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ANALYSIS AND EVALUATION OF AUDIT SERVICE QUALITY IN LITHUANIA

The article investigates audit service quality in the market of Lithuania. The aim of the article is to analyse and
evaluate the quality of audit services provided by Lithuanian audit companies (both, operating nationally and
locally), while disclosing main areas where audit quality should be improved.

The empirical research of the article was carried on while using an expert judgement method. The group of ex-
perts consisted of specialists involved in audit quality assurance system of Lithuania (members of Audit quality
control committee, Audit public oversight committee, etc.). The experts have evaluated the audit quality in Lithu-
ania while using the model of criteria presented in theoretical part of the article..

The results disclose that compliance with the ethical requirements, quality monitoring and clients acceptance
and continuation are the main areas within the audit firms‘ quality control systems where improvements should
be made. On the level of audit engagement team, audit quality can be improved while strengthening team mem-
bers‘ knowledge about auditees business industries, excercising professional skepticism and involving audit

partners more actively in the engagements.
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Introduction. In order to improve the reliability
of audited financial statements and increase the confi-
dence of investors and other third-side users, it is im-
portant to analyse, evaluate and increase the quality of
independent external financial audit services (further —
audit quality). In this article the quality of audit is in-
vestigated in the conditions of Lithuanian audit service
market. Last couple decades the topic of audit quality
has been extensively covered in foreign literature (J. R.
Francis, 2011; W. R. Knechel ir k.t., 2012; Cameran ir
k.t., 2003; Woodland, Reynolds, 2003; Behn ir k.t.,
1997, etc.), however, there is a lack of relevant re-
searches in Lithuania.

The aim of the article is to analyse and evaluate
the quality of audit services provided by Lithuanian
audit companies (both, operating nationally and local-
ly), while disclosing main areas where audit quality
should be improved. In the theoretical part of the arti-
cle the author investigates more in details one of the
concept on which the audit quality can be analysed —
the concept of accurate auditor‘s report. Based on the
concept analysis, main audit quality criteria are deter-
mined and further used in the empirical research.

The empirical research of the article was carried
on while using an expert judgement method. The group
of experts consisted of specialists involved in audit
quality assurance system of Lithuania (members of
Audit quality control committee, Audit public over-
sight committee, etc.). The experts have evaluated the
audit quality in Lithuania while using the model of
criteria prepared. While interpreting the results, statisti-
cal instruments, like Cronbach alpha and Kendall con-
cordance coeficient, were used.

Developing a model of audit quality criteria. It
is difficult to properly define audit quality due to the
triangular relationships, as the quality of audit service
can be differently assessed and evaluated by different
service users, such as third-side users, audit clients or
even the regulators. W. R. Knechel et al (2012) present
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interesting interpretations of audit quality relying on
different users of the service. Accordingly to the au-
thors, third-side users can relate audit quality with the
absent of material misstatements within the audited
financial statements. Auditor, on the other hand, can
link the term ‘‘audit quality with a level of conformity
to his firm‘s audit methodology that he has achieved
while conducting the audit. Thirdly, an audit firm can
relate audit quality with the possibility to succesfully
advocate their work performed at a mandatory audit
quality inspection performed by the regulatory bodies.
Formally through the approach of conformity with the
auditing standards the quality of audit can be perceived
by standards issuers and regulators. Finally, W. R.
Knechel et al (2012) state, from the perspective of the
society, the audit quality can be perceived in a very
broad sense, that this, the quality audit must effectively
prevent the auditees, as well as the whole markets
(investors, bankers, etc.), from the economic problems.

A decent amount of audit quality studies are fo-
cused on the accuracy of auditor‘s reports (Vaicekaus-
kas, Mackevicius, 2014). Auditor‘s report is a docu-
ment in which auditor presents, beside the other mat-
ters, his opinion about the financial statements, whether
they are presented in accordance with the applicable
accounting framework. An accurate auditor’s report
provides a particular guarantee of the reliability of the
financial reporting for those interested, implying
whether the financial statetements show company’s
financial position and results as they are in reality
(Lakis, 2007). Also auditor‘s report expands financial
accounting functions and ensures the reliability of the
results in financial statements, and informs whether
company’s accounting policies are met (Deumes et al.,
2010). This value increase the confidence in audited
financial statements which serve as a basis for econom-
ical decisions. Inaccurate, misstated auditor‘s report
does not perform this function or performs it inappro-
priatelly.

