Australian Government Podium Level 14, 530 Collins Street

" Auditing and Assurance Standards Board

Melbourne VIC 3000 Australia

AUASB Agenda Paper

Project: AUASB Framework and Meeting: 10 & 12 March 2021
Process Plan

Topic: Revised Foreword to AUASB Agenda Item: 3.0
Pronouncements
Strategic
Objective: 1&2 Decision-
Making: Final Review for Approval
ATG Matthew Zappulla
Staff: Johanna Foyster Project Completion
Status:

Action Required and Decisions to be Made

1 For the AUASB to review and approve the revised Foreword to AUASB Pronouncements
(Foreword) (refer Agenda Item 3.1).

ATG Recommendations Overview and Questions for the Board

Question for the Board ATG Recommendation/Overview

Does the AUASB support the revised The AUASB Technical Group Staff (ATG)

Foreword at Agenda Item 3.17 recommends approval of the revised Foreword to be
issued — refer to Matters for Board Consideration
and Discussion (Part A of this Paper).

Does the AUASB support the ATG’s The ATG is of the view that public exposure of the
view that public exposure of the revised Foreword document is not required on the
revised Foreword is not necessary. basis that changes to the extant document are not
significant in nature and to align the document with
the AUASB’s Due Process Framework for Developing,
Issuing and Maintaining AUASB Pronouncements
and Other Publications document (Due Process
Framework), which was finalised and approved by
the Board at its December 2020 meeting and
subsequently published on the AUASB website —
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Question for the Board ATG Recommendation/Overview

refer to Matters for Board Consideration and
Discussion (Part B of this paper).

Background

2

At the March and April 2020 AUASB meetings, a number of AUASB members expressed
concern about certain elements of the AUASB’s framework and processes related to
standard-setting, including the process the AUASB and ATG undertakes when revising AUASB
Guidance Statements.

At the May 2020 AUASB meeting, a plan was endorsed to review and update a number of
AUASB framework and process documents, and associated operational procedures, related
to the AUASB’s standard setting process, to provide clarity and certainty for AUASB
members, staff and stakeholders.

As part of this overall plan, the AUASB was requested to review the Foreword, not only to
consider whether the current wording that determines when and for what purpose the
AUASB issues Guidance Statements are appropriate but also to consider whether other
aspects of the pronouncement, which was last updated in 2012, were still current and fit for
purpose.

The Foreword is a formal framework pronouncement issued by the AUASB under s227B of
the Australian Securities and Investments Commission Act 2001, as amended (ASIC Act). As
the Foreword is not a standard, and does not establish requirements for undertaking and
reporting on audits or other assurance engagements, it is not issued under s336 of the
Corporations Act 2001 and therefore is not a legislative instrument.

The purpose of the Foreword is to set out an overview of the range and hierarchy of
pronouncements and other materials issued by the AUASB.

The Foreword complements and is to be read in conjunction with the:

(a) AASBand AUASB Board Charter (Board Charter)

The Board Charter outlines the main corporate governance principles that apply to the AUASB,
including the Board’s objectives, functions, powers, and meeting and voting procedures.

(b)  Auditing Standards ASA 100 Preamble to AUASB Standards and ASA 101 Preamble to
Australian Auditing Standards (Preambles)

The Preambles together explain the authority and legal enforceability of AUASB Standards and
how standards are to be understood, interpreted and applied. The Preambles furthermore set
out the mandatory and non-mandatory components of standards.

(c) Due Process Framework for Developing, Issuing and Maintaining AUASB
Pronouncements and Other Publications (Due Process Framework)

The AUASB’s Due Process Framework sets out the principles underlying the AUASB’s due
process and describes the processes followed by the AUASB to ensure that pronouncements
and other materials issued by the AUASB are developed, issued and maintained with proper
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regard to the public interest, are principles-based, of a high quality, clearly stated and concise,
and meet the needs of stakeholders.

Previous Discussions on Topic
May - September 2020

8  The AUASB considered and provided feedback on the proposed revised Foreword at the
following AUASB meetings:
(a) May 2020 — see Agenda Item 2
(b) June 2020 — see Agenda Item 5
(c) September 2020 — see Agenda Item 3

9 At the September 2020 meeting, the AUASB was also presented with a paper reviewing the
effectiveness of the current AUASB Preambles to AUASB Standards (ASA 100 and ASA 101).
The AUASB supported a project to review and amend the Preambles into a single document
which will improve understanding of the key components of AUASB Standards.

December 2020

10 At the December 2020 AUASB meeting, the Board considered and approved the AUASB’s Due
Process Framework, which replaced the existing AUASB Functions and Processes
(September 2014) publication.

11 The finalised document was published on the AUASB’s website in December for a short
comment period, complimented by targeted outreach with key stakeholders. CA ANZ and
CPA Australia responded. Feedback was very positive with only minor editorial changes
suggested.

12 At the December 2020 meeting, the ATG informed the Board that the Foreword document,
presented to the Board at the September meeting, will need to be updated subsequent to
the meeting to align with the final approved Due Process Framework, and to address any
further feedback from the Board that may flow from the December meeting.

Matters for Board Consideration and Discussion

A. Summary of Key Changes to the Foreword tabled at the September 2020 AUASB meeting

13 This section provides a summary of the key changes made to the revised Foreword that was
tabled at the September 2020 AUASB meeting for Board consideration in conjunction with
the Board’s review of the AUASB Due Process Framework. Agenda Item 3.2 provides a
‘mark-up’ of changes since the September 2020 AUASB meeting.
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14

These changes were in response to:

. feedback received from AUASB members out of session following the September 2020
AUASB meeting;

. a final review by the ATG to ensure the Foreword aligns with the final approved AUASB
Due Process Framework published in December 2020;

° the ATG’s preliminary review of the AUASB Preambles (ASA 100 and ASA 101); and

° a final review by the ATG to improve the structure and flow of the document and to
remove unnecessary detail or duplication of content located in the AUASB’s Due
Process Framework - to clearly distinguish between high level principles and processes.

