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Executive Summary
APES 320 Quality Control for Firms/ISQC 1 in its current form has existed in Australia
as a mandatory requirement for members in public practice (or firms) of the accounting
bodies since July 2006. Prior to that (from July 2005) ISQC 1 requirements were
reflected in APS 5. Accordingly, since 2005 Australian accounting firms have had
mandatory quality control obligations imposed on them based on ISQC 1 equivalents and
since 1982 quality control requirements for members in public practice have existed in
Australia.
In line with international developments to ISQC 1 and APESB’s mandate to issue
professional and ethical standards for members of the Australian accounting profession,
an exposure draft was issued in February 2009 to update the existing APES 320/ISQC 1.
Subsequently, in April 2009, the Auditing and Assurance Standards Board (AUASB)
issued ASQC 1 which is also based on ISQC 1. As far as the members of the Australian
accounting profession are concerned this is a duplication of an already existing
mandatory requirement.
This paper will analyse the key issues that the APES Board needs to consider in respect
of whether Quality Control is a professional and ethical requirement for all Firms. It will
analyse the following key considerations and conclude with proposed recommendations:
1.
2.
3.
4.
5.
6.
7.
8.
9.

The evolution of Quality Control for accounting firms in Australia;
International perspectives on Quality Control;
The link between ISQC 1 and ISA 220;
Is ISQC 1 an Auditing Standard?;
Legal enforceability;
Impact of AUASB proposal on the Accounting profession;
Impact Assessment Studies;
Public interest perspective; and
Conclusion and recommendations.

In 1982 the Australian accounting profession introduced Quality Control requirements for
their members in public practice. Subsequent to the development of ISQC 1 at the
international level, the accounting profession implemented ISQC 1 in Australia in 2005
in order to comply with their IFAC member obligations.
When APESB was established in February 2006, the Institute of Chartered Accountants
in Australia (ICAA) and CPA Australia transferred their intellectual property rights to the
existing professional and ethical standards which include APS 5/ISQC 1 to the APESB.
APESB then issued APES 320/ISQC 1 in 2006 in accordance with its mandate.
Subsequently, APESB entered in to a written agreement with IFAC to reproduce ISQC 1
in Australia.

At the international level the Code of Ethics and ISQC 1 are considered two overarching
pronouncement applicable to assurance and non assurance engagements based on the
IAASB framework. We note that the existing Australian arrangement of having one
quality control standard applicable to all engagements is consistent with the practices of
American Institute of Certified Public Accountants (AICPA) and New Zealand Institute
of Chartered Accountants (NZICA).
Whilst the AUASB notes that there is a link between ISQC 1 and ISA 220, we contend
that there is closer link between ISQC 1 and the Code of Ethics as the very first
paragraph of ISQC 1 state that “This ISQC 1 is to be read in conjunction with relevant
ethical requirements”. Relevant ethical requirements are defined to ordinarily include
Part A and B of the Code of Ethics for Professional Accountants. Further, unlike
Auditing Standards, ISQC 1 deals with relevant ethical requirements in depth, acceptance
and continuance of client relationships, leadership, and human resources etc. which are
all professional and ethical requirements. It is noted that most of these areas are linked
with the Code rather than Auditing Standards.
At the international level ISQC 1 is not considered an Auditing Standard and right
throughout the IFAC framework and handbook a clear distinction is made between
Auditing Standards and ISQC 1. If ISQC 1 is an auditing standard then presumably it
should have an ISA designation.
APES 320/ISQC 1 stipulate firm level controls and from a practical perspective it is
easier for one standard to stipulate firm level controls rather than two standards which
will cause confusion to practitioners especially when the existing quality control
framework is working in an effective and efficient manner. Further, the AUASB
proposal may lead to a non assurance service lines such as tax services having to consider
two quality control standards when providing services to the same client leading to
confusion and unnecessary costs.
Another issue raised by the AUASB is the legal enforceability of APES 320/ISQC 1 as it
is issued by APESB, a non statutory body. However, when APES 320/ISQC 1 ED was
issued in 2006, AUASB supported APESB’s issue of APES320/ISQC 1 and even
proposed the appropriate wording to highlight the linkages between the Auditing
Standards and APES320/ISQC 1. Since the issue of APES 320/ISQC 1 in 2006 there has
been no regulatory changes that would impact on the existing quality control framework
in Australia.
Additionally, there is legal precedence where professional standards have been referred to
in judgements as noted in this paper notwithstanding that those professional standards did
not have legislative backing.
AUASB proposed development will effectively duplicate the quality control
requirements for members of the accounting profession who have complied with ISQC 1
since 2005. This is going to create an unreasonable burden on the members of the

