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International Standard on Quality
Management

. 14U QM: Quality Management : ISQM
. AN QC: Quality Control : ISQC
« Quality Management for Firms that Perform Audits or

Reviews of Financial Statements, or Other Assurance

or Related Services Engagements
« Exposure Draft : February 2019
« Comments due: July 1, 2019

* Never Compromise Quality
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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 fulfill 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.

} WOSIFQ3 0 2AR23igo
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ISA

Proposed Application Material

Relating to
(a) Professional Skepticism

(b) Professional Judgment
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* Professional skepticism Is an important concept
that is currently defined in auditing and
assurance standards. The International Auditing
and Assurance Standards Board’'s (IAASB’s)
International Standard on Auditing (ISA) 200, for
example, defines professional skepticism as “an
attitude that includes a guestioning mind, being
alert to conditions which may indicate possible
misstatement due to error or fraud, and a critical
assessment of audit evidence
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The Components of a System of Quality Management

Governance and

leadership

Relevant Acceptance
ethical and
requirements continuance

Engagement
performance

Re :

Information and communication
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10. In incorporating the new approach into the standard, the IAASB considered many other risk
management and governance frameworks, such as the COSO Integrated Framework (2013).2 ED-
1ISQM 1 has many similarities to these frameworks, where the aim is to achieve objectives or
principles through managing risks to achieving those objectives. The IAASB also undertook outreach
with firms that have begun to adopt risk-based approaches in their systems of quality control.

11. Given the new references to quality management, the title of the standard and other references to
quality control in the requirements and application material have been changed to refer to quality
management. The IAASB recognizes that many jurisdictions have law or regulation that requires
firms to adopt ISQC 1 or otherwise refer to ISQC 1 in jurisdictional professional standards, and
changing the title may create the need for law or regulation or jurisdictional standards to be amended.
However, the IAASB notes the introduction of ED-1ISQM 2, which may also create the need for
amendments to law or regulation or jurisdictional standards. The IAASB is seeking views of
respondents as to whether the change in title will create significant difficulties in adopting the standard
at a jurisdictional level (see question 15).

The Components of a System of Quality Management

Governance and
leadership

Relevant Acceptance

ethical and Engagement

performance

requirements continuance

Information and communication

a0

2 Committee of Sponsocring Organizations of the Treadway Commission /nternal Control — Integrated Framework (2013)




COSO

e COSO Internal Control 2013

» COSO Risk 2017
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Update articulates principles of effective internal control

Control Environment

Risk Assessment

Control Activities

Information &
Communication

Monitoring Activities

© ®© N o EUEESRCEN N

Demonstrates commitment to integrity and ethical values
Exercises oversight responsibility

Establishes structure, authority and responsibility
Demonstrates commitment to competence

Enforces accountability

Specifies suitable objectives

Identifies and analyzes risk

Assesses fraud risk

Identifies and analyzes significant change

. Selects and develops control activities
. Selects and develops general controls over technology
. Deploys through policies and procedures

. Uses relevant information
. Communicates internally
. Communicates externally

. Conducts ongoing and/or separate evaluations

. Evaluates and communicates deficiencies
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MISSION,VISION, | STRATEGY BUSINESS " IMPLEMENTATION ENHANCED

GCOREVALUES DEVELOPMENT OBJECTIVE : & PERFORMANCE VALUE

FORMULATION
1 Governance -7 Strategy & | Performance Review | Information,
& Culture \! Objective-Setting & Revision Communication,
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Section 3B — General Considerations

Objective of the Standard

16. The Obj ective of the firm "jl the Design, implement and operate a system of quality management I
context of the standard is to

design, implement and operate a )
system of quality management. Objective of the system of quality management

17. The System of quality Provide the firm with reasonable assurance that:
management is designed to (a) The firm and its personnel fulfill their responsibilities in accordance

g
|
:

achieve the following two with professional standards and applicable legal and regulatory
. . . requirements, and conduct engagements in accordance with such

objectives, which are similar to standards and requirements: and

the objectives in extant 1SQC 1: (b) Engagement reports issued by the firm or engagement partners

are appropriate in the circumstances.

