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EXECUTIVE SUMMARY

Non-audit fees (exclusive of audit

Total fees (audit, audit related, tax, other)
related fees) as a percentage of total

reached $18.9 billion in FY 2021, increasing
3.3% in FY 2021.

fees continued to decline in FY 2021.
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Non-Audit Fees as Percentage of Total Fees

While total audit fees are increasing, the audit

fee to revenue ratio declined in FY 2021. This is

largely due to the decrease in revenues seen ¥
during the COVID-19 pandemic.

Average audit fees increased in FY 2021
Total Audit Fees / Total Revenues . . .

after falling considerably in FY 2020. They

remained lower in FY 2021 than they had

been in FY 2018 and 2019.

Average Audit Fees (in thousands)
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INTRODUCTION

Analyzing fees paid to external auditors provides insights into audit risk and
auditor independence.

Audit fees are an indicator of audit complexity and risk. Higher risk audits
require more auditor resources (hours, personnel, specialists, etc.) to
reduce audit risk to an acceptable level. Analyzing fees by industry,
company size, and location can provide insight into the level of risk and
auditor effort various sectors of publicly listed companies entail.

This type of analysis is particularly relevant when comparing companies
that require an external auditor assessment on internal controls over
financial reporting. These assessments provide significant insight into an
entity’s risk and can require extra auditor effort. In “Abnormal Audit Fee and
Audit Quality,” researchers found that “audit quality declines as actual audit
fees depart from 'normal fee' levels."! When analyzing year-over-year
changes in audit fees, significant deviations from the norm can be identified
and analyzed with overall market events, such as new regulations,
enforcement actions, and filer status changes that affect the audit risk level
and auditor effort.

— ‘ ‘ — Non-audit fees can also provide relevant information to financial
statement users. Auditor independence is a primary focus of

The independence of the regulators, and as Anita Bandy, associate director in the division of
auditor, in both fact and enforcement at the SEC, stated, "[a]uditors play a fundamental role in
appearance, is foundational protecting the reliability and integrity of financial reporting and must
to the credibility of the ensure that non-audit services do not come at the cost of their
financial statements.> independence on audits of public companies.”? Worldwide, much
discussion has centered around the effect that significant non-audit

Paul Munter services have on external auditors' level of independence. In

SEC Acting Chief Accountant response, the US and many European countries have enacted
regulations to restrict the type of non-audit services allowed and, in

many cases, the amount auditors can be paid for allowable non-audit

— ’ ’ — services.

In this report, we seek to shed insight on audit and non-audit fee trends in the US market and explore the
underlying drivers of these changes to promote a deeper understanding of the financial market.

1 https://meridian.allenpress.com/ajpt/article/31/3/1/54552/Abnormal-Audit-Fee-and-Audit-Quality?searchresult=1
2 https://www.sec.gov/news/press-release/2019-184

3 https://www.sec.gov/news/statement/munter-audit-2021-10-26
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BACKGROUND: AUDIT AND NON-AUDIT FEE TRENDS

Over the past 20 years, significant activity in the regulatory markets, both in the US and internationally, has
affected audit fee and non-audit fee trends.

Throughout the 2000s, different aspects of the Sarbanes-Oxley Act of 2002 (SOX) went into effect. The initial
ban on certain types of non-audit services had immediate implications for both audit and non-audit fees.
Audit firms were no longer allowed to perform the following non-audit services*:

o Bookkeeping or other services related to the accounting records or financial statements of the audit client;
» Financial information system design and implementation;

e Appraisal or valuation services, fairness opinions, or contributions-in-kind reports;

e Actuarial services;

¢ Internal audit outsourcing services;

» Management functions or human resources;

e Broker or dealer, investment adviser, or investment banking services;

e Legal services;

e Expert services unrelated to the audit.

Requirements to maintain and assess internal controls came into effect shortly after. All companies would
need management to review the effectiveness of internal controls. Companies meeting the definition of
accelerated or large accelerated filers would also have to obtain an auditor attestation on the effectiveness
of internal controls.