accounting profession especially the vast majority of members who work in the smaller
to medium practices. These members have already developed their quality control
manuals, policies, procedures and documentation to comply with APES 320/ISQC 1.
At the international level it is noted that IFAC is conducting a project to develop impact
assessment studies prior to introducing a proposed standard. As the AUASB initiative is
effectively a duplication of an already existing mandatory requirement for members of
the accounting profession, it is not clear from the AUASB’s media release issued with
ASQC 1 in April 2009 whether the AUASB undertook a detailed impact assessment
study on the costs and benefits of this duplication.
As AUASB has indicated to the APESB that it has no issues with the existing quality
control framework in Australia, from a public interest perspective it is not clear which
specific issue is being addressed by the issue of ASQC 1.
Accordingly this paper recommends that APESB prepare a submission to the AUASB
ED and to propose to the AUASB to reconsider the issue of ASQC 1 or request a scope
exclusion for members of the accounting profession who are already covered by APES
320/ISQC 1.
Technical staff would like to take this opportunity to note that since August 2008,
APESB has communicated to the AUASB most of the technical arguments presented in
this paper and APESB’s concerns in respect of the proposed changes to the existing
quality control framework in Australia.

1. The evolution of Quality Control for accounting firms in Australia
For the record, the evolution of Quality Control for accounting firms in Australia
occurred in the following manner:
1. In 1982 the Institute of Chartered of Accountants in Australia and CPA Australia
issued APS 4 Statement of Quality Control Standard to govern the quality control
aspects of their members in public practice (i.e. assurance and non assurance
firms). This was supported with guidance in APS 5.
2. In July 2005 the Institute of Chartered of Accountants in Australia and CPA
Australia re-issued APS 5 which was based on International Standard on Quality
Control (ISQC 1) Quality Control for Firms that perform Audits and Reviews of
Historical Financial Information, and other Assurance and Related Services
Engagements. Accordingly, the Australian accounting profession was
responsible for introducing ISQC 1 in the Australian regulatory environment
in 2005 and it has existed in the Australian environment since that date.
3. APESB was established in February 2006 and then the Institute of Chartered
Accountants in Australia and CPA Australia transferred the Joint Code of
Conduct, the APS series of standards and guidance notes (including APS 4 and
APS 5/ISQC 1 dealing with Quality Control) to the APESB under license
agreement.
4. Following the establishment of APESB, APS 5 was reissued under the aegis of
the APESB as APES 320 Quality Control for Firms (ISQC 1). APES 320
incorporates all the requirements and guidance of ISQC 1 and has been drafted in
a manner to apply to all accounting firms in Australia. APESB has also entered in
to a written agreement with IFAC to reproduce ISQC 1 in Australia.
5. APESB issued an exposure draft in February 2009 to update APES 320/ISQC 1 in
line with international amendments.
6. In April 2009 AUASB issued ASQC which is also based on ISQC 1. Thus as far
as the members of the accounting profession is concerned this will effectively be
a duplication of an already existing mandatory requirement.
Prior to the issue of the AUASB exposure draft ASQC 1, for the last twenty-six years
professional standards have mandated quality control requirements for all
accounting firms in Australia regardless of whether the firm was an assurance
practice or a non-assurance practice. These arrangements have served the public
interest well and based on our consultations with the professional bodies the
requirements are well understood by practitioners and the profession. The Corporate
regulator ASIC made a presentation to APESB in 2008 and we understand that they are