The accuracy of auditor‘s report is inversely
proportional to residual audit risk, that is, the possibil-
ity to not detect material misstatements after the audit
procedures are conducted, although the material mis-
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statements still may manifestate in the financial state-
ments. W. R. Knechel et al (2012) state that residual
audit risk is always an issue during the each audit due
to the high amounts of transactions which cannot be
tested entirely. Such entire testing also would be ineffi-
cient in terms of cost spent. These arguments lead
auditor to perform an audit sampling, that is, to rely on
the results of the samples taken in order to conclude on
the entire population. Performing the procedures, audi-
tors also can make some working errors which are
influenced by the three types of risks they face in each
audit engagement: inherent, internal control and detec-
tion risks. The risks are connected with each other
inversely — the higher the inherent and internal control
risks, the lower detection risk auditor can allow. The
results, how auditor was able to manage the detection
risk, affect the accuracy of auditor‘s reports. This al-
lows us to state that the accuracy of auditor‘s report,
that is, the audit quality, depends on factors affecting
all types of audit risk.

Factors affecting residual audit risk and audit qual-
ity have been studied extensively by various authors
(Cameran ir k.t., 2003, Francis, 2011, Woodland, Reyn-
olds, 2003, Knechel ir k.t., 2012, Behn ir k.t., 1997). The
factors can be analysed while distinguishing them into
two groups: audit firm and audit engagement team factors.
Since the auditor‘s report is issued on behalf of audit firm
and signed by auditor in charge, the responsibility for
misstated auditor‘s report (low quality audit) also
should be addressed to audit firm, as well as auditor in
charge and his engagament team. Based on this, the
classification of audit quality factors into these two
groups can be seen as valid and reflecting the mutual
responsobility for the quality of audit work performed.

Audit firm quality factors can be analysed in
two ways: whether they increase (affect audit quality
negatively) or decrease (affect audit quality positivelly)
the residual audit risk. The researchers (Brooks ir k.t.,
2012, Cameran ir k.t., 2003, Francis, 2011, Romanus ir
k.t.,, 2008) investigate individual factors affecting the
accuracy of auditor’s report, thus lacking more in-
depth systematic approach on the problem. The prob-
lem can be analysed using the approach proposed in 1st
International standard on quality control. International
Auditing and Assurance Standards Board presents the
framework for quality control system within an audit
firm which can be seen as a whole, consisting of audit
firm factors, which well managed can positively affect
audit quality. The standard setters point out the follow-
ing factors (in standard’s terminology — elements):

1. Leadership responsibilities for quality within
the firm. The firm shall establish policies and proce-
dures designed to promote an internal culture recogniz-
ing that quality is essential in performing engagements.

2. Relevant ethical requirements. The firm
shall establish policies and procedures designed to
provide it with reasonable assurance that the firm and
its personnel comply with relevant ethical require-
ments.

3. Acceptance and continuance of client rela-
tionships and specific engagements. The firm shall
establish policies and procedures for the acceptance
and continuance of client relationships and specific
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engagements, designed to provide the firm with rea-
sonable assurance that it will only undertake or contin-
ue relationships and engagements where the firm can
conduct audit in a proper way.

4. Human resources. The firm shall establish
policies and procedures designed to provide it with
reasonable assurance that it has sufficient personnel
with the competence, capabilities, and commitment to
ethical principles necessary to perform engagements in
accordance with professional standards and applicable
legal and regulatory requirements and enable the firm
or engagement partners to issue reports that are appro-
priate in the circumstances.

5. Engagement performance. The firm shall es-
tablish policies and procedures designed to provide it
with reasonable assurance that engagements are per-
formed in accordance with professional standards and
applicable legal and regulatory requirements, and that
the firm or the engagement partner issue reports that
are appropriate in the circumstances.