In 2012, the Jumpstart Our Businesses Startups Act (JOBS Act) was signed into law, and the “emerging
growth company” category of filers was created.” The new designation allowed companies to issue less
extensive annual reports and exempted them from obtaining an auditor's attestation of internal controls.

A succession of new accounting standards became effective over the past three years. In 2018, ASC 606
Revenue from Contracts with Customers went into effect. In 2019, ASC 842 Leases went into effect. And most
recently, in 2020, ASC 326 Financial Instruments - Credit Losses went into effect. However, the standard was
delayed due to the pandemic and was further delayed for smaller companies. These regulations required
companies to make changes to existing accounting and financial reporting procedures.

With these changes, auditors must update prior-year audit testing and implement new procedures to
determine if the companies’ new policies adequately meet the standards. Often, these changes take time to
implement. Increases in audit complexity result in additional effort on the part of the external auditors. In
response, during these periods of adjustment, auditors may need to increase audit fees.

Most recently, the SEC amended the definition of an accelerated filer during 2020.6° Companies with
revenues less than $100 million and public float of between $75 million and less than $250 million no longer
qualify as an accelerated filer. This exempts hundreds of companies from the auditor attestation on the
effectiveness of internal controls.

4 https://www.sec.gov/news/press/2003-9.htm
5 https://www.sec.gov/smallbusiness/goingpublic/EGC

6 https://www.sec.gov/corpfin/secg-accelerated-filer-and-large-accelerated-filer-definitions
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TRENDS IN AUDIT AND NON-AUDIT FEES

Overview

Report Population

Population is based on audit fee disclosures made by public companies relating to their fiscal year end.

Total Companies

12,500 2002 8,692
2003 9,798
2004 10,069
10,000 2005 10,035
2006 10,114

2007 9,929

7,500 2008 9,399
2009 9,000

2010 8,706

5,000 2011 8,327
2012 8,000

2013 7,810

2,500 2014 7,564
2015 7,150

2016 6,797

0 2017 6,618

2018 6,486

2019 6,382

2020 7,041

2021 7,133
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Total Fees
=== Audit Fees Audit Related Fees Tax Fees === QOther Fees
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Audit Fees Other Fees
(in millions) (in millions)

2002 $5,511 $1,340 $2,016 $1,875
2003 $6,986 $1,587 $2,279 $656
2004 $11,080 $1,716 $2,029 $450
2005 $12,283 $1,655 $1,564 $322
2006 $13,480 $1,618 $1,352 $374
2007 $13,137 $1,698 $1,426 $327
2008 $13,155 $1,508 $1,372 $318
2009 $12,051 $1,278 $1,305 $289
2010 $11,737 $1,259 $1,393 $359
2011 $12,058 $1,351 $1,391 $352
2012 $12,298 $1,410 $1,462 $370
2013 $12,846 $1,492 $1,506 $353
2014 $13,075 $1,552 $1,537 $406
2015 $13,147 $1,547 $1,517 $398
2016 $13,357 $1,447 $1,505 $363
2017 $14,004 $1,575 $1,467 $373
2018 $14,431 $1,617 $1,546 $304
2019 $14,727 $1,457 $1,520 $265
2020 $15,079 $1,544 $1,462 $230
2021 $15,524 $1,702 $1,451 $237

Total fees reached $18.9 billion in FY 2021, increasing 3.3% from 2020. This increase aligns with an increase in SEC
registrants in the population between 2020 and 2021.

Independently, audit fees increased 2.9%, while audit-related fees increased 10.2%. Total tax fees decreased by 0.8%,
continuing the downward trend that began in 2018. The total amount of other/miscellaneous fees increased by 3.0%.
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Average Fees

