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Australian Quality Control & International Developments
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History of Quality Control for Australian Firms

QUALITY CONTROL

ESTABLISHED APS 5 REVISED ASQC 1 ISSUED
ICAA — APS 4, supported by ICAA and CPA Australia The AUASB adopts ISQC 1
APS 5 guidance issued revised APS 5 based and issues ASQC 1
CPA Australia — APS 4/5 onISQC 1
2004 2006 -
A A A 2009-2021
1982 v 2005 v 2009 v
ISQC 1 ISSUED APES 320 ISSUED REVISED STANDARDS
IAASB issued International APS 5 reissued as APES APES 320 revised in 2009,
Standard on Quality Control 1 320 Quiality Control for 2015 & 2019
Firms
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IAASB Quality Management Standards

Feedback and concerns from ISA implementation project, outreach with
regulators and audit oversight bodies and public comments.

Invitation to comment (ITC) issued December 2015 addressing
professional scepticism, quality control and group audits.

Project approved to amend ISQC 1 and ISA 220 addressing quality control.

ISQM 1 & 2 and ISA 220 EDs issued.

®
APESB Submission to IAASB. I A A S B

Final standards ISQOM 1 & 2 and ISA 220 issued.
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https://apesb.org.au/uploads/news/submission/03072019004736_APESB_Submission_ISQM1_&_2_Jul_2019.pdf

ISOM 1 — System of Quality Management (SQM)*

Objective of the Firm
Design, implement and operate a SQM that provides
reasonable assurance that:

(a) Conduct engagements in accordance with professional
standards and law and regulations.
(b) Engagement reports are approptiate.

Acceptance & Risk Assessment Process:

continuance of
engagements

Governance & Relevant ethical

Information & Monitoring &
leadership requirements icati

Engagement
pers‘lfo?mance Resources inlcstlan romadiation 1. Establish quality objectives

2. Identify and asses quality risks with:

* Reasonable possibility of occurring; and

* Adverse effect on achievement of
quality objective(s)

3. Design and implement responses

4. |dentify changes and modify

Quality Objective Quality Objective Quality Objective

Quality Risk Quality Risk Quality Risk Quality Risk
Monitoring & Remediation

Process:
1. Design and perform monitoring activities

2. Evaluate findings and deficiencies /
investigate root causes

3. Design and implement remedial actions

Response Response Response Response

4. Ongoing communication

Evaluating the SQM

APESB ':. * Diagram based on the Explanatory Memorandum to ED-ISQM 1 adjusted for final changes to ISQM 1.


https://www.ifac.org/system/files/publications/files/IAASB-Proposed-ISQM-1-Explanatory-Memorandum.pdf#page=12

AUASB Adoption of the International Standards

Australian equivalents issued by AUASB in March 2021

ASQOM 1  Firms that perform audits or SQM to be designed and
reviews, or other assurance or implemented by 15 December
related services engagements  2022.

ASQM 2  Engagement Quality Reviews Periods beginning from 15
December 2022

ASA 220 Quality management for audits  Financial reporting periods from
15 December 2022
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APES 320 — Consideration of ISOM 1 & 2

APESB’s considered whether APES 320 should conform with ISQM 1 & 2:
» Support the focus on improving audit quality.

AUASB adopted international standards for Australian assurance practices.

ISOM 1 & 2 represent a fundamental shift in professional obligations.
No evidence extant APES 320 not fit for purpose in respect of NAS.
Four options were considered by the Board.

APESBT)



Option 1

Reissue
APES 320
focussed on
NAS and

high-level
alignment to
ASQM 1.
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Options Considered

Option 2 Option 3

Create a new Adopt Option
quality 1 with a
management longer term

standard for project to
NAS not refine and
based on simplify

APES 320. APES 320.

Option 4

Explore the
interaction
between
APES 320
and APES
325 and

consolidate.

10



Specific Quality Management Standard for NAS

Option 1 Adopted

APESB proposes to reissue APES 320 and refocus it on NAS:

High-level alignment with ASQM 1 (assist hybrid firms).
Utilise extant requirements to minimise disruption especially for SMPs.
Simplification by removing assurance-based material and terminology.

Restructured for APESB drafting conventions (sections, paragraph
numbering).

APESBT)

11



APES 320’s Philosophy

APES 320 requirements
designed to address risks to
guality engagements

Comply with each requirement Ability to add policies and
unless not relevant (eg. sole procedures if the Firm’s facts

practitioner without Staff) and circumstances require

Reasonable confidence:
- Comply with professional standards
/ laws and regulation
- Reports are appropriate

APESB T



Poll Question — Request for Specific Comment 1

Do you agree that APES 320 should apply to the non-assurance practices and
engagements of firms as set out in the APES 320 Exposure Draft or should

APES 320 continue to apply to all firms and engagements?
» APES 320 should now only apply to NAS

« APES 320 should apply to all firms and engagements

« APES 320 should conform with ISQOM 1 & 2

APESB

13
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What has not changed?