6. Monitoring. The firm shall establish a moni-
toring process designed to provide it with reasonable
assurance that the policies and procedures relating to
the system of quality control are relevant, adequate,
and operating effectively.

The effect of distinguished factors on audit
quality can be explained as follows. Clients ac-
ceptance and continuation, as well as engagement
performance, have a positive effect on the detection
of material misstatements, since the first factor
shows what kind of risk level an audit firm accepts,
the second one — how the risk is mitigated during
the engagement. The reaction on the misstatements
and the level of independence depends on the fac-
tors of ethical requirements and leadership respon-
sibilities for quality within the firm. The manage-
ment of human resources and quality monitoring
have an impact on personel competence and the
timely improvement of the quality control system,
which in turn increase the efficiency of the en-
gagement performance. In such manner the quality
control system’s factors affect each other and en-
sure the accurary of the auditor’s reports issued.

It is difficult to argue that the accuracy of audit
results as well as the work performed significantly
depends on the auditors’ competence. The professional
competence of auditors has a positive effect on the
quality of audit evidence gathered, on their evaluation
and finally — the reports issued (Mackevicius, 2009,
Lakis, 2007, Bell ir k.t., 2008, Bennet, Hatfield, 2013,
Financial Reporting..., 2006). Since auditors tend to
work in teams, that is, an audit engagement is conduct-
ed by a group of professional with different experience
and skills, it is reasonable to state that the quality of
audit also depends on various teamwork factors. Audit
engagement can be seen as a unique project with its
limited resources, deadlines set and a group of execut-
ing professionals. Organizations working in teams face
new challenges, first of all related with the quality of
their work and its management. Based on these
thoughts and on the analysis of scientific literature
(Hatfield, 2013, Behn ir k.t., 1997, Carcello ir k.t.,
1992, Dassen, 1995), the audit firms factors can be
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supplemented with the audit engagement team factors,
such as: (1) partner’s involvement in the engagement,
(2) audit team manager’s involvement in the engage-
ment, (3) the oversight of audit assistants, (4) consulta-
tions within the audit team, (5) knowledge of client’s

industry, (6) independence, (7) communication on
misstatements, (8) knowledge of professional standards
and (9) professional skepticism. In the context of quali-
ty evaluation and measurement, these factors can be
seen as audit quality criteria (refer to 1 figure).
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Fig. 1. Model of audit quality criteria
Source: compiled by the author

It can be seen from the Figure 1, 16 criteria are
proposed to analyse and evaluate audit quality. The
criteria are presented in two groups: 7 audit firm and 9
audit engagement team criteria (5 of which are related
with professional competence, 4 — with team work) are
distinguished. The criteria reflect the characteristics of
desirable audit results (the reliability of auditor‘s re-
port), as well as the audit process (conduction of the
engagement, excercising the professional scepticism,
etc).

In order to validate the distinguished criteria the
initial evaluation was performed by 8 experts (4 of
them — audit practitioners working in international
audit firms, 3 — audit scientists, 1 — representative of
regulatory body). The group was asked to present their
views on the audit quality criteria model and to rank
the criteria from most important to least important. The
results of rankings were used to determine the relative

importance (weights) of each criterion. The model was
approved and the weights were determined successful-
ly, as the model was used further in the main research.

Research methodology. The methodological ap-
proach and research methods applied in particular
study are determined by the problem of the research. In
order to directly evaluate audit quality (using the con-
cept of accurate auditor‘s report), it is necessary to:

1. Have in-depth expertise of auditing stand-
ards and relevant laws.

2. Have an opportunity to access to audit work-
ing papers.

3. Have an opportunity to communicate with
the auditors on the enagagement conducted.

4. Have a relevant experience and immaculate
reputation to be allowed to perform the above-
mentioned tasks (Vaicekauskas, 2013).
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Due to the stated reasons and related limitations
it is impossible to directly evaluate audit quality, unless
the researcher is auditor-controller or other member of
regulatory bodies having the above-mentioned rights
and competence. In such cases, when quality of some
particular subject cannot be evaluated directly, the
evaluator tries to find surrogates, that is, alternative
ways to “capture” quality and herewith to reduce his
quality perception costs (DeAngelo, 1981).