«Om» Audit Fees Audit Related Fees Tax Fees «Om» Other Fees
Audit Fees Other Fees
(in thousands) (in thousands)
2002 $634 $154 $232 $216
2003 $713 $162 $233 $67
2004 $1,100 $170 $202 $45
2005 $1,224 $165 $156 $32
2006 $1,333 $160 $134 $37
2007 $1,323 $171 $144 $33
2008 $1,400 $160 $146 $34
2009 $1,339 $142 $145 $32
2010 $1,348 $145 $160 $41
2011 $1,448 $162 $167 $42
2012 $1,537 $176 $183 $46
2013 $1,645 $191 $193 $45
2014 $1,729 $205 $203 $54
2015 $1,839 $216 $212 $56
2016 $1,965 $213 $221 $53
2017 $2,116 $238 $222 $56
2018 $2,225 $249 $238 $47
2019 $2,308 $228 $238 $42
2020 $2,142 $219 $208 $33
2021 $2,176 $239 $203 $33

The average amount that SEC registrants paid for an audit increased to $2,176,000 in 2021. Average audit-related fees
increased to $239,000. Average tax fees decreased to $203,000, the lowest point since 2014, aligning with the lower
overall amount paid in tax fees. The average amount of fees classified as "other" remained stable.

Factors Leading to Decrease in Average Audit Fees Between 2019 - 2020 «

e Impacts on audit work from the COVID-19 pandemic.

e An influx of special purpose acquisition companies (SPACs), which pay relatively low audit fees due to
their lack of operations. This drove down the average fees by increasing the number of public companies.

e A change in filer status definition reclassified hundreds of companies from accelerated filers to non-
accelerated filers. Non-accelerated filers are not required to have their internal controls audited but remain
in the company population, further driving down the average.
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Year Audit Fees per Million ($) of Revenue

2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

o
N
(€2
o

500 750

Audit fees per million dollars of revenue fell following the financial
crisis of the late 2000s. Though fees never fell to the levels seen
before the implementation of SOX.

An increase in audit fees per revenue was seen in 2020, largely due
to the COVID-19 pandemic reducing revenues.

Audit fees per million dollars of revenue declined in 2021. However,
this was expected, as revenues returned to pre-pandemic levels.

Impact of Sarbanes-Oxley Act (SOX) on Audit Fees «

Audit fees grew while non-audit fees shrank rapidly following the enactment of the Sarbanes-Oxley Act of 2002
(SOX). SOX made several impactful changes. These changes included a requirement (SOX 404) to have internal
controls assessed by management and assured by the independent audit firm. They also added limitations on
the types of services that can be performed by a company's independent audit firm.

The additional audit work required by SOX 404 resulted in audit fees per million dollars of revenue increasing by

over 34% between 2003 and 2004.
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This report reviews fees paid to the independent audit firms Inclusive Exclusive
of SEC registralnts. When discussing audit fqes anld non- Audit
audit fees, services are grouped in two ways: inclusive and Audit

exclusive. The category 'audit fees inclusive' includes both

audit services and audit-related services. The category Non-Audit
'audit fees exclusive' only includes audit services. When Non-Audit

unidentified, audit fees are exclusive of audit-related fees.

Percentage of Audit Fees to Non-Audit Fees

Audit Fees exclusive of Audit-Related Fees — Audit Fees inclusive of Audit-Related Fees
Non-Audit Fees inclusive of Audit-Related Fees o - Non-Audit Fees exclusive of Audit-Related Fees

Non-audit fees, exclusive of audit-related fees, have declined - as a percentage of total fees - from approximately 36%
in fiscal year 2002 to a low of 9% in fiscal year 2021.

The decline is due to a global focus on restricting certain non-audit services to safeguard auditor independence. With
these changes, non-audit fees, consisting of tax and other/miscellaneous fees, have remained relatively consistent,
hovering between 10-12% of total fees since 2005.
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Auditor Ranking by Audit Fees (in millions)
Current auditor rankings based on FY 2021 fees.