Changes in response to additional AUASB member feedback

15

The Foreword was updated as follows in response to feedback provided by Board members
since the September 2020 AUASB meeting:

New paragraph 2 and footnote 1 - The September version of the Foreword listed the “Board
Charter” and “Due Process Framework” documents as examples of “Other Publications” issued
by the AUASB. The ATG agreed with Board member feedback that these documents looked out
of place under this heading. Rather, these documents are framework or policy documents to
be read in conjunction with the Foreword.

(a)  Paragraph 2 has been added to the “Introduction” to the Foreword and clarifies that
these documents work in concert and compliments each other.

(b)  Footnote 1 has been added, linked to paragraph 2, to expand on “public interest” and to
include a reference to the AUASB’s “Public Interest Framework”, attached as Appendix 1
to the Due Process Framework document.

Changes to align the Foreword and Due Process Framework documents

16

17

18

As noted in paragraphs 6-7 above, the purpose of the Foreword is to set out an overview of
the range and hierarchy of pronouncements and other materials issued by the AUASB and
needs to be read in conjunction with the Board Charter, Preambles and, in particular, the
AUASB Due Process Framework, which sets out the principles underlying the AUASB’s due
process and describes in more detail the processes followed by the AUASB when setting
standards and formulating guidance.

As the Foreword and Due Process Framework complement each other, the ATG has reviewed
and updated these documents collectively and holistically to ensure they align, in order to
minimise any consequential amendments or unintended inconsistencies.

The ATG has also undertaken a final review of the proposed revised Foreword to confirm that
it aligns with the final Due Process Framework approved in December 2020.

For changes made to the September version of the Foreword to align it to the final approved
Due Process Framework, refer to Attachment 1 of this Agenda Paper.
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Changes from the ATG’s Preliminary Review of AUASB Preambles

19 At the September 2020 AUASB meeting, the AUASB was presented with a paper reviewing
the effectiveness of the two Preambles to the AUASB Standards, ASA 100 and ASA 101. At
this meeting, the AUASB supported the ATG’s proposal to initiate a project to review and
possibly amend ASA 101 to improve stakeholder understanding of key components of AUASB
Standards and that the feasibility be explored of replacing ASA 100 and ASA 101 with only
one Preamble that will apply to all AUASB Standards.

20 As part of the ATG’s preliminary review of the Preambles, focussing on paragraphs that are
contained in ASA 100 but not carried forward to ASA 101, the ATG identified content from
ASA 100 that overlapped with, or could potentially be moved to the revised Foreword:

Foreword updated as follows:

. New paragraph 5 (based on ASA 100, paragraph 43)

. New footnote 4, linked to paragraph 6 of the Foreword (based on ASA 100, paragraph 44)
o New footnote 6 (based on ASA 100, paragraph 7)

Foreword not updated:

At the September meeting the ATG also highlighted paragraphs 33-35 of ASA 100 for possible
inclusion in the Foreword. These paragraphs explain that AUASB Standards are framework neutral,
applicable to all sizes of entities and sector neutral.

As the purpose of the Foreword is only to provide an overview of the pronouncements and other
materials issued by the AUASB, the ATG considered that this information was too detailed for
inclusion in the Foreword and better placed in the Preamble which will explain the key components of
AUASB Standards.

Other Changes

21 References to ASQC 1 in the extant document has been replaced by references to “Australian
Standards on Quality Management” — see new footnote 11 and Appendices 1 and 2.

Finalisation of Foreword

22 The ATG welcomes additional feedback on the Foreword document, in particular where
AUASB members consider the document does not reflect previous deliberations by the
AUASB or contains matters which require further consideration or updating.

Board members are requested to provide any feedback to the ATG prior to the March 2021
AUASB meeting to facilitate the finalisation of the document’s review and approval at the
meeting. Any recommended wording or specific suggestions for improvement will be most
helpful in assisting the ATG in finalising a ‘turn-around’ document for final consideration and
approval by the Board on the second day of the meeting.
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B. Public Exposure

23 ltis the view of the ATG that the proposed changes to Foreword do not require public
exposure, as these changes are not significant but rather editorial in nature and to align the
document with the AUASB’s Due Process Framework, that was finalised and approved by the
Board at its December 2020 meeting.

24  Further, the final Due Process Framework was published via the AUASB website in
December 2020 for a short comment period. CA ANZ and CPA Australia have responded with
positive feedback, with only minor editorial changes suggested.

25 The ATG also notes that the Board did not expose changes made to the Framework for
Assurance Engagements back in June 2020 (which were also minor).

Next steps

AUASB website

26 A project is currently underway to re-design the AUASB website. As part of this project, the

ATG will undertake a review of, and update, the AUASB website to align with the new AUASB
Due Process Framework, revised Framework pronouncements and related new/revised
policy documents. In the interim, some of the content and terminology used on the AUASB
website may be inconsistent with these documents.

Materials Presented

Agenda Paper 3 AUASB Agenda Paper

Agenda Paper 3.1 Revised Foreword to AUASB Pronouncements - CLEAN VERSION

Agenda Paper 3.2 Revised Foreword to AUASB Pronouncements - MARKUP from
September 2020 AUASB meeting
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27 Summary of changes made to the September version of the Foreword to align with the final Due Process Framework document which was
approved by the AUASB at its December 2020 meeting and subsequently published on the AUASB website:

Foreword para(s)

Explanation

Para 1 (amended)

To clarify that the purpose of the Foreword is to provide an overview of the range and hierarchy of pronouncements and other
materials issued by the AUASB. The Due Process Framework provides the detail of the process by which these documents are
developed, maintained and issued. This section also now aligns with wording used in the Preface to the Foreword.

Paraland
throughout the
document
(amended)

The term “Publications” have been replaced by “Materials” or “Non-Authoritative Materials” (as applicable) in both documents
(in line with the IAASB). The term “Publications” are used to refer to a sub-category of documents under the broader category
of “Non-Authoritative Materials”, mostly when referring to special once-off AUASB publications, such as: Audit Committees: A
Guide to Good Practice and Audit Quality in Australia: The Perspectives of Professional Investors.