The costs of percepting the quality can be re-
duced attracting the experts who can analyse the prob-
lem due to their competence. Nowadays the method of
expert judgement is very common in business and
economics, when various new technologies or politics
are under the question (Benjamin et al, 2004). Accord-
ing to M. Yousuf (2007), the expert judgement method
is useful and appropriate in the study when historical
information is not available, is limited or ethical or
confidential boundaries do not allow the researcher
directly analyse the problem. Expert judgement method
simply can be presented as a summarized opinion of
experts’ group (panel), based on the experts’
knowledge, experience and intuition. The process of
expert judgement consists of the following steps: (1)
selection of the experts, (2) determination of the ex-
perts’ group size, (3) evaluation of the problem, (4)
experts’ opinions compatibility assessment.

Opinions how to define what is an expert and how many
experts should participate in the research differ. It is reason-
able to agree with P. Benner (1984), stating that experts
must have an expertise of the phe nomenah being re-
searched, as well as they must have a relevant experience in
order to achieve the expertise during the year of activities in
the field. However, each problem and its specifics deter-
mine criteria for selection of experts, but it is important to
assure that experts selected would provide the necessary
information and knowledge, which would not be accessed
while using other research methods. N. Burns, S. K. Grove
(2007) suggest to organize the group consisting of 5 — 10
experts if the agreement of experts is seeked as desirable
result.

Based on the stated arguments, the research on au-
dit quality is conducted while using expert judgement
method. The main evaluation was performed by 12 ex-
perts connected with the system of audit public oversight
in Lithuania. 4 groups of specialists were determined as
appropriate to analyse the problem of audit quality: (1)
specialists from Audit oversight division (division of
Authority of audit and accounting) (2) members of Audit
quality control comittee, (3) members of Audit Superviso-
ry Committee and (4) auditors-controllers. What are the
experts‘ function in their professional activities and how
they are related with audit quality issues are disclosed in
the 1 table below (see 1 table).

Table 1. The structure of experts group

Experts Experts' functions related with the audit quality Quantity of
experts
SpeC|_aI|sts from_ Al.Jd't Through the audit investigations, the AAA has the right to inspect directly all
oversight division, ditors and audit firms registered in Lithuania and with the help of the Audit 5
Authority of audit and auaitor . 9 1 with the nelp
. supervisory committee to issue compulsory regulations in this field.
accounting
Audit quality control committee - it is a committee within the structure of
Lithuanian Chamber of Auditors. The committee is in charge of various audit
Members  of  Audit | public oversight functions, for instance: initiate and submitt for approval the 3
quality control comittee | plan of forthcoming audit quality reviews; consult auditors controllers on
audit quality issues; investigates the reports provided by auditors-controllers,
etc.
Audit supervisory committee as an advisory body is created in the Authority
of audit and accounting. The Audit supervisory committee performs the
following main functions:
Members  of  Audit | - considers draft regulations on public audit oversight prepared by the 3
supervisory committee Authority;
- examines the reports of audit quality review and expresses its opinion on the
proposed disciplinary penalties or instructions;
- examines the reports of the audit investigation
In order to assure the quality of carried out audit, the Lithuanian Chamber of
Auditors organises the quality reviews of carried out audit. Quality reviews of
Auditors-controllers the carried out audit shall be performed by the auditors-controllers who must 1
be approved by the Authority of Audit and Accounting on the
recommendation of the Lithuanian Chamber of Auditors.
Total 12

Source: compiled by the author

As it can be seen from the 1 table, 12 experts
have agreed to participate in the research. Due to the
provided arguments that the selected specialists to
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some extent participate in mostly all oversight
activities related with audit quality (quality reviews,
quality investigations, assignation of penalties, etc.),
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the experts can be evaluated as suitable for the resarch.
The experts were asked to evaluate audit quality in
Lithuania while using the questionnaire based on the
distinguished audit quality criteria.