What remains from Extant APES 3207

19 of 26 requirements from extant APES 320.

5 requirements partially from extant APES 320.

Minimal changes to these elements:
- governance and leadership - professional standards
- acceptance and continuance - engagement performance

- monitoring and remediation

Existing application material remains wherever possible to minimise disruption.

APESB Table Mapping Proposed APES 320 to Extant APES 320

APESBT)
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https://apesb.org.au/wp-content/uploads/2021/09/Table_mapping_proposed_APES_320_to_Extant_APES_320-1.pdf

What’s new?

Revised scope to only apply to non-assurance services

Assurance-based terminology and New, amended or
requirements/application material removed removed definitions

2 new and 5 partially Human resources Information and
new requirements changed to resources communication

Appendix 2 demonstrates high-level alignment to ASQM 1

APESBC)

teg Pretessions! & Eical Sandrcs Bowrd
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Revised Scope — Appendix 1

k.

Firm

Provides non-assurance
services only

Provides non-
assurance services and
operates an Assurance

Practice

h 4

Only operates an
Assurance Practice

Apply APES 320 to
the non-assurance
practice and
Engagements

Apply ASQM 1,
ASQM 2 and ASA
220 to the
Assurance Practice

17



Changes in Terminology

Extant APES 320 Proposed reissued APES 320

system of quality control System of Quality Management*
Relevant Ethical Requirements Professional Standards
Reasonable Assurance reasonable confidence
Engagement Quality Control Reviewer appropriate reviewer

Suitably Qualified External Person Service Provider

* Capitalised terms are defined in the standard

APESBT)
i ‘ 18



Changes to Definitions

NEW
AUASB

External Expert

Member in Business

Public Document

Service Provider

System of Quality Management

Those Charged with
Governance

Amended
Assurance Engagement

Assurance Practice

Engagement Partner
Engagement Team
Inspection*
Monitoring*

Network*

Removed
Date of Report

Engagement Quality Control
Review(er)

Key Audit Partner

Listed Entity

Reasonable Assurance
Relevant Ethical Requirements

Suitably Qualified External
Person

APESBT)

* Change only due to use of quality management or reasonable confidence
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Proposed New Requirements

Network Firms (only applicable if part of a Network)

Firm responsible for SQM irrespective of compliance with Network Firm requirements
(para. 3.16).

Information and Communication

Establish policies and procedures that address (para. 4.59):

« obtaining, generating and using information about the SQM; and

« communicating this within the Firm and externally on a timely basis.

Application material sets out what to include based on nature and circumstances of the
Firm (paras. 4.60-4.64)

APESBT)
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Proposed Partially New Requirements

Extant APES 320 (para 10) Proposed APES 320 (para 3.14)

System of quality control elements: System of quality management elements:

a) Leadership responsibilities for quality within the a) Governance and Leadership
Firm

b) Relevant Ethical Requirements b) Professional Standards

c) Acceptance and continuance of Client c) Acceptance and continuance of Client
relationships and specific Engagements relationships and specific Engagements
d) Human resources d) Resources

e) Information and Communication (New)

e) Engagement performance f) Engagement performance
f) Monitoring g) Monitoring and remediation
APE_SB‘:.

21



Proposed Partially New Requirements

Extant APES 320 Proposed APES 320

Any person assigned operational responsibility Any person assigned operational authority (para
has sufficient and appropriate experience, ability  3.14):
and authority (para 17). - Has appropriate experience, knowledge,
influence and authority;
- Understands and is accountable for role; and
- Has direct line of communication to person
with ultimate responsibility.

Sufficient human resources with competence  Sufficient and appropriate resources for the
capabilities and commitment to ethics (para SQM (para 4.19)
47). - Extant human resources material remains.
- New application material for technological
and intellectual resources and service
providers.

APESBT)
o 22



Proposed Partially New Requirements

Extant APES 320 Proposed APES 320

Assignment of responsibility to the Additional aspect that the Engagement

Engagement Partner (para 54). Partner has capacity to be sufficiently and
appropriately involved (para 4.26(c)).

Policies and procedures for Engagement Additional aspect that Engagement Teams

performance (paras 58 & 63). understand and fulfill responsibilities (para
4.38).