Paras 3-4 (amended)
Para 5 (new)
Footnote 2 (new)

Minor amendments made to align with wording used in the Due Process Framework (paras 8-12). A new footnote 2 has been
inserted to point to the relevant sections of the Charter and Due Process Framework documents, where more detail about the
AUASB’s mandate and strategic directive can be found.

Para 6 (new) and
Para 7-9 (re-located)
Footnotes 3-7 (new)

The ATG has moved content included under the heading “Compliance” located at the back end of the extant Foreword
(previously paras 23-25) to now follow the paras setting out the AUASB’s standard-setting functions under its legislative
mandate (paras 3-5). Also, the heading of the section has been amended to “Compliance and Enforcement”.

A new para 6, based on relevant content from para 17 (see page 8) of the Due Process Framework has been added to further
clarify the legal status and enforceability of AUASB Standards.

New footnote references have been included to the relevant sections of the ASIC Act (footnotes 3 & 5) and the Corporations
Act (footnote 6). New footnote 4 provides a clear link to the Preambles and is based on para 44 of ASA 100. New footnote 7
now references the applicable APESB standard APES 210.

Auditing and Assurance Standards Board, PO Box 204, Collins Street West, Victoria 8007
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Paras 10-11 (new)
Footnote 8 (new)

New para 10 has been added to clearly distinguish between AUASB Pronouncements (which are authoritative) and Other
Materials (not authoritative) - based on the introduction (para 16), and headings and structure used in paras 17 - 23 of the Due
Process Framework document.

New para 11 and new footnote 8 point the reader to the Due Process Framework document, which outlines the factors that
will be considered by the AUASB when deciding on the appropriate type of pronouncement and/or non-authoritative material
toissue in different circumstances. New para 11 is based on para 26 of the Due Process Framework.

Para 12 (amended)
Paras 13-14 (new)

The term “authoritative” is defined in para 18 of the Due Process Framework document. For the sake of clarity, this definition
has also been included in the Foreword as new para 13.

Para 14 was added to clarify that not all authoritative pronouncements issued by the AUASB are legally enforceable. This para
is based on similar content included in the Due Process Framework document at para 17 (on page 8) and para 19.

Para 15 Individual paragraphs in the extant Foreword explaining the purpose of each type of Framework Pronouncement, have been
(content re- moved to the appropriate sub-headings in para 15.
organised)

Para 16 (new)

Based on para 17 (on page 9) of the Due Process Framework.

Para 17 Individual paragraphs in the extant Foreword explaining application of each type of AUASB Standard, has been moved to the
(content re- appropriate sub-headings in para 17.
organised)

Para 18 (new)

Based on para 17 (on page 8) of the Due Process Framework.

Para 19 (new)

Based on para 19 of the Due Process Framework. Establishes a link to the AUASB Preambles which explain in greater detail the
authority and legal enforceability of AUASB Standards, how standards are to be understood, interpreted and applied, and
identifies the mandatory and non-mandatory components of standards.

Paras 20-22
(amended)

Aligned closer to para 17 (on page 9) of the Due Process Framework. Factors the AUASB will take into consideration to
determine whether it is appropriate to issue a new/updated Guidance Statement, are now located in Due Process Framework.

Para 23 (new)
Footnote 13 (new)

This paragraph has been added to point readers to the Due Process Framework which outlines in more detail the circumstances
that may lead to the AUASB issuing guidance materials and the factors the AUASB will consider in determining the appropriate
form of guidance — that is, whether to update the application material in a standard, issue an authoritative Guidance Statement
or other non-authoritative guidance materials. The relevant paragraphs in the Due Process Framework are specified in a new
footnote 13.

Extant para 16
(deleted)

This paragraph now resides in the Due Process Framework (see para 229)
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Paras 24-26 (new)
Footnote 14 (new)

These paragraphs have been added to explain the purpose and authority of non-authoritative materials issued by the AUASB
(in contrast to the authoritative pronouncements in the preceding section).

New para 24 mirrors para 21 of the Due Process Framework. Para 25 has been added to point the reader to Due Process
Framework document which outlines in more detail the circumstances that may lead to the AUASB issuing guidance materials
and the factors the AUASB will consider in determining the appropriate form of guidance in the circumstances. The relevant
paragraphs in the Due Process Framework are specified in a new footnote 14. The example in para 25 mirrors the example
provided at para 33 of the Due Process Framework.

Footnote 15 (new)

This footnote points readers to the relevant section in the Due Process Framework for more detail on information included in a
Basis for Conclusions document.

Para 32 (new)
Footnotes 16, 17
(new)

The Due Process Framework (paragraph 22) also includes “AUASB Consultative Documents” as a category of non-authoritative
materials issued by the AUASB. To align the Foreword with the Due Process Framework, a paragraph has been added to also
identify this category of materials in the Foreword. New para 32 is based on para 64 of the Due Process Framework whilst new
footnote 16 mirrors footnote 39 in the Framework.

Para 33-35 The heading of this sub-section of Non-Authoritative Materials have been amended to include all other publications and
(new/amended) materials issued by the AUASB/ATG. Para 34 has been added to provide examples of other materials that may be published on

the AUASB website and aligns with the examples listed in paras 22 and 236 of the Due Process Framework document.
Appendix 1 Appendix 1 has been updated to also cover ‘Non-Authoritative Materials’. The same diagram is included in the Due Process
(amended) Framework document as Appendix 2
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PREFACE

Reasons for Issuing the Foreword to AUASB Pronouncements

The Auditing and Assurance Standards Board (AUASB) is an independent, non-corporate
Commonwealth entity of the Australian Government, established under section 227A of the Australian
Securities and Investments Commission Act 2001, as amended (ASIC Act).

The AUASB issues the Foreword to AUASB Pronouncements under its powers described in
section 227B of the ASIC Act.

Main Features

The Foreword to AUASB Pronouncements sets out an overview of the pronouncements and other
materials issued by the AUASB.