Rank Audit Firm 2017 2018 2019 2020 2021

1. PricewaterhouseCoopers $4,216.3 .  $43495 - $4,4419 - $4,521.6 - $4,458.1
2. Ernst & Young $3,600.1 -  $3587.0 - $3,643.4 - $3,859.3 - $4,046.1
3. Deloitte $2,664.1 A $28388 VvV  $2,8427 A $30268 -  $33108
4. KPMG $2,690.0 V' $2760.0 A  $2,8621 V  $26936 -  $2,596.6
5. Grant Thornton $ 2130 - $ 2250 s $ 2156 A $ 2264 - $ 253.0
6. BDO $ 2004 - $ 1979 A $ 2157 VvV $ 1879 - $ 215.8
7. Marcum $ 318 .- $ 471 - $ 578 A $ 642 A $ 934
8. RSM $ 607 - $ 659 - $ 694 ¥ $ 642 N $ 714
9. Crowe $ 450 . $ 511 - $ 594 A $ 668 ¥ $ 583
10. Moss Adams $ 275 - $ 344 - $ 348 - $ 372 - $ 442
1. Withum $ 25 A $ 42 A $ 47T A § 204 - $ 359
12. Baker Tilly $ 87 A $ 123 - $ 136 A $ 177 - $ 231
13.  BKD $ 122 - $ 130 A $ 147 Y $ 144 A $ 172
14. Friedman $ 93 . $ 102 A $ 134 A $ 171 WV $ 165
15, MHM $ 98 - $ 107 v $ 103 ¥ $ 93 A $ 131
16. DHG $ 1001 ¥ $ 100 v $ 97 - $ 121 A $ 130
17.  BF Borgers $ 30 - $ 45 A $ 58 A § 153 ¥ 0§ 122
18.  EisnerAmper $ 187 - $ 172 v $ 145 ¥ 0§ 129 ¥ 0§ 122
19.  Plante & Moran $ 34 A $ 89 A $ 101 ¥ $ 110 VvV $ 116
0. MaloneBailey $ 70 ¥ s 79 - $ 73¥ s 71 A § 105
21. MNP $ 19 A $ 32 - $ 33A $ 73 A $ 94
22. Armanino $ 28 A § 53 ¥ $ 37V § 59 A § 84
23.  CohnReznick $ 84 - $ 98 v $ 79Y¥ s 80 ¥ $ 82
24. BPM $ 67 - $ 81 - $ 77Y¥% $ 76 Y% $ 73
25, UHY $ 34 ¥ $ 21 - $ 15 - § 38 - § 71

A : Change in Rank Year-Over-Year

A Increased by 1 Q Increased by 2 % Increased by >3

Legend  , pecreased by 1 3 Decreased by 2 § Decreased by >3

2021 Audit Market Share
by Audit Fees
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Location

Report Population

Population is based on audit fee disclosures made by public companies relating to their fiscal year end. Foreign us
Disclosures Disclosures

. 2002 1,095 7,597

@ Foreign W US 2003 1,533 8,265

2004 1,655 8,414

12,500 2005 1,706 8,329

2006 1,740 8,373

10,000 2007 1,733 8,195

2008 1,684 7,714

2009 1,662 7,337

7,500 2010 1,639 7,066

2011 1,511 6,815

2012 1,406 6,593

5,000 2013 1,372 6,437

2014 1,331 6,233

2015 1,299 5,850

2,500 2016 1,280 5,516

2017 1,294 5,323

2018 1,328 5,158

0 2019 1,337 5,045

SRRV IR P IR N I BN IR IR IR 2020 1,489 5,552

'’ L L NN A NN NN NN P o ) :

e S e N R N R R 2021 1461 567

Total and Average Foreign and US Audit Fees
m=m US Audit Fees ===Foreign Audit Fees US Average Fees Foreign Average Fees

Total Audit Fees (in millions)
Average Audit Fees (in millions)

FY 2021 saw average audit fees increase to $1.9 million and $2.9 million for US and foreign companies, respectively.

Average audit fees for US and foreign companies have been mainly increasing since the implementation of SOX. This
trend of increasing audit fees was reversed in 2020 due to several anomalies, including an influx of SPACs that pay
lower than average audit fees and impacts due to the pandemic.