utilising APES 320/ISQC 1 in their inspection programs of audit practices. During this
presentation to the Board, ASIC did not raise concerns in respect of APES 320/ISQC 1.
Further, the quality review functions of each of the three professional accounting bodies
have made presentations to the APESB during 2008/09 Board meetings on the operation
of the quality review programs of the respective bodies and the results of the quality
review programs. They have also not raised concerns in respect of the requirements of
APES 320/ISQC 1.
AUASB’s proposed standard will effectively duplicate the requirements of APES
320/ISQC 1 for the accounting profession. Members of the three professional accounting
bodies have adopted the existing version of APES 320/ISQC 1 for nearly 5 years. As
such AUASB’s proposal is likely to cause confusion for professional accounting
practices and make them incur additional costs, especially the smaller to medium
practices.
2. International perspectives on Quality Control
At the international level, the IAASB considers that the Code of Ethics and ISQC 1
are two overarching pronouncements (refer paragraph 4 of the International
Framework for Assurance Engagements) and that practitioners who perform
assurance engagements are governed by these two pronouncements (Refer
Appendix A). The IAASB also considers that the Code of Ethics and ISQC 1 are
applicable to assurance engagements as well as related service engagements (refer
Appendix B). Paragraph 12 of the International Framework for Assurance Engagements
clearly states that related services engagements, such as agreed upon procedures
engagements and compilation engagements are not assurance engagements. Thus the
IAASB acknowledges that quality control has a wider scope than assurance engagements
and applies even in the non-assurance context.
We note that the American Institute of Certified Public Accountants (AICPA) and the
New Zealand Institute of Chartered Accountants (NZICA) have issued quality control
requirements as applicable to firms in public practice and made no distinction between
firms providing assurance or non-assurance services. Thus in USA and New Zealand the
same quality control standard applies to all practices (assurance and non assurance).
The New Zealand quality control standard is issued as a Professional Standard (PS 1). PS
1 is based on ISQC 1 and is applicable to assurance and non-assurance engagements
(refer NZ framework of pronouncements in Appendix C).
Accordingly, consistent with APES 320/ISQC 1, the applicable quality control
pronouncements issued by the IAASB, AICPA and NZICA indicate that the relevant
quality control pronouncements are applicable for assurance and non-assurance
engagements.

3. The link between ISQC 1 and ISA 220
One of the arguments put forward by the AUASB to duplicate ISQC 1 for the members
of the accounting profession is the strong link between ISQC 1 and ISA 220. However, if
this argument is logical, then the same case could be made for the Code of Ethics (issued
internationally by the IESBA and in Australia by the APESB). ISQC 1 contains a
statement in paragraph 1 that “This ISQC is to be read in conjunction with relevant
ethical requirements which are defined to include Parts A and B of the IFAC Code of
Ethics.”
Further, as noted previously the IAASB considers the Code of Ethics and ISQC 1 as two
overarching pronouncements. We note that the background information on the
International Federation of Accountants (IFAC) Handbook which describes the IAASB
role indicates that IAASB development of quality control standards is an additional
obligation rather than a primary obligation (refer Appendix D). Thus it is possible that if
a professional standards board existed at the international level then the quality control
standard would be issued by that board and not the IAASB. It should be remembered
that at the international level consideration of the specific regulatory environment in
which a standard is issued is not a critical consideration and it becomes more of an issue
for the relevant local standard setter.
4. Is ISQC 1 an Auditing Standard?
We note that the AUASB has issued ASQC 1 as an auditing standard. It should be
noted that the IFAC handbook makes a clear distinction between the ISA’s and
ISQC 1. If ISQC 1 is an auditing standard then the IAASB would not have to make
this distinction right throughout the IFAC Framework and handbook. If ISQC 1 is
an auditing standard then it should have an ISA designation.
Further, ISQC 1 deals with relevant ethical requirements, leadership, acceptance and
continuance of client relationships and specific Engagements, human resources,
engagement performance etc which are all professional and ethical requirements.
In AUASB’s submission to APESB, it is noted that AUASB’s issue of ASQC 1 is in
accordance with its strategic direction to have regard to any programme initiated by the
IAASB for the revision and enhancement of its Auditing Standards.
The relevant paragraph of AUASB’s strategic direction states:
In addition, the AUASB should have regard to any programme initiated by the IAASB for
the revision and enhancement of ISA and make appropriate consequential amendments to
AUSs.

Accordingly, it is submitted that the above statement appears to only cover ISAs and not
ISQC 1.