The Foreword to AUASB Pronouncements does not itself establish requirements for the performance
of audit, review, other assurance engagements, and related services engagements. Accordingly, the
AUASB has not issued the Foreword to AUASB Pronouncements for the purposes of the Corporations
Act 2001.
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AUTHORITY STATEMENT

The Auditing and Assurance Standards Board (AUASB) formulates the Foreword to AUASB
Pronouncements, pursuant to section 227B of the Australian Securities and Investments
Commission Act 2001.

Dated: XX March 2021 WR Edge
Chair - AUASB



Foreword to AUASB Pronouncements

Introduction

1.

The purpose of this Foreword to AUASB Pronouncements (Foreword) is to set out an
overview of the range and hierarchy of pronouncements and other materials issued by the
Auditing and Assurance Standards Board (AUASB).

The Foreword is to be read in conjunction with the:

(@) AASB and AUASB Board Charter (Board Charter)

The Board Charter outlines the main corporate governance principles that apply to the
AUASB, including the Board’s objectives, functions, powers, and meeting and voting
procedures.

(b) Auditing Standards ASA 100 Preamble to AUASB Standards and ASA 101 Preamble
to Australian Auditing Standards (Preambles)

The Preambles together explain the authority and legal enforceability of AUASB
Standards and how standards are to be understood, interpreted and applied. The
Preambles furthermore set out the mandatory and non-mandatory components of
standards.

© Due Process Framework for Developing, Issuing and Maintaining AUASB
Pronouncements and Other Publications (Due Process Framework)

The AUASB’s Due Process Framework sets out the principles underlying the
AUASB?’s due process and describes the processes followed by the AUASB to ensure
that pronouncements and other materials issued by the AUASB are developed, issued
and maintained with proper regard to the public interest!, are principles-based, of a
high quality, clearly stated and concise, and meet the needs of stakeholders.

The Auditing and Assurance Standards Board

Legislative Mandate

3.

The AUASB is an independent, non-corporate Commonwealth entity of the Australian
Government established under section 227A of the ASIC Act. The AUASB operates within a
framework set out in Part 12 of the ASIC Act.

Under section 227B of the ASIC Act, the functions of the AUASB include making Auditing
Standards under section 336 of the Corporations Act 2001 (Corporations Act). The AUASB
may also formulate other assurance standards and guidance on audit and assurance matters.

In fulfilling its standard-setting function, the AUASB develops standards that have a clear
public interest focus and are of a high quality. Wherever possible, the AUASB uses, as
appropriate, standards issued by the International Auditing and Assurance Standards Board
(IAASB) as a base from which to develop audit and audit-related standards in Australia.
AUASB Standards are designed to strengthen confidence in the assurance provided by audit
and other assurance engagements.?

Itis in the public interest that stakeholders have confidence in both the quality of pronouncements and other materials issued by the
AUASB, as well as the credibility of the process by which these pronouncements and materials are developed. The AUASB’s Due
Process Framework is designed to ensure that AUASB pronouncements and other materials are developed in accordance with the
principles of the ‘Public Interest Framework for the Development of AUASB Pronouncements’ (Public Interest Framework), set out in
Appendix 1 of the Due Process Framework. The Public Interest Framework, together with due process, articulate the public interest
responsiveness of AUASB audit-related standard-setting.

For further background on the AUASB’s mandate and strategic directive, refer to sections 2-4 of the AUASB Board Charter and
section II of the AUASB’s Due Process Framework.
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Compliance and Enforcement

6.

The extent of compliance required with AUASB Standards is determined by the legislative or
regulatory requirements of relevant industry regulators, and/or an entity’s constitution or other
governing documents, in conjunction with the application paragraphs of the pronouncements:

o Standards made and issued under section 336 of the Corporations Act for the purposes
of the corporations legislation have legal status and must be complied with under the
Act.® These standards are classified as disallowable legislative instruments under the
Legislation Act 2003.*

o Auditing and assurance standards may also be issued for other purposes.® These
standards do not have legal effect under the Corporations Act itself but may be legally
enforceable under other legislation or authority.

Auditing Standards issued by the AUASB under the Corporations Act, are legally enforceable
by the Australian regulator — the Australian Securities and Investments Commission (ASIC).°®
ASIC conducts regular inspection programmes as an integral part of its enforcement
responsibilities.

Through the standards issued by the Accounting Professional & Ethical Standards Board
(APESB), members of the Australian Professional Accountlng Bodies are compelled to
comply with the requirements of AUASB Standards.’

Member compliance is enforced through the inspection programmes of the Professional
Accounting Bodies, who are also responsible for member disciplinary action.

Categories of Pronouncements and Other Materials issued by the AUASB

10.

11.

Standards, guidance and other materials issued by the AUASB adhere to a hierarchy of
authority and will fall into one of the following categories:

@ authoritative pronouncements; and
(b) non-authoritative materials.

Diagrams which illustrate the range and authority of pronouncements issued by the AUASB
are contained in the Appendices to this Foreword.

The AUASB will apply appropriate judgement to determine the most suitable type of
pronouncement and/or non-authoritative material to issue in the specific circumstances, taklng
into consideration a range of factors as outlined in the AUASB’s Due Process Framework.?

Authoritative Pronouncements

12.

The AUASB issues the following types of authoritative pronouncements pursuant to its
mandate under section 227B of the ASIC Act:

@ Framework Pronouncements;
(b) Standards; and

©) Guidance Statements.

Pursuant to section 227B(1)(a) of the ASIC Act.

The AUASB has adopted certain drafting principles (see ASA 100 and ASA 101, as applicable) in making Auditing Standards under the
Australian regulatory environment, wherein the Auditing Standards are legally enforceable and registered as legislative instruments
under the Legislation Act 2003.

Pursuant to section 227B(1)(b) of the ASIC Act.

Section 307A of the Corporations Act gives legal backing to the auditing standards, as it requires auditors to conduct audits and reviews
of financial reports prepared under Part 2M.3 of the Act in accordance with auditing standards.

