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Systems of Quality Management XCPAK

What are the existing six components of ISQC1?
Leadership responsibilities for quality within the firm.

Acceptance and continuance of client relationship specific
3 engagements

Human resources
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Six Big Changes to Quality management XCPAK

Uphold Public Interest

The changes

1 A new risk-based approach to firm’s SOQM.

Improving firm governance, including increasing firm
leadership responsibility and accountability.

More rigorous monitoring of quality management systems and
remediation of deficiencies

More Robust engagement Quality reviews, including
engagement selection, documentation and performance
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Proposed EIGHT Components ] CPAK

Uphold Public Interest
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Governance and leadership XCPAK

Uphold Public Interest

Changes

Culture of the firm

Enhanced requirements

to address the culture of

the firm and the focus on

quality and

- explicitly addresses the
responsibility of all
personnel for quality

- Leadership required to
demonstrate a
commitment to quality
through their actions
and behaviors and to
establish the expected

New requirement
addressing the firm’s
organizational structure
to roles and
responsibilities and
authority

Planning,obtaining and
allocating resources
New requirement that
addresses overall
planning , obtaining ,
allocating and assigning
resources.

Firm strategic decisions
and actions

New requirement that
addresses the linkage
between the firm’s strategic
decisions and actions to
quality.

Uphold public interest



Resources x CPAK

Uphold Public Interest

What has been enhanced?

Resources includes, human technology and intellectual
resources- Expanded to include technological and intellectual
resources

Human resources- enhanced for attracting, developing an
retaining personnel with appropriate competence and
capabilities

New requirements addressing evaluation of personnel,
compensation, promotion and link to quality
Resources
Technological resources-New requirement for Obtaining,
developing, implementing and maintaining technological
resources

IT terminology aligned with proposed ISA 315, for
intellectual tools includes new methodology, or
support tools

Financial resources explicitly addressed in governance and
leadership
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New component —missing in ISQC 1




Monitoring and remediation process XCPAK

Uphold Public Interest

Substantial Enhancements to monitoring and remediation's to modernize the
standard and address evolving practice and increased expectations ;

Monitoring activities required to cover all responses i.e less focus solely on
inspection of engagements

More focus on tailoring the nature, timing and extent of monitoring activities
to the circumstances of the firm.[could vary based on the firm]

-still required to perform inspection findings, although move towards in-
process engagements and more focus on the frequency of reviews

- Results of external inspections and other information considered in
determining the nature, timing and extent of monitoring activities

Enhanced requirements addressing eligibility of those performing monitoring
activities.

New framework to guide firms through assessing findings from
monitoring activities, external inspections and other information in order

to identify deficiencies and effect on quality objectives

Uphold public interest



Monitoring and Remediation Process XCPAK

Uphold Public Interest
Monitoring activities External Inspection Other information
sources

[ Negative findings J { Positive findings ]

[ Does a deficiency exist? Jﬁ

* % No further action
o’ °. required by the

_ standard, but
Investigate the PN  Evaluate severity consider para.
root cause and pervasiveness Al173

Remediate the deficiency and evaluate the

remedial actions
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Objective of ISQM 1

Objective of the firm

Design, implement and operate a system of quality management

|

Objective of the system of quality management
Provide the firm with reasonable assurance that:

a) The firm and its personnel fulfil their responsibilities in accordance
with professional standards and applicable legal and regulatory
requirements, and conduct engagements in accordance with such
standards and requirements; and

b) Engagement reports issued by the firm or engagement partners
are appropriate in the circumstances.

Quality objectives required by the standard
(paragraphs 23, 32, 34, 36, 38, 40 and 42)

are necessary to achieve the objective of the
standard

Uphold public interest

Establish quality ® N —
objectives ° Af:ldltlonal quality objectives beyond thosg
required by the standard, when those objectives

T WOSI-A3 Jo aARa[qo

[ CPAK
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The firm Risk
Assessment
process- Applied
to other 7
components

Establish quality
objectives

Identify and assess
quality risks

Design and implement
responses



Establish Quality Objectives

Objective of the firm

Objective of the system of quality management

[ CPAK

Uphold Public Interest

Objective
md of ED-
ISQM 1

—

Quality Quality Quality Quality Oua
objective objective objective objective Thie ~

Quality Quality
objective objective

Quality Quality Quality
risk risk risk

Response
required by Response Response Response
ISsQM 1
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Process of Identifying Quality Risks XCPAK

Uphold Public Interest
Quality risks (the whole population)
[
[ )

Is there a reasonable possibility of the risk occurring? No
[ )
Yes
[
. Would the quality risk individually have a significant effect on
Step 1: . . =
Identify the the achievement of a quality objective(s)?
quality risks
® o No
v
o ;
No required
o T further acti
Would the quality risk in urther action
.Yes combination with other quality risks
[ have a significant effect on the
Y achievement of a quality
P objective(s)?
: .Yes
o [ )
£
Identified quality risk that is required to be assessed: o
Step 2: Assess the quality risk to provide a basis for the design and 5
Assess the implementation of the related responses. In doing so, assess 9
quality risks the possibility of the quality risk occurring and the effect on o
the achievement of a quality objective(s) s
>
=
8
@
Reasonably o
possible
threshold Very
. Significant
Effect on the achievement of a
Vv quality objective(s) (magnitude)