5. Legal enforceability
Another argument to be considered is the legal enforceability of APES 320 as it is issued
by the APESB (non statutory body) and the existing Auditing and Assurance Standards
cross refer to APES 320. Similar to issue 3, if this argument is logical then the same
argument exist for the Code of Ethics (APES 110) which is referred to in a similar
manner in most Auditing pronouncements issued by the AUASB.
Further, when APES 320/ISQC 1 was initially issued as an Exposure Draft in 2006,
AUASB supported APESB’s issue of ISQC 1 and commented as follows:
Overall, the AUASB supportive of the APESB’s efforts to adopt conforming amendments
made to the International Standard on Quality Control (ISQC 1) following the issue of
the International Standard on Auditing ISA 230 (Revised) Audit Documentation.
However, concern is raised regarding the statement that the professional standard will
have “the force of law”. Specific paragraphs have been identified and suggestions
proposed under” Specific Comments by Paragraph Number” at attachment A.
Force of Law status
In the background section of the ED the following statement is made:
“To the extent that those force of law auditing standards make reference to the quality
control requirements for firms issued by a professional accounting body, APS 5 will also
have the force of law in respect of Corporations Act Audits.”
We acknowledge that generic reference has been made to quality control requirements
for firms in the explanatory guidance paragraphs of the following Auditing Standards.
•
•

ASA 200 Objective and General Principles Governing an Audit of a Financial
Report at explanatory guidance paragraph 8 and footnote 2: and
ASA 220 Quality Control for Audits of Historical Financial Information at
explanatory guidance paragraph 6 and 45 and footnote 1

The APESB needs to clearly state that while APS 5 does not explicitly have the force of
law, reference made to ‘quality control requirements for firms’ in legally enforceable
Auditing Standards indirectly gives content of APS 5 the same level of legally
enforceability as the explanatory guidance in which such reference is included.
Furthermore, it is only in the conduct of audits and reviews under Part 2M.3 of the
Corporation Act 2001, that the “quality control requirements for firms” included in APS
5 have any form of legal enforceability. Please refer to ASA 100 Preamble to AUASB
Standards for understanding, interpreting and applying ASA 200 and ASA 220.

Based on the above comments from the AUASB, APESB incorporated appropriate
amendments to APES 320/ ISQC 1 Exposure Draft in 2006.
Further, historically courts have considered professional standards in their judgements
and the lack of statutory legislation has not hindered the courts from interpreting
professional standards and referring to them in their judgements. A few examples of
legal precedence are APS 7 Statement of Insolvency Standards in the recent case of
Dean-Willcocks v Companies Auditors and Liquidators Disciplinary Board [2006] FCA
1438 and APS 11 Statement of Forensic Accounting Standards in Orrong Strategies V
Village Roadshow [2007] VSC 1.

6. Impact of AUASB’s proposal on the Accounting profession
The impact of the AUASB’s proposal on accounting practitioners and firms is that from
January 2010 there would be two quality control standards applicable for firms that
perform assurance and non assurance services. As both of these standards are based on
ISQC 1 this will cause confusion to the practitioners, firms and the general public.
Further, the quality control standards stipulate firm level controls, and from a
practical perspective it would be easier for one standard to stipulate firm level
controls rather than two standards to stipulate firm level controls causing confusion.
Another aspect to consider is that non assurance service lines in a firm typically provide
services to the assurance service line and the AUASB’s proposed standard is likely to
cause a burden on such service lines. The most common example is tax services.
The impact of the AUASB’s proposed standard is that these non assurance service
lines, such as tax services, would now have to consider two quality control standards
when they provide services to the same client causing unnecessary costs and
confusion. For example, consider a client to whom both audit and tax services are
provided by the same accounting firm. If the AUASB proposal goes ahead then during
the audit process, the tax service line will provide a tax provision review to the assurance
team and presumably would have to use ASQC 1. Then when the firm has to do the
financial year end tax return process, as that work will not be covered by ASQC 1, they
will have to refer to APES 320.
Thus Australia will be in an undesirable position of having two quality control standards
for professional accounting work performed to the same client.

7.