See APES 210 Conformity with Auditing and Assurance Standards, issued by the APESB.

See paragraphs 24-34 of the AUASB’s Due Process Framework.
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13.

14.

The term “authoritative” is used to refer to AUASB pronouncements that are formally
approved and issued by the AUASB. AUASB pronouncements are developed, issued and
maintained in accordance with the AUASB’s Due Process Framework.

Not all authoritative pronouncements issued by the AUASB are legally enforceable. The
extent of compliance required with AUASB pronouncements is determined by the legislative
or regulatory requirements of relevant industry regulators, and/or an entity’s constitution or
other governing documents, in conjunction with the application paragraphs of the
pronouncements. The individual issued AUASB pronouncement will explain the status of the
material it contains.

Framework Pronouncements

15. The AUASB issues framework pronouncements to provide information, structure and context
to the pronouncements and other materials that it issues. The framework pronouncements
comprise:

@ Foreword to AUASB Pronouncements
The Foreword to AUASB Pronouncements sets out an overview of the range and
hierarchy of pronouncements and other materials issued by the AUASB.

(b) Framework for Assurance Engagements
The Framework for Assurance Engagements defines and describes the elements and
objectives of an assurance engagement, and identifies engagements to which
Australian Auditing Standards, Standards on Review Engagements, Standards on
Assurance Engagements and Standards on Related Services apply.

©) AUASB Glossary
The AUASB Glossary sets out terms that are defined or used in the AUASB Standards.

16. Framework pronouncements, whilst formally approved and issued by the AUASB, do not
include any additional requirements or extend or vary the existing requirements of any
AUASB Standards, and do not have legal enforceability.

Standards

17. The AUASB issues the following types of standards:

@ Australian Auditing Standards (ASAS)
ASAs issued by the AUASB comprise Auditing Standards and certain Standards on
Review Engagements made under section 336 of the Corporations Act. ASAs, whilst
developed in the context of financial report audits, are to be applied also, as
appropriate, to all audits of other historical financial information.

(b) Standards on Review Engagements (ASRES)

ASREs are to be applied to the review of a financial report and the review of other
historical financial information.

©) Standards on Assurance Engagements (ASAES)

ASAEsS are to be applied to assurance engagements dealing with subject matters other
than historical financial information.’

9

Examples of such subject matters include the efficiency and/or effectiveness of an entity’s activities, prospective financial information
and the effectiveness of internal controls.
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18.

19.

(d) Standards on Related Services (ASRSS)

ASRSs are to be applied when an assurance practitioner is engaged to undertake
engagerrllgznts other than assurance engagements covered by ASAs, ASRES or
ASAEs.

These standards are collectively referred to as the “AUASB Standards™*.

Standards made by the AUASB establish mandatory requirements and also include related
application and other explanatory material essential for a proper understanding of a standard
and application of its requirements. Auditors and assurance practitioners must have regard to
such application and explanatory material when applying standards.

The AUASB Preambles'? explain in greater detail the authority and legal enforceability of
AUASB Standards, how standards are to be understood, interpreted and applied, and identifies
the mandatory and non-mandatory components of standards.

Guidance Statements

20.

21.

22.

23.

Guidance Statements provide guidance to auditors and assurance practitioners on the
application of AUASB Standards and assist auditors and assurance providers to comply with
Standards. Guidance Statements are intended to assist auditors and assurance practitioners in
applying an existing standard(s) of general application to particular circumstances or
specialised industries/sectors.

Accordingly, Guidance Statements refer to, and are written in the context of:
@ specified AUASB Standards; and
(b) where relevant, legislation, regulation or other authoritative publication.

Guidance Statements, whilst formally approved and issued by the AUASB, do not establish
new principles or amend existing standards. Guidance Statements therefore do not include
any additional requirements or extend or vary the existing requirements of any AUASB
Standards and do not have legal enforceability.

The AUASB’s Due Process Framework outlines the circumstances that may lead to the
AUASB issuing guidance materials and identifies factors the AUASB will consider in
determining the form of guidance that will be appropriate in the circumstances. In deciding on
the form of guidance, the AUASB considers the level of authority required to meet the
informational need. Where there is a need for authoritative guidance, the AUASB has the
option to include the guidance in a standard(s) as new/amended application and explanatory
material, or to issue/amend a separate Guidance Statement. Alternatively, the AUASB may
determine that non-authoritative guidance materials may be more suitable in the
circumstances.*®

Non-Authoritative Materials

24.

The AUASB may also issue non-authoritative materials if it considers that doing so would
improve audit and assurance quality and consistency in application, or to raise awareness of
the auditing and assurance implications of new or emerging issues in the public interest. Such
non-authoritative materials do not have the status of AUASB Standards or Guidance
Statements. Non-authoritative materials do not establish or extend requirements for the
performance of engagements under the AUASB Standards.

Examples of financial and non-financial subject matters on which Standards on Related Services may be applied include: Agreeing the
eligibility of expenditures claimed from a funding program; Recalculating revenues for determining royalties, rent or franchise fees
based on a percentage of revenues; Confirming the calculation of capital adequacy ratios for regulatory authorities; Observation of the
destruction of fake or defective goods reported to a regulatory authority; and Tracing data generating processes for lottery draws
reported to a regulatory authority.

AUASB Standards include Australian Standards on Quality Management for audit, review, other assurance, and related services
engagements.

See ASA 100 and ASA 101, as applicable.

See paragraphs 29-33 and 221-223, 231 of the AUASB’s Due Process Framework.
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25. The AUASB’s Due Process Framework outlines the circumstances that may lead to the
AUASB issuing guidance materials and identifies factors the AUASB will consider in
determining the form of guidance that will be appropriate in the circumstances.** Non-
authoritative materials may be appropriate in the following circumstances:

(@) urgent guidance is necessary to address a significant issue or support the
implementation of a new/revised standard, and this can be developed and issued more
promptly than the development/revision of a formal AUASB Guidance Statement; or

(b)  further guidance is desired to clarify, explain or interpret the requirements of a new/
revised Standard or Guidance Statement for a particular industry or sub-sector.