Opinions of experts often differ. If the decision
based on the experts evaluation shall be taken, it is
necessary to assess the compatibility of the opinions,
which can be calculated using the coefficient of
Kendall concordance (see formulas 1, 2) (Podvezko,
2005):

125
 m2(k® —k)

Formula (1), applicable for scale with all different
ranks.

W 1285
m?(k®—k)— miZ, T

Formula (2), applicable for scale which allows to
assign the same ranks.

Variables in the formulas:

W — ratio of concordance.

S —the sum of deviations from the mean.

m — the number of different assessments sets (the
number of experts),

k — the number of ranked objects.

T — number of repetitive ranks in the row

The coefficient can variate from 0 (no
compatibility) to 1 (perfect compatibility). Statistically
signifant value of the coefficient can be seen as a
validation for decision making and concluding
(Podvezko, 2005).

During the expert judgement, it is also
important to assess the reliability of the questionnaire
and the scales used. Cronbach alpha coefficient is
suitable for this procedure if the questionnaires are
based on Likert-type questions. According to L. B.
Shelby (2011), the wvalues from 0,8 show high
reliability of the scale. Cronbach alpha coefficient is
calculated as follows (see formula 3 (Pukénas, 2009):

k Ik S§?
k—1 S2

Variables in formula (3):
k — number of questions.

2 . .
Sl' — variance of scores on each question.

2 . .
S p — total variance of overall scores on entire test

The group of experts were asked to fill-in the
questionnaire consisting of 16 questions: 3 choice
questions, 12 — based on 5 point Likert scale, 1 — open
question. Further in this article will be presented the
results of answers to questions related with: (1) the

concept of audit quality, (2) the accuracy of auditor‘s
reports in Lithuania, (3) quality control firms within the
audit firms and (4) professional competence and
teamwork of audit engagement teams.

Results of the research. The experts were
asked to describe auditor‘s reports issued by Lithuanian
audit firms. Five possible answers were provided to
choose from. The following results based on the
answers can be presented. Auditors reports issued by
Lithuanian audit firms can be perceived as reliable,
with the paragraphs of qualification if neccessary,
however, at some instances having some minor
disconformities to formal requirements (6 experts have
chosen this answer — it is the most frequent answer). In
the scale provided only one answer could characterize
auditor‘s reports at higher quality: “very reliable,
without defficiences, based on a appropriate and
sufficient evidence, with qualification paragraphs if
necessary“. None of the experts have assigned this kind
of evaluation. The second most frequent chosen answer
(it was chosen by 5 experts) was “reports of average
reliability, at times lacking the paragraphs of
qualification®. One expert has stressed that auditor‘s
reports in Lithuania are often unreasonably unqualified.
Summing up the answers, it can be said that auditor‘s
reports in Lithuania above the average level of
reliability, but they still cannot be evaluated as very
reliable — some issues with the misstated opinions still
arise. In order to increase the chances to avoid the
misstatements, the changes within the quality control
systems should be made.

The following question was directed to the
efficiency of audit firms‘ quality control. Six
statements representing 6 elements of quality control
system were presented. The statements were expressed
as metaphors. For instance, leadership‘s responsibilities
within the audit firm was expressed as “good tone at
the top“, client acceptance and continuation — as
“appetite of client risk®, etc. The statements were
formulated in most desirable, positive meaning, for
example, “audit leaders set good tone at the top™. The
experts were asked to express their agreement in the 5
point Likert scale (1 — absolutely disagree, 5 —
absolutely agree). Their average evaluations were
multiplied from the weights of each quality control
criterion, assigned by the first group of experts (refer to
the 1st part of the paper), in order to get a better picture
of each criterion effectiveness in comparison with other
criterion within the same quality system (refer to 2
figure).