Impact of Location on Average Audit Fees «

Average international audit fees tend to be higher than US fees because international
companies listed in the US are, on average, larger than US companies listed in the US.
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US and Foreign Audit Fees (Exclusive of Audit-Related Services) vs. Non-Audit Fees
as a percentage of total fees

=@- Foreign =@~ United States

Audit Fees

Non-Audit Fees

Audit Fees (Exclusive of Audit-Related Services)

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Foreign

us

Non-Audit Fees

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Foreign

us

Audit fees exclusive of audit services decreased as a percentage of total fees for both foreign and US registrants in FY
2021. Conversely, non-audit fees increased from 14.9% to 15.5% for foreign registrants. Non-audit fees for US
registrants also increased, from 18.7% to 18.8%, reverting back to levels seen in 2019.

Effect of EU Directive 2014/56/EU on Audit Fees «

Internationally, the largest recent event affecting audit and non-
audit fees was EU Directive 2014/56/EU. Effective in 2016, it outlined
specific prohibited non-audit services and enforced a cap on
permitted services provided by the auditor.

Due to the directive, permitted services were not allowed to exceed
70% of the average amount of the fees paid in the previous three
years for the statutory audit.” This regulation is likely the driver of
the divergence in non-audit fees after 2016.

7 https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32014R0537&from=EN
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US and Foreign Audit Fees (Inclusive of Audit-Related Fees) vs. Non-Audit Fees
as a percentage of total fees

Foreign =0- United States

Audit Fees

Non-Audit Fees

Audit Fees (inclusive of Audit-Related Fees)
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

us

Non-Audit Fees
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

us

Audit fees inclusive of audit-related services increased as a percentage of total fees for both foreign and US registrants
in FY 2021. Conversely, non-audit fees minimally decreased from 5.5% to 5.4% for foreign registrants, the lowest
percentage of total fees recorded for foreign registrants. Non-audit fees for US companies decreased from 10.6% to
10.2%, the lowest amount of non-audit fees as a percentage of total fees since 2008.

US and Foreign Audit Fees per Million Dollars of Revenue
Foreign =e= United States

Audit Fees per Million ($)
Revenue

Both US and foreign companies experienced a decrease in audit fees per million dollars of revenue between FY 2020
and 2021. Overall, US and international audit fees per million dollars of revenue are at their closest point since before
the implementation of SOX.

Revenue increased at a faster rate than total audit fees for companies in both locations year-over-year. Total audit fees
grew by 0.8% for foreign companies, while revenue grew by 12.0%. Similarly, total audit fees grew by 3.8% for US
companies while revenue grew by 18.2%.
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Company Size

Report Population

Population is based on audit fee disclosures made by public companies relating to their fiscal year end.

I Non-Accelerated [ Accelerated [ Large Accelerated Acc:z:\te d Accelerated Acct:?;fzte d
12,500 2006 6,122 2,182 1,810
2007 5,936 2,129 1,864
2008 5,553 2,054 1,792
10,000 2009 5,610 1,822 1,568
2010 5,425 1,680 1,601
2011 4,964 1,613 1,750
7,500 2012 4,663 1,579 1,758
2013 4,475 1,448 1,887
2014 4,087 1,428 2,049
5,000 2015 3,597 1,480 2,073
2016 3,392 1,445 1,960
2,500 2017 3,230 1,333 2,055
2018 3,035 1,316 2,135
2019 2,946 1,328 2,108
0 2020 4,127 893 2,021
QQ(O QQ/\ Qéb ng) O N DD Q\b‘ Q'\O) o A D O O o 2021 4,013 752 2,368
2 A Ve

P

v

Aggregate audit fees for non-accelerated filers decreased 1.5% in FY 2021 after experiencing a substantial increase in
2020 due to the filer status change that reclassified accelerated filers to non-accelerated filers. Average audit fees for
non-accelerated filers increased by 1.3%.

Aggregate audit fees for accelerated filers decreased 26.5% in FY 2021. This is the biggest drop in total audit fees since
FY 2006 and is largely due to the decrease in the overall accelerated filer population. Average audit fees decreased by
12.7%.

Audit fees for large accelerated filers increased 6.9% in FY 2021. Conversely, average audit fees for large accelerated
filers decreased by 8.8%.