26. The diagram in Appendix 1 of this document provides an outline of the types of non-
authoritative materials issued by the AUASB.

Explanatory Guides

217. The AUASB issues Explanatory Guides to provide additional information about specific
aspects of a standard(s), such as the deliberations undertaken by the AUASB when assessing
their need and purpose. For example: the Explanatory Guide to AUASB Standards Applicable
to Review Engagements, explains the historical background to the development of the suite of
review standards and when each standard is to be used.

28. Explanatory Guides are not Guidance Statements that provide guidance to auditors and
assurance practitioners on the application of AUASB Standards. Explanatory Guides do not
establish or extend requirements for the performance of engagements under the AUASB
Standards.

Basis for Conclusions

29. Whenever the AUASB has made decisions on substantive matters relating to the development
of a standard, details of the matter, the options considered and the reasons supporting the
conclusions made are documented in a Basis for Conclusions document.™

AUASB Bulletins

30. AUASB Bulletins are issued to either raise a general awareness of matters that are of interest to
auditors and assurance practitioners or provide specific guidance on entity or industry specific
matters for which an AUASB Guidance Statement is not required or appropriate.

31. AUASB Bulletins are designed to address matters of principle as they relate to market
conditions or specific technical issues, and how these may impact the work of auditors. They
do not provide authoritative guidance and do not amend existing AUASB Standards or
Guidance Statements.

AUASB Consultative Documents

32. As part of the AUASB’s consultation process, the AUASB may issue various consultative
documents to set out the details of the matter(s) on which the AUASB is consulting and
seeking input from stakeholders prior to making decisions. Typical consultative documents
issued by the AUASB include: Exposure Drafts, Discussion Papers, Consultation Papers'® and
Invitations to Comment.*’

Other Non-Authoritative Publications and Guidance Materials

33. The AUASB may also issue other publications, either in its own right or jointly with other
bodies, on the auditing and assurance implications of emerging issues that contain

14 See paragraphs 29-33 and 221-223, 231 of the AUASB’s Due Process Framework.

15 For further detail on information included in a Basis for Conclusions document, see paragraphs 193-194 of the AUASB’s Due Process
Framework.

16 For example, when the IAASB issues an Exposure Draft (ED), the AUASB concurrently issues the unmodified IAASB ED in Australia
along with Australian-specific commentary in the form of an AUASB Consultation Paper ‘wrapped around’ the IAASB ED.

17 See paragraph 64 of the AUASB’s Due Process Framework.
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34.

35.

observations or findings deemed critical for audits and/or auditors. For example: Audit
Committees: A Guide to Good Practice (issued jointly with the Australian Institute of
Company Directors and The Institute of Internal Auditors Australia).

The AUASB or technical staff may also publish the following materials on the AUASB
website:

responses to Frequently Asked Questions (FAQS);
periodic newsletters and news alerts;
implementation support materials;

other contextual, supportive and educational materials related to pronouncements,
including webcasts, podcasts, articles, presentations for conferences and training
materials; and

AUASB research reports.

These materials do not have authoritative status and do not add or change requirements in
AUASB pronouncements.

* * *

-11 -
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Appendix 1
Categories of Pronouncements and Other Materials issued by the AUASB

Authoritative AUASB Pronouncements

Foreword

Glossary

Australian Standards on Quality Management

Assurance No Assurance

Framework for Assurance Engagements

Audits and Reviews of Assurance Engagements FEngagements Other than
Historical Financial Other than Audits and Audits, Reviews and Other
Information Reviews of Historical Assurance Engagements

| Financial Information

Australian
Auditing

Standards on Standards on Standards on
Review Assurance Related
Standards

Engagements Engagements Services

AUASB Guidance Statements

Non-Authoritative Materials

AUASB Publications and Guidance Materials Technical Staff Guidance and Other Materials
Explanatory Guides Frequently Asked Questions
Basis for Conclusions Newsletters and news alerts
AUASB Bulletins Implementation support materials
AUASB Consultative Documents Other contextual, supportive and education

materials, webcasts, podcasts, articles,
presentations and training materials
Research reports

Framework Standards Guidance Statements Non-Authoritative
Pronouncements Materials

] [ ] [ ]
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Appendix 2

Overview of Numbering System used in AUASB Standards

Auditing Standards*

100 Preamble to AUASB Standards

101 Preamble to Australian Auditing Standards
102 Compliance with Ethical Standards

200 General Principles and Responsibilities
300, 400 Risk Assessment and Responses to Assessed Risks
500 Audit Evidence

600 Using the Work of Others

700 Audit Conclusions and Reporting

800 Specialised Areas

2410, 2415 Reviews

Australian
Standards on
Quality
Management*

Standards on Review Engagements

2400 Reviews by Practitioner Who is Not the Auditor
2405 Financial Information Other than a Financial Report
2410* Reviews by the Auditor

2415* Companies Limited by Guarantee

Legend

Standards on Assurance Engagements

3000 Assurance Other than Historical Financial
Information

3100 Compliance Engagements

3150 Assurance Engagements on Controls

3402 Controls at a Service Organisation

3410 Assurance on Greenhouse Gas Statements

3420 Compilation of Pro-Forma Historical Financial
Information

3450 Fundraisings and/or Prospective Financial
Information

3500 Performance Engagements

3610 Assurance on Water Accounting Reports

Standards on Related Services

4400 Agreed Upon Procedures
4450 Comfort Letters

* Standards made under the Corporations Act 2001

Notes

Auditing Standards numbered 200 to 2415 (above) denote a series of numbers
Auditing Standards ASA 805 and ASA 810 are not made under the Corporations Act 2001
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PREFACE

Reasons for Issuing the Foreword to AUASB Pronouncements

The Auditing and Assurance Standards Board (AUASB) is an independent, non-corporate
Commonwealth entity of the Australian Government, established under section 227A of the Australian
Securities and Investments Commission Act 2001, as amended (ASIC Act).