Significance threshold i.e. significant
individually or in combination with
other quality risks
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Process for Identifying Quality Risks XCPAK

Uphold Public Interest

Objective of the firm —
Objective
l of ED-
ISQM 1

Objective of the system of quality management

Quality Quality Quality
objective objective objective

Quality risk
assessment should
have been higher
Response

Missing inadequately
response(s) Response Response designed or

not effective

Quality Quality Missing
. . . . quality
objective objective ohiecrie

Missing
quality
objective

Quality
objective

Missing
quality
objective

Missing

response(s) NEE[RRIES
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Other areas - Networks XCPAK

Uphold Public Interest

Consideration of networks and ADMs at firm level

New requirement to address the firm’s leadership Encourage a proactive two way
responsibilities (i.e. so that there is no undue communication on a timely basis as needed

reliance on network): and clarifies which types of information
) should be communicated between networks,

-Firms are now required to determine effect, engagement teams including component
supplements or adaption of network services in auditors
their own SOQM Strengthened requirements / application

material in relation to firm;

More proactively consider relevant aspects of the
network’s system of quality management

The Board has also considered the use of
alternative delivery models, centers of
excellence - ISQC1 did not include this as it was
just emerging

Uphold public interest






Relationship Between ED-ISQM 1 and ED-ISQM 2 XCPAK

Uphold Public Interest

//> R ED-ISQM 1:

Firm’s risk Monitoring

assessment and Requirements for the
process | | remediation selection of engagements for
Relevant ™ Accentance ; A
thical ACC‘:F::;“CG Engagement engagement quality review

Engagement quality review
required?

requirements  continuance pe rformance

Resources

Information and communication

Yes No

ED-ISQM 2:
« Appointment and eligibility of engagement quality reviewers
« Performance of the engagement quality review
« Documentation of engagement quality review

ED-ISQM 2
does not
apply
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Engagement Quality Reviews: An Overview XCPAK

Uphold Public Interest

An engagement quality review is a firm-level response to quality risks relating
to the engagement performance of the firms SQM.

ISQM-2 incorporates and enhances requirements of extant ISQC1 and ISA 220

How does ISQM- 2 address Public interest considerations for engagement quality
reviews?

« Engagement quality reviews are still required for audits of listed entities;
« Engagement quality reviews will be required for more engagements;
« Enhanced eligibility criteria for one to be appointed as EQR;

« More robust performance and documentation requirements;

Uphold public interest



Engagement requirement and EQR XCPAK

Uphold Public Interest

Enhancements to the selection of engagements for engagement quality
review -firm required to establish policies or procedures that require an
engagement quality review for;

Audits of listed entities( Required in ISQC1)

Audits of financial statements of entities the firm determines are of
significant public interest(new)

-Significant public interest is a concept already in other ISAs 700(revised),
moving away from PIEs as this is subjective in different jurisdictions or firms
(but will need lots of clarification)

Audits of entities for which EQR is required under Law or regulation

Audit or other engagements for which the firm determines that an EQR is an
appropriate response to quality risks(new)

© 2019. 18



Eligibility Criteria for EQR XCPAK

Uphold Public Interest

Firm policies required to be set for the eligibility criteria for appoint as an
EQR;

Audits of AFS of entities the firm determines are of

(new)
-For example, understanding of standards/law/regulation, knowledge of
industry
New requirement has of reviewer

Enhanced requirement on objectivity of the engagement QR
-New requirement to comply with Ethical requirements,

-Limitations e.g served as previous partner in line with cooling —off(guideline for 2
years), and applicable provisions of law or regulation relevant ethical
requirements

Enhanced application material on appropriate authority of the EQR (firm
policies in addressing differences of opinion may enhance authority)

Rules on those who assist the EQR also add but does not dilute the
responsibility of EQR
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Illustrative Timeline XCPAK

Uphold Public Interest

March
2020
December
2021

2020
June
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Comment IAASB PIOB Anticipated
period for approval , approval - effective
&Eds closes <4y of of due # /)y date
standards process

This timeline is for illustrative purposes only — approval dates and the implementation period are dependent
on a number of factors, including stakeholders’ comments on the exposure drafts and on the

implementation period proposed therein
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Linkage between ED-ISQM 1 and Management at the Firm

Level Engagement Level XCPAK

Establish quality
objectives

Communicate
information to
support the design,

implementation
and operation of
the firm’s SOQM

Uphold Public Interest

FIRM LEVEL

Identify
and assess
quality
risks

ENGAGEMENT LEVEL

Design and
implement additional
responses that
address nature and
circumstances of the
specific engagement

Implement firm-level
Design responses
responses Communicate
to quality responses to be
risks implemented at
engagement level

Engagement
team may
depend on
the firm’s

Implement firm-

level responses to

be implemented

at engagement
level

policies or
procedures
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The engagement Partner’s overall Responsibility for Managing

and Achieving Quality on Audits, Including Engagement XCP/\K
Performance and Standing Back — ISA 220

Uphold Public Interest

Sufficient and appropriate involvement
throughout the engagement

LEADERSHIP
RESPONSIBILITY
EP is responsible

for achieving
quality at the
engagement level
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