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Covid-19 will have a significant adverse impact on companies’ 

financial reports due to, for example, inventory obsolescence, 

impairment losses, expected credit losses, and possibly difficulties 
maintaining the “going concern” assumption that represents the 

usual basis on which accounts are prepared. In its guidance to 
directors, ASIC suggests that “in difficult economic conditions, 

auditors continue to be faced with more challenging judgements 
in areas such as assessing whether a company is a going concern, 

impairments of assets and fair values. This increases the time 
spent on an audit and might be expected to increase audit fees. 

Changes in the company’s business, reporting requirements or the 
risks affecting financial reports may also warrant increases in 
fees.” 1  However, our research finds that audit fees actually 
decrease during recessions. We argue that this raises concerns 

about the independence of auditors. 

 

As shown in the figure above, during the GFC recession, 

approximately 39% of companies cut audit fees, compared to 27% 
in the years preceding the GFC. During the 1991-92 recession, 

which was arguably more severe, 47% of companies reduced their 
audit fees. For those companies that reduced their fees during 
these recessions, the average reduction in audit fees was 
substantial: 21% in the GFC and 27% in the 1991-92 recession. For 

example, Caltex Australia Ltd, audited by KPMG, cut audit fees 

from $1,048,000 in 2008 to $740,000 to in 2009. This is despite its 
total assets remaining essentially unchanged ($4,921 million in 

2008, $4,951 million in 2009).  

One view is that auditors need to ‘share in the economic pain’ that 
clients and their shareholders are suffering by agreeing to lower 
their fees. However, this argument also implies that auditors 
should share in the upside during good times. Tying the auditor to 

the economics of the business undermines the fundamental 

requirement for auditors to be independent.  Auditors likely have 

market-based reputation incentives to uphold audit quality, 
despite audit fee cuts during a Covid-19-driven recession. 

However, audit committees should be sending a signal that they 
value high-quality audits and be willing to increase audit fees when 

more work is required, as will likely be the case this year. ASIC is 
quite clear on this point: “Directors and audit committees should 
ensure that audit fees are not set at a level that could lead to audit 

quality being compromised.” 

Another mechanism through which audit fees might decrease in 
recessions is through “pain-sharing” within the audit firms 
themselves. While audit workload likely increases during 
recessions, consulting work is largely discretionary and therefore 

a clear target for reduction by clients. In recent months, 

accounting firms in Australia have taken steps such as cutting pay, 
reducing hours, and cutting employees and partners. The impact 
on auditors has varied. PwC said that “where our people are still 

required to work at 100 per cent, such as people who are delivering 

financial audits, they won’t be subject to the reduction in their 
working week.”2 In contrast, Deloitte, the Big Four firm with the 
greatest reliance on consulting in Australia, asked all staff earning 

more than $65,000 to accept a 20 per cent reduction in pay, even 
though audit and assurance alone continued to have “strong 
utilisation” of its staff. 3  Furthermore, it seems likely that audit 
partners at all firms will see a reduction in compensation, as profits 

are down and (as our research shows) audit fees are unlikely to be 
spared.4 But the practice of sharing pain (and gain) between audit 
and non-audit parts of accounting firms is an area of ongoing 
concern for regulators. In the UK, the Financial Reporting Council 

recently issued a directive for the Big Four firms to move to having 
audit partners’ pay “based on their contribution to audit practice 
profits” and to “make sure there are no material, structural cross-
subsidies from other parts of the business.”5 

The finding that audit fees decline during recessions also has 
implications for the ongoing debate about concentration in the 

audit market. The fact that audit fees decline during recessions 

suggests that audit firms are price-takers rather price-setters. 
Analysis shows that, during the GFC recession, the Big 4 cut audit 
fees for 44% of their engagements while non-Big 4 firms cut fees in 
35% of theirs. This suggests that the Big 4 have no more market 

power than the non-Big 4. Furthermore, for those engagements 
where audit fees were cut the average reduction was similar 
between Big 4 (19.3%) and non-Big 4 (22.3%) firms which suggests 
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a reasonably competitive market. The average fee reduction by 
each of the Big 4 firms was similar: Deloitte (19.7%), Ernst & Young 

(20.2%), KPMG (18.8%) and PwC (18.1%). This suggests a 
reasonably competitive market among those firms.  

During times of economic stress and uncertainty investors and 
boards need even more assurance that the reported numbers are 

reliable. We agree with ASIC that directors and audit committees 
should resist the temptation to seek to cut costs by squeezing their 
external auditors. Auditors should resist pressure to cut costs from 
their clients and to cross-subsidise hard-hit parts of their 

businesses, such as consulting. Regulators should consider the 
implications for audit independence of our findings and study 

carefully moves such as those in the UK to provide operational 
separation of audit and other businesses of major accounting 

firms.  
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