Impact Assessment Studies

It is noted that IFAC has recently commenced a development process in consultation with
the standard setting Boards of IFAC of assessing the impact of introducing a proposed
standard.
A progress report was recently presented at the IAASB National Standard Setters meeting
in Vancouver and the IESBA Board meeting in New York. The IFAC impact assessment
includes an analysis of the costs and benefits of introducing a proposed standard as well
as consideration of the following factors by the relevant IFAC Standard setting Board:
•
•
•
•
•

Set out in clear and simple language the nature of a problem the proposed
standard is going to address;
the objective(s) of the IFAC Standard setting board in addressing the problem;
the information used to inform the analysis of the options;
the final decision(s) of the board in regard to the problem
Document and communicate the process noted above.

As the AUASB is in effect duplicating an already existing mandatory requirement
for the accounting profession it is not clear from the AUASB media release whether
a cost benefit analysis has been performed in assessing the impact on the members
of the accounting profession in introducing a proposed standard ASQC 1.
Further, it should be noted since the introduction of APES 320/ISQC 1 which was
effective from 1 July 2006, all firms in Australia have gone through a process of updating
their quality control manuals, procedures and documentation to be in line with APES
320/ISQC 1. If the AUASB proposal with ASQC 1 goes ahead, then these firms will need
to incur further costs for which we do not believe the benefit has been demonstrated.
8. Public interest perspective
APES 110 Code of Ethics for Professional Accountants define Public Interest as
The public interest is defined as the collective well-being of the community of people and
institutions that the Members serve. The accountancy profession’s public consists of
Clients, credit providers, governments, employers, employees, investors, the business and
financial community, and others who rely on the objectivity and integrity of Members to
assist in maintaining the orderly functioning of commerce.

APESB is guided in its activities by “the public interest.” APESB standards are
developed with this as the overarching objective. Based on our discussions with the
AUASB they acknowledge that they have not identified any issues with the existing
quality control arrangements, nor have they have identified any gaps between ISQC 1 and
APES 320. Further we have not been made aware of any problems with the existing
arrangements such as audit failures, which may lead one to conclude that there are
problems with the existing quality control framework.
Thus it is not clear how duplicating the quality control requirements for the
accounting profession serves the public interest in the absence of a specific public
interest issue that requires the change from the existing quality control framework.
AUASB’s proposal will inevitably result in two standards in Australia dealing with
quality control as the AUASB does not have the ability to issue standards for non
assurance practices.
Conclusion and Recommendations
APES 320/ISQC 1 in its current form has existed since 2006 (and predecessor quality
control requirements have existed since 1982) and based on feedback from the
professional bodies and the regulator, it is functioning well in mandating the professional
obligations of accountants who provide public accounting services (assurance and nonassurance). As noted above the IAASB, AICPA and NZICA approach in applying the
quality control requirements is similar to the existing arrangements in Australia in the
sense that it is applied to assurance and non-assurance engagements.
As APESB has the capacity to mandate standards for all firms (whether assurance
or non-assurance) the technical staff view is that the existing arrangements should
be retained especially when it has not been demonstrated why a change from the
existing arrangements is warranted.
Technical staff recommends the following to the Board:
•
•

Technical staff to draft a response to the AUASB Exposure Draft; and
To propose to the AUASB to reconsider the issue of ASQC 1 or to exclude the
Accounting profession from ASQC 1, as the Accounting profession has been
complying with ISQC 1 equivalents since 2005 and that the duplication of ISQC 1
imposes an unreasonable burden on members of the accounting profession.

Appendix A

Selected Extracts from International Framework for Assurance Engagements issued
by the IAASB
Ethical Principles and Quality Control Standards
4. In addition to this Framework and ISAs, ISREs and ISAEs, practitioners who
perform assurance engagements are governed by:
(a) The IFAC Code of Ethics for Professional Accountants (the Code),
which establishes fundamental ethical principles for professional
accountants; and
(b) International Standards on Quality Control (ISQCs), which establish
standards and provide guidance on a firm’s system of quality control.

Scope of the Framework
12. Not all engagements performed by practitioners are assurance engagements.
Other frequently performed engagements that do not meet the above definition
(and therefore are not covered by this Framework) include:
•
•
•

Engagements covered by International Standards for Related Services,
such as agreed-upon procedures engagements and compilations of
financial or other information.
The preparation of tax returns where no conclusion conveying assurance
is expressed.
Consulting (or advisory) engagements, such as management and tax
consulting.
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Appendix C
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