodology. In the midst of these
discussions it is helpful to step back and reorient the discussion to auditor
performance and the best way to drive that performance. Is the intent to remove
auditor judgment from the equation and mandate a required action in all
circumstances? Are the right policies in place so that performance weaknesses are, in
fact, training issues? Not every audit practice problem can be solved by changing and
enforcing policy.
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It’s a Team Sport
Revising an audit methodology is a complex undertaking that has far-reaching
consequences across the firm. While one person or a department may own the
ultimate responsibility for the revisions, successfully changing the way a firm audits
requires a carefully formed team with clearly defined group and individual goals.
Some things to consider along these lines are:
• Be sensitive to the optics. The team should have good representation from
both firms. Perception matters. If individuals from one of the merged firms
perceive that the other firm has imposed its methodology, there will be
resistance to change. Leasers should make clear from the beginning that the
audit practices from both firms are on the table and the objective is not to
judge which one is “best” but to build a new methodology that serves the longterm interests of the combined firm.
• Include both book-smart and street-smart people. Some auditors have
complete command of the technical aspects of the profession. They are the
ones who understand sampling, know the auditing literature inside and out, and
track the latest developments from the ASB and PCAOB. Other auditors are
more focused on what happens in the field. They have an intuitive sense for
how engagement teams apply auditing standards in real time under deadline
pressures and with imperfect knowledge. The transition team should include
both types of auditors. Certainly throughout the revision process the team will
be compelled to consider the requirements and guidance of the professional
standards (not only auditing standards, possibly from two standards setters, but
also the independent standards) and so the team must include members with an
in-depth understanding of those matters. But since the ultimate goal is to drive
behavior, field-savvy auditors should be present to weigh in as well.
• Include a mix of experience levels. Typical firms are quick to tap their most
experienced auditors to lead audit methodology revision exercises, but there
are good reasons to include a manager or two on the project team as well.
Managers bring the street-smart experience mentioned above and also are in
the best position to drive adoption with the engagement teams. Just as
important, managers can observe first-hand how the staff applies the new
procedures, and they can bring those insights back to the revision team for
further discussion and possible methodology revisions. This two-way
communication channel will speed adoption and improve the overall end
product.
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Plan a Thorough Rollout
Writing the new guidance and revising the practice aids are significant
accomplishments, but firms must do even more to drive adoption. At a minimum, the
rollout of the new methodology should involve:
• Firmwide rollout. Firmwide learning events are critically important to explain
the new methodology and familiarize everyone with it. Larger, multi-office
firms should also plan for a “road show” to do live events locally or regionally
to ensure consistent messaging and implementation. The objective of these
events is to explain why the changes are being made and to generate grassroots
support for the changes. Presenters should avoid overselling the changes, which
can imply that matters are still up for debate. The new audit guidance is in
place, and now is the time for partners, managers, and staff to learn about the
new system and what they need to do differently. The training should include
practical examples to clarify the practice aids and tools.
• Core audit training. Firms also should modify core audit training to conform to
the new methodology and prepare customized content that teaches the
methodology and explains the revisions. It is okay to be somewhat redundant
with respect to what was provided at the firmwide rollout since most people
benefit from hearing and seeing things more than once as they internalize the
concepts and continue to apply them. Again, training should be practical with
the use of case studies and examples. Third-party instructors brought in to
deliver training should make good use of SMEs from the firm to train others
across the firm on the new methodology.

Making a Difference in the Long Term
Post-merger audit methodology revision projects can be consuming and thankless. Yet,
if they are planned and implemented well, they can accomplish so much more than
improve audit consistency, quality, and efficiency. The change process and
collaboration involved, in and of itself, has great value. Picture this:
• Two previously independent firms working collaboratively on a high profile
project
• Auditors from both firms sitting and training together
These and related activities can help create a one-firm culture that will pay big
dividends in the future.
But make no mistake, changing audit behavior is a long-term and ongoing
commitment. Even after the last training course is delivered, firms must monitor
adoption through a busy season and make adjustments as necessary. The checklist
that took two weeks to write may ultimately require a significant rewrite. Perhaps it
will have to be scrapped altogether and the process started from the beginning.
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Over time, though, with perseverance, full adoption can be achieved, and the new
firm will be better for those efforts.
Michael Ramos is the Principal of Michael Ramos + Associates, a learning consultancy
firm. He was the principal author of the AICPA’s authoritative Auditing Guide to
implementing the risk based auditing standards and the author of other Audit and
Accounting Guides related to fraud in a financial statement audit, revenue
recognition and auditing derivatives. He was the original author of the Wolters
Kluwer audit methodology, Knowledge Coach, which was recognized as a Top New
Product by Accounting Today. In 2002 he wrote a book on how to implement SOX 404
and worked with firms to develop their SOX consulting methodologies. He can be
reached at mramos@ramos-associates.com.
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