The AUASB issues the Foreword to AUASB Pronouncements under its powers described in
section 227B of the ASIC Act.
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Main Features

The Foreword to AUASB Pronouncements sets out an overview of the pronouncements and other
publications-materials issued by the AUASB.

The Foreword to AUASB Pronouncements does not itself establish requirements for the performance
of audit, review, other assurance engagements, and related services engagements. Accordingly, the
AUASB has not issued the Foreword to AUASB Pronouncements for the purposes of the Corporations

Act 2001.
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AUTHORITY STATEMENT

The Auditing and Assurance Standards Board (AUASB) formulates the Foreword to AUASB
Pronouncements, pursuant to section 227B of the Australian Securities and Investments
Commission Act 2001.

Dated: XX March 2021 R-SimnettAOWR Edge
Chair - AUASB
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Introduction

1.

The purpose of this Foreword to AUASB Pronouncements (the-“Foreword™) is to set-outset out
an overview of the range and hierarchy of pronouncements and other
materials issued by the Auditing and Assurance Standards Board (the “AUASB?).

The Foreword is to be read in conjunction with the:

(a) AASB and AUASB Board Charter (Board Charter)

The Board Charter outlines the main corporate governance principles that apply to the
AUASB, including the Board’s objectives, functions, powers, and meeting and voting

procedures.

(b) Auditing Standards ASA 100 Preamble to AUASB Standards and ASA 101 Preamble
to Australian Auditing Standards (Preambles)

The Preambles together explain the authority and legal enforceability of AUASB
Standards and how standards are to be understood, interpreted and applied. The
Preambles furthermore set out the mandatory and non-mandatory components of
standards.

(c) Due Process Framework for Developing, Issuing and Maintaining AUASB
Pronouncements and Other Publications (Due Process Framework)

The AUASB’s Due Process Framework sets out the principles underlying the
AUASB’s due process and describes the processes followed by the AUASB to ensure
that pronouncements and other materials issued by the AUASB are developed, issued
and maintained with proper regard to the public interest?, are principles-based, of a
high quality, clearly stated and concise, and meet the needs of stakeholders.

The Auditing and Assurance Standards Board

Legislative Mandate

3.

The AUASB is an independent, non-corporate Commonwealth entity of the Australian
Government established under section 227A of the Australian-Securities-and-tnvestments
ASIC Act). The AUASB operates within a framework set

out in Part 12 of the ASIC Act.

Under section 227B of the ASIC Act, Undersection-336-of the-Corperations-Act- 2001 -the

functions of the AUASB include may-make-making Auditing Standards
eerperauens—legﬁlauenunder section 336 of the Corporatlons Act 2001 (Corporatlons Act).
—The
AUASB may also formulate other assurance standards and gmdance on audlt and assurance
matters.

In fulfilling its standard-setting function, the AUASB develops standards that have a clear

public interest focus and are of a high quality. Wherever possible, the AUASB uses, as
appropriate, standards issued by the International Auditing and Assurance Standards Board
(IAASB) as a base from which to develop audit and audit-related standards in Australia.

Itis in the public interest that stakeholders have confidence in both the quality of pronouncements and other materials issued by the

AUASB, as well as the credibility of the process by which these pronouncements and materials are developed. The AUASB’s Due
Process Framework is designed to ensure that AUASB pronouncements and other materials are developed in accordance with the
principles of the ‘Public Interest Framework for the Development of AUASB Pronouncements’ (Public Interest Framework), set out in
Appendix 1 of the Due Process Framework. The Public Interest Framework, together with due process, articulate the public interest
responsiveness of AUASB audit-related standard-setting.
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AUASB Standards are designed to strengthen confidence in the assurance provided by audit
and other assurance engagements.?

Compliance and Enforcement

6.

The extent of compliance required with AUASB Standards is determined by the legislative or

regulat_orv requirement_s of re_levan_t indl_lstry regula_tors_, and/or an entity’s constitution or other
governing documents, in conjunction with the application paragraphs of the pronouncements:

° Standards made and issued under section 336 of the Corporations Act for the purposes
of the corporations legislation have legal status and must be complied with under the
Act.® These standards are classified as disallowable legislative instruments under the
Legislation Act 2003.*

° Auditing and assurance standards may also be issued for other purposes.® These
standards do not have legal effect under the Corporations Act itself but may be legally
enforceable under other legislation or authority.

Auditing Standards issued by the AUASB under the Corporations Act, are legally enforceable

by the Australian regulator — the Australian Securities and Investments Commission (ASIC).®
ASIC conducts reqular inspection programmes as an integral part of therits enforcement

responsibilities.
Through the standards issued by the Accounting Professional and& Ethical Standards Board

©

(APESB), members of the Australian Professional Accounting Bodies are compelled to
comply with the requirements of AUASB Standards.”

Member compliance is enforced through the inspection programmes of the Professional

Accounting Bodies, who are also responsible for member disciplinary action.

¢ I

Cateqgories of Pronouncements and Other Materials issued by the AUASB

10.

Standards, guidance and other materials issued by the AUASB adhere to a hierarchy of

11.

authority and will fall into one of the following categories:

(a) authoritative pronouncements; and

(b) non-authoritative materials.

Diagrams which illustrate the range and authority of pronouncements issued by the AUASB
are contained in the Appendices to this Foreword.

The AUASB will apply appropriate judgement to determine the most suitable type of

pronouncement and/or non-authoritative material to issue in the specific circumstances, taking
into consideration a range of factors as outlined in the AUASB’s Due Process Framework.®

For further background on the AUASB’s mandate and strategic directive, refer to sections 2-4 of the AUASB Board Charter and

section |1 of the AUASB’s Due Process Framework.

Pursuant to section 227B(1)(a) of the ASIC Act.

The AUASB has adopted certain drafting principles (see ASA 100 and ASA 101, as applicable) in making Auditing Standards under the

Australian regulatory environment, wherein the Auditing Standards are legally enforceable and registered as legislative instruments

under the Legislation Act 2003.