Audit Fee Breakdown by Company Size

B Non-Accelerated Total [ Accelerated Total [ Large Accelerated Total
Non-Accelerated Average Accelerated Average Large Accelerated Average
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Filer Status Audit Fees (Exclusive of Audit-Related Fees) vs. Non-Audit Fees
as a percentage of total fees

=8- Non-Accelerated Accelerated  =@= Large Accelerated

87.5%
83.3%
81.5%

Audit Fees

\\

Non-Audit Fees

Audit fees exclusive of audit services decreased as a percentage of total fees for non-accelerated filers and large
accelerated filers and increased for accelerated filers in FY 2021.

Conversely, non-audit fees increased from 16.4% to 16.7% for non-accelerated filers and from 18.4% to 18.5% for large
accelerated filers. Non-audit fees for accelerated filers decreased from 13.2% to 12.5%.

Filer Status Audit Fees (Inclusive of Audit-Related Fees) vs. Non-Audit Fees
as a percentage of total fees

=- Non-Accelerated Accelerated == Large Accelerated

92.7%
92.1%
90.7%

Audit Fees

\\

Non-Audit Fees

Since the implementation of SOX, the percentage of fees paid for audit-related and non-audit services has hovered
near 10% for companies of all sizes. FY 2021 saw the lowest percentage of audit-related and non-audit services as a
percentage of total fees for all filer statuses.

In FY 2021, the percent of total fees attributed to audit-related and non-audit fees decreased across all filer statuses.
For non-accelerated filers, audit-related and non-audit fees decreased from 7.7% of total fees to 7.3%. For accelerated
filers, audit-related and non-audit fees decreased from 8.4% to 7.9%. For large accelerated filers, audit-related and
non-audit fees decreased from 9.6% to 9.3%.
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Audit Fees per Million ($) Revenue by Company Size

=8- Non-Accelerated Accelerated Large Accelerated

Audit Fees per Million ($) Revenue

After a slow decline following the completion of the implementation of SOX 404, accelerated filers began to see audit
fees per million dollars of revenue increase in the mid-2010s. In FY 2020, however, fees fell sharply due to the
reclassification of hundreds of accelerated filers as non-accelerated filers. This also increased the audit fees per million
dollars of revenue for non-accelerated filers.

In FY 2021, audit fees per million dollars of revenue for non-accelerated and accelerated filers were consistent with
each other. Audit fees per million dollars of revenue have remained consistent for large accelerated filers since FY
2006, though slightly declined in FY 2021.
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Indust FY ordered by proportion of non-audit services in 2021
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OVERVIEW

The Audit Analytics SEC Audit Fees database can be
used to benchmark audit fees, track significant changes
in audit fees, and monitor non-audit fee spend. This
database makes it easy to identify audit fees, audit-
related fees, tax-related fees, and other fees paid to a
company's independent audit firm.

Data covers all '33 and '34 Act filers since 2000. Data is
updated daily and can be accessed through the Audit
Analytics website, data feeds, or through the Wharton
Research Data Services (WRDS).

DATABASE OVERVIEW AND METHODOLOGY

METHODOLOGY

Fee information comes from Forms 10-K, 20-F, 40-F,
and DEF 14A. The analysis excludes subsidiaries and
affiliates that are included in a parent's audit fees, '40
Act filers, trusts, and companies that reported $0 in
audit fees. Years refer to the fiscal year the fee
information relates.

Companies that do not identify as large accelerated or
accelerated filers are classified as non-accelerated
filers. This includes non-accelerated filers, smaller
reporting companies, and companies that do not
disclose a filer status. Companies without a
determinable filer status are excluded.
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ABOUT US

Whether for market intelligence, risk management,
compliance, or research and public policy, Audit Analytics
provides the highly structured data you need to make
informed decisions.

Our expert team meticulously collects, organizes, and
analyzes data - making it easy for our customers to find
what they need to know. We are trusted to simplify the
complex; to illuminate trends; and to reveal actionable
insights.

CONTACT US

North America
9 Main Street | Suite 2F
Sutton, MA 01590

Phone: 508.476.7007
Email: info@auditanalytics.com