Figure 2 shows the disconformities (from how it
should be and how it is actually) in percents between the
maximum and factual evaluation. It also shows a
comparison between the relative importance of each
criterion and its deviation from maximum evaluation. It
can be seen that with the biggest percentage of
disconformity were evaluated following criteria: relevant
ethical requirements, quality monitoring and client
acceptance and continuation (disconformity of 36,6%).
Best evaluation is assigned to the most important —
accurate auditor‘s report — criterion (disconformity of
20%), the second is the engagement performance (25%),
third — leadership‘s (management‘s) responsibilities for
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the quality within the audit firm (25%). Although the
lowest evaluation is assigned for least important criteria,
all criteria were evaluated within the range of 63% - 80%
(that is, “the element functions at 63% - 80% of its
maximum efficiency”). It might be stressed that the
experts were quite sceptical towards the efficiency of
quality control systems, that is, whether they reduces the

risk of misstatements in auditors report at high level —
only eight answers from 72 maximum possible answers
(12 experts x 6 statements) were “totally agree with with
the statement™ (11% of all answers chosen). Although the
scale of the question is reliable (cronbach alpha=0,74), the
experts opinions on the subject are not agreed (W=0,11,
not significant).

Reliability of auditor's report 80,0% 20,0%
Engagement performance 75,0% 25,0%
Management's responsibility.. 75,0% 25,0%
Relevant ethical requirements 63,4% 36,6%
Quality management 63,4% 36,6%
Human resources 68,4  31,6%

Clients' acceptance and.. MEG3/4%mm3616%
0,00 0,05 0,10 015 0,20 025 030 035 040 045 0,50

possible evaluation

Quality ethical ility for ent y of
manage - - -
requirem quality performa auditor's
ment A
ents within nce report
the audit
firm

0,15 0,18 0,21 0,24 0,38

Clients'
acceptan Human
ce and
; resources
continuat
ion

Factual evaluation 0,09 0,10
Deviation from maximum 0,05 0,04

0,09 0,10 0,07 0,08 0,09

Manage
ment's
Relevant responsib Engagem Reliabilit

FIG 2. Audit firm criteria evaluation
Source: compiled by the author

In order to investigate relatively low evaluations
the following questions about the each element of quality
control systems were asked. The questions were focused
on the policies and procedures within the elements. It was
seeked to gain the knowledge, which procedures and
policies should be improved or used more often in order
to increase the quality of audits. The following
improvements should be considered.

Making the clients acceptance and continuation
element more effective, the auditors should increase the
communication with prior client‘s auditors, address more
attention to client‘s business changes and more carefully
assess the integrity of client‘s (potential or current) owners
and management. Opinions of the experts are agreed
(W=0,17, statistically significant), the answers are reliable
(alpha=0,82). In order to achieve higher conformity with
ethical requirements, the auditors should assign the
workers responsible for oversight of ethical behaviour,
invest in more in-depth courses of ethics and improve the
ethical standards (guides) used in their firms. Opinions of
the experts are agreed (W=0,27, statistically significant),
the answers are reliable (alpha=0,86). During the
engagement performance more focus should be provided
to client‘s risk assessment and substantive testing. Quality
reviews, performed by the partner in-charge or
independent reviewer, in practice are often performed
formally, without actually overviewing the most
importants decisions taken during the engagement.
Opinions of the experts are agreed (W=0,58, statistically
significant), the answers are quite reliable (alpha=0,68).
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Changes within the quality control systems should
start from an improvement of management’s
responsibility for quality within the audit firm. It can be
stated that management of Lithuanian audit firms rely on
the principle of “quantity over quality” and do not apply
an effective methods of audit pricing, while determining
audit prices not always adequate for work needed to
perform. Such tone at the top aggravate the functionality
of other quality control system elements. Opinions of the
experts are agreed (W=0,29, statistically significant), the
answers are reliable (alpha=0,85).

Within the element of human resources the main
emphasis on improvements of career management
should be put in order to solve the problem of high
turnover of auditors. The experts have agreed on this
question  (W=0,30), providing reliable answers
(alpha=0,70).