(a) The firm and its personnel
fulfill 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 reporis issued by the firm or engagement pariners are appropriate in the
circumstances.

18. An effective system of quality management provides the firm with reasonable assurance regarding
the achievement of the two objectives (see paragraph A3 of ED-ISQM 1). A system of quality
management cannot be designed to provide absolute assurance, because of the inherent limitations
of a system, for example, human error or uncertainty in judgments. The term "reasonable assurance”
rather than "absolute assurance” acknowledges that limitations exist in all systems of guality
management, and that uncertainties and risks may exist that cannot be predicted. Accordingly, the
objective of the system of quality management is to provide the firm with reasonable assurance
regarding the achievement of the objectives. In this context, reasonable assurance is not intended to
be obtained through independent assurance that the system is effective (i.e., in the case of an
assurance engagement). Instead, reasonable assurance is obtained through the operation of the aq
system as a whole. This approach is similar to other risk management and governance frameworks.




msﬁﬂﬁuguauagé’ o

. éﬂﬁ'ne'\uﬁaaﬁq%umi'mqﬂszaeﬁﬁ’ﬂuqmﬂﬂw LN D
aﬁ’uagumsaamwu msﬁ'ﬁwumsu%msqmmwiﬂ‘(ﬁ’

Qs

BAUBIFN

[= -

ﬁﬁo'l SUHRAYaU Responsibility LLa® Accountability

1
Qs 1

HINUADAUNTN ; Tone of the Top

]

Iﬂi\‘l §51999ANS NISHAURNIYITY

NINYINS

a5




2. N52UIUNTISUSTLHUAIMNLTYIYDIAT1UNITU

e The Firm’s Risk Assessment Process
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Establish quality
objectives

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

Additional quality objectives beyond those
required by the standard, when those objectives
are necessary to achieve the objective of the
standard
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29.

30.

EXPLANATORY MEMORANDUM TO ED-ISQM 1

The IAASB is of the view that the quality objectives in ED-ISQM 1 are comprehensive and, if properly
addressed by a firm, will result in the system providing reasonable assurance that its objectives have
been achieved. However, the IAASB recognizes that the nature and circumstances of firms and the
engagements they perform will vary, which may give rise to the need for the firm to establish
additional quality objectives beyond those set out in the standard in order to achieve the objective of
the standard. Accordingly, the firm is required to establish additional quality objectives beyond those
required by the standard, when those objectives are necessary to achieve the objective of the
standard (see paragraph 26 of ED-ISQM 1). This requirement will also aid in keeping the standard fit
for purpose and adaptable to a changing environment. A description of the purpose of each
component has been included in each lead-in to the requirement to establish quality objectives.®

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

Establish quality
objectives Additional quality objectives beyond those
required by the standard, when those objectives

are necessary to achieve the objective of the
standard

The IAASB debated whether there should also be a requirement for firms to establish more granular
quality objectives than those required by the standard in order to facilitate the identification and
assessment of quality risks, i.e., a requirement for the firm to break down the quality objectives
required by the standard into more specific quality objectives. The IAASB agreed that such a
requirement would not be necessary, as some firms may identify high-level objectives that may be
as effective in providing a basis for the identification and assessment of quality risks as firms that
choose to establish more granular quality objectives. Accordingly, establishing more granular quality
objectives is not required (see paragraph A49 of ED-ISQM 1).

a9
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[ Quality risks (the whole population) ]

@
Is there a reasonable possibility of the risk occurring? N
]

@
° Yes
Step 1: Would the quality risk individually have a significant
Identify the effect on the achievement of a quality objective(s)?
quality risks
\J
Would the quality risk in No required
combination with other quality risks further action

have a significant effect on the
achievement of a quality
objective(s)?

2es0c0eccso@
>
’d

’Step 2: Assess Identified quality risk that is required to be assessed:
Assess the quality risk to provide a basis for the design and implementation of the
related responses. In doing so, assess the possibility of the quality risk occurring and

the quality
risks the effect on the achievement of a quality objective(s).
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