APESB
— e 23



APES 320/ ASQM 1 Alignment — App 2

APES 320 Elements ASQM 1 Components

The SQM, allocation of responsibilities,
networks, SQM documentation

Governance and Leadership
Professional Standards

Acceptance and continuance of Client
relationships and specific Engagements

Resources
Engagement performance
Information and Communication

Monitoring and remediation

APESBT)

Section 3

4.1-4.3

4.4-4.9

4.10-4.17

4.18-4.36

4.37-4.58

4.59-4.64

4.65-4.75

The firm’s risk assessment process

Governance and Leadership

Relevant Ethical Requirements

Acceptance and continuance of client
relationships and specific engagements

Resources
Engagement performance
Information and Communication

Monitoring and remediation process

23-27 & A39-A54

28, A32-A33, A35
& A55-A61

29, A22, A24 &
A62-A66

30 & A67-A74

32 & A86-A108
31 & A75-A85
33 & A109-A115

35-47 & A138-
Al74
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Root Cause Analysis (RCA)

ISOM 1 includes approximately 5 %2 pages of material relating to RCA to:
 Investigate the root cause of deficiencies; and

» Understand causal factors of inspection findings and improve audit quality.

APESB believes including RCA requirements in APES
320 may:

* Add a significant level of complexity to the standard;

+ Be too resource intensive for firms to implement for
NAS; and

* Create implementation costs that outweigh benefits.

APESBT)
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Poll Question — Request for Specific Comment 2

Should APES 320 include root cause analysis as a means of identifying the
root causes of deficiencies in the system of quality management?

« APES 320 should include root cause analysis
« APES 320 should not include root cause analysis

APESBT)
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Impact on SMPs

APESB considered the impact on SMPs in developing this ED consistent with our
strategic focus. We believe:

« The proposed approach minimises the impact through the least disruption.
« SMPs can maintain most existing policies and procedures with minimal changes.
* High-level alignment with ASQM 1 will assist hybrid SMPs.

« Timing enables hybrid SMPs to make changes for assurance (ASQM 1) and NAS
(APES 320) concurrently reducing resource implications.

APESB
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Impact on SMPs

The proposed APES 320 incorporates scalability in the following paragraphs:

* nature and extent of policies (para. 3.7);

« compliance with requirements (para. 3.8 (a));

« impact of sole practitioners with no staff (para 3.9).

« allocation of responsibilities (para 3.12);

« communication and documentation (para 3.10 & 3.18);
« performance evaluation (para 4.25); and

 information and communication (para 4.61).

APESBT)
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Expected Changes for SMPs

A 2-3 partner Firm by 1 January 2023 will need to:

« Update policies and procedures for terminology changes — Mapping Table
highlights where changes are required.

» Update specific policies and procedures for:
- Assignment of responsibility to the Engagement Partner,
- Engagement performance

» Assess the Firm’s technological resources, intellectual resources and if applicable
use of Service Providers and whether policies and procedures required.

» Establish an Information and Communication policy and procedure.

APESBT)
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Applying APESB pronouncements in COVID-19
circumstances (October 2020} )]

APESBT)

SMP Guidance

APESB Pronouncements being readily known,
easily understood and quickly bought into
practice with a focus on the SMP sector

Independence guide

APESB is willing to consider the development of
implementation/quidance material on quality
management for NAS

31



Poll Question — Request for Specific Comment 3

Would practitioners find the development of additional implementation material
for APES 320 useful?

* Yes — Implementation guide

* Yes — Frequently asked questions

* Yes — Other

* No - the standard is understandable

APESBT)
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APES 320 and APES 325 Interaction

Managing delivery of
quality services to clients

Proposed APES 320
System of Quality Management
Policies & Procedures (P&Ps)
Governance / engagement quality

APES 325
Risk Management Framework (RMF)

Governance
Embed APES 320 P&Ps in RMF
All firms — assurance and NAS

Applies to NAS only

Management & governance
of the business

Combining APES 320 and 325 may cause confusion and disruption — new RMF

APESBC)
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Poll Question — Request for Specific Comment 4

Do you agree that APES 320 and APES 325 should continue to be separate
standards or should APES 320 be incorporated into, or otherwise combined

with, APES 3257
 APES 320 and APES 325 should remain as separate standards
« APES 320 should be incorporated into / combined with APES 325

APESBT)
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Submissions on the Exposure Draft

APESB encourages you to
make submissions or send us
an email at sub@apesb.org.au.

Q1 2022 -
Final
‘ Standard
26 Nov 2021
— comment
period closes
15 Sept 2021 Critical and supportive comments
— ED Issued are essential for a balanced view

of the proposals.

APESBT)
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Further Information

For more information visit www.apesb.org.au

Follow the APESB LinkedIn page for timely updates,

To download APESB’s mobile app:

#_  Download on the » Get it on
@& Appstore Google play

APESBT)
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http://www.apesb.org.au/
https://www.linkedin.com/company/1838737/admin/
https://apps.apple.com/au/app/apesb-professional-standards/id950242266#?platform=iphone
https://play.google.com/store/apps/details?id=com.apesb.apesb