In order to improve audit quality on the level of
audit enagagement team, team members should enrich
their knowledge of client‘s industry and excersice more
professional scepticism. Team leading members —
partners in charge — should be more involved in the
engagement while assessing client‘s risks, planning the
response and overseing the audit process. The average
evaluations of audit engagement team criteria were
multiplied from the weights of each criterion, assigned by
the first group of experts (refer to the 1st part of the
paper), in order to get a better picture of each criterion
effectiveness in comparison with other criterion within the
same group (refer to 3 figure).
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FIG 3. Audit engagement team criteria evaluation
Source: compiled by the author

It can be seen from the figure 3 that the follow-
ing three criteria are implemented at the higest level:
during the engagement performance team managers are
involved actively (deviation — 18,4%), the internal
communication within the team is effective (16,6%)
and team members have sufficient knowledge of pro-
fessional standards and laws (23,4%). The biggest
deviations are seen while analysing professional scep-
ticism (31,6%), partner‘s involvement in the engaga-
ment (30%), knowledge of client‘s industry (28,4%)
and oversight of less experienced audit assistants
(28,4%). Such results imply that audit team members
tend to rely on clients oral explanations, provided doc-
umentations, instead of additionally inquiring and ex-
amining the evidence more sceptically (lack of scepti-
cism), what may lead to collection of inappropiate and
insufficient audit evidence. The problem of poor quali-
ty evidence may be caused by the inappropriate over-
sight of unexperienced assistants. Due to the partner-in
charge being insufficiently involved in the engagament
and lack of client‘s industry knowledge, inaccurate and
wrongfull planning decision may be taken and risky
areas may be overlooked. Opinions of the experts are
agreed (W=0,29, statistically significant), the answers
are reliable (alpha=0,85).

Conclusions

1. The biggest attention in audit quality defini-
tion is given to the auditors report. An accurate audi-
tor’s report provides a particular guarantee of the relia-
bility of financial reporting for those interested, imply-
ing whether it shows a company’s financial position
and results as they are in reality; it expands financial
accounting functions and ensures the reliability of the
results in financial statements, and proves whether the
company’s accounting policies are met.

Based on the accurate auditor‘s report concep-
tion, audit quality is proposed to evaluate while using
16 criteria, divided into two groups: audit firm and
audit engagament team. 7 audit firm‘s and 9 audit en-
gagement team‘s criteria (5 — professional competence,
4 team work) are distinguished. The criteria reflect the
characteristics of desirable audit results (the reliability
of auditor‘s report), as well as the audit process (con-
duction of the engagement, excercising the professional
scepticism, etc). The appropriatness and weights of the
criteria are approved and assigned by the mixed experts
group of audit practitioners and scientists.

2. Based on the justified audit quality criteria
model, the quality of audit services in Lithuania was
evaluated while using an expert judgement method.
The following experts have participated in the research:
5 specialists from Audit oversight division (the division
of Authority of audit and accounting), 3 members of
Audit quality control comittee, 3 members of Audit
supervisory committee and 1 auditor-controller (12
experts in total).

The following results of the research carried on
can be presented. Auditor s reports issued by Lithuani-
an audit firms can be perceived as reliable, with the
paragraphs of qualification if neccessary, however, at
some instances having some minor disconformities to
formal requirements. The evaluation of particular ele-
ments of quality control systems within the Lithuanian
audit firms (whether the elements are working proper-
ly) fluctuates from 63 per cent to 80 per cent (when
100 per cent is the highest possible evaluation, depend-
ing on criteria weight and factual assessment). These
results show that the quality of audits in Lithuania does
not reach the highest marks and there is a need of im-
provements within the quality control system to do.
The following improvements should be considered:
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» Making the clients acceptance and continua-
tion element more effective, the auditors should in-
crease the communication with prior client‘s auditors,
address more attention to client‘s business changes and
more carefully assess the integrity of client‘s (potential
or current) owners and management.

* In order to achieve higher conformity with
ethical requirements, the auditors should assign the
workers responsible for oversight of ethical behaviour,
invest in more in-depth courses of ethics and improve
the ethical standards (guides) used in their firms.

» During the engagement performance more
focus should be provided in client‘s risk assessment
and substantive testing. Quality reviews, performed by
the partner in-charge or independent reviewer, in prac-
tice are often performed formally, without actually
overviewing the most importants decisions taken dur-
ing the engagement.

» Changes within the quality control system
should take a start from an improvement of manage-
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