Pursuant to section 227B(1)(b) of the ASIC Act.

Section 307A of the Corporations Act gives legal backing to the auditing standards, as it requires auditors to conduct audits and reviews

of financial reports prepared under Part 2M.3 of the Act in accordance with auditing standards.

See APES 210 Conformity with Auditing and Assurance Standards, issued by the APESB.

See paragraphs 24-34 of the AUASB’s Due Process Framework.
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Authoritative Pronouncements-issued-by-the AUASB

12.

The AUASB issues the following types of authoritative pronouncements pursuant to its

mandate under section 227B of the ASIC Act:framework-pronouncements;-standards-and
guidance statements.

(a) Framework Pronouncements;

(b) Standards; and

(c) Guidance Statements.

214,

pronouncements that are formallt/ approved and issued by the AUASB. AUASB

pronouncements are developed, issued and maintained in accordance with the AUASB’s Due
Process Framework.

Not all authoritative pronouncements issued by the AUASB are legally enforceable. The

extent of compliance required with AUASB pronouncements is determined by the legislative
or regulatory requirements of relevant industry regulators, and/or an entity’s constitution or
other governing documents, in conjunct ion with the application paragraphs of the
pronouncements. The individual issued AUASB pronouncement will explain the status of the
material it contains.

Framework Pronouncements

3-15.

The AUASB issues framework pronouncements to provide information, structure and context
to the pronouncements and other publications-materials that it issues. The framework
pronouncements comprise:

@ Foreword to AUASB Pronouncements;

The Foreword to AUASB Pronouncements sets out an overview of the range and
hierarchy of pronouncements and other publicationsmaterials issued by the AUASB.

(b) Framework for Assurance Engagementskramework-for-Assurance-Engagements:—and

The Framework for Assurance Engagements defines and describes the elements and
objectives of an assurance engagement, and identifies engagements to which
Australian Auditing Standards, Standards on Review Engagements, Standards on
Assurance Engagements and Standards on Related Services apply.

(©) AUASB GlossaryAUASB-Glessary-
The AUASB Glossary sets out terms that are defined or used in the AUASB Standards.

6:16.
%ne%Framework pronouncements whllst formallv approved and |ssued by the AUASB,
do not include any additional requirements or extend or vary the existing requirements of any
AUASB Standards, and do not have legal enforceability.

Standards

#:17. The AUASB issues the following types of standards:
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(@) Australian Auditing Standards (ASAs):

ASA:s issued by the AUASB comprise Auditing Standards and certain Standards on
Review Engagements made under section 336 of the Corporations Act. ASAs, whilst
developed in the context of financial report audits, are to be applied also, as
appropriate, to all audits of other historical financial information.

(b) Standards on Review Engagements (ASREs);

ASREs are to be applied to the review of a financial report and the review of other
historical financial information.

© Standards on Assurance Engagements (ASAES):-and

ASAESs are to be applied to assurance engagements dealing with subject matters other
than historical financial information.’

(d) Standards on Related Services (ASRSs)

ASRSs are to be applied when an assurance practitioner is engaged to undertake
engagements other than assurance engagements covered by ASAs, ASREs or

ASAEs.™
These standards are collectively referred to in-this-document-as the “AUASB Standards™*.

ala as-on-_A nee

~*Standards made by the AUASB establish mandatory requirements and also
include related application and other explanatory material essential for a proper understanding
of a standard and application of its requirements. Auditors and assurance practitioners must
have regard to such application and explanatory material when applying standards.

19. The AUASB Preambles'* explain in greater detail the authority and legal enforceability of
AUASB Standards, how standards are to be understood, interpreted and applied, and identifies
the mandatory and non-mandatory components of standards.

Examples of such subject matters include the efficiency and/or effectiveness of an entity’s activities, prospective financial information

and the effectiveness of internal controls.

10 Examples of financial and non-financial subject matters on which Standards on Related Services may be applied include: Agreeing the
eligibility of expenditures claimed from a funding program; Recalculating revenues for determining royalties, rent or franchise fees
based on a percentage of revenues; Confirming the calculation of capital adequacy ratios for requlatory authorities; Observation of the
destruction of fake or defective goods reported to a requlatory authority; and Tracing data generating processes for lottery draws
reported to a requlatory authority.

1 AUASB Standards include Australian Standards on Quality Management for audit, review, other assurance, and related services

engagements.

reperat-loaregulatonanthariny
14 See ASA 100 and ASA 101, as applicable.
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Guidance Statements

ia-Guidance Statements provide guidance to auditors and assurance
practitioners on the application of AUASB Standards and assist auditors and assurance
providers to comply with Standards. Guidance Statements are intended to assist auditors and
assurance practitioners in applying an existing standard(s) of general application to particular
circumstances or specialised industries/sectors.

Statements refer to, and are written in the context of;
@ specified AUASB Standards; and
(b) where relevant, legislation, regulation or other authoritative publication.

22. Guidance Statements, whilst formally approved and issued by the AUASB, do not establish
new principles or amend existing standards. Guidance Statements therefore do not include
any additional requirements or extend or vary the existing requirements of any AUASB

Standards and do not have legal enforceability.

23. The AUASB’s Due Process Framework outlines the circumstances that may lead to the
AUASB issuing guidance materials and identifies factors the AUASB will consider in
determining the form of quidance that will be appropriate in the circumstances. In deciding on
the form of guidance, the AUASB considers the level of authority required to meet the
informational need. Where there is a need for authoritative guidance, the AUASB has the
option to include the guidance in a standard(s) as new/amended application and explanatory
material, or to issue/amend a separate Guidance Statement. Alternatively, the AUASB may
determine that non-authoritative guidance materials may be more suitable in the
circumstances.™

Other-Non-Authoritative PublicationrsMaterials

24. The AUASB may also issue non-authoritative materials if it considers that doing so would
improve audit and assurance quality and consistency in application, or to raise awareness of
the auditing and assurance implications of new or emerging issues in the public interest. Such
non-authoritative materials do not have the status of AUASB Standards or Guidance

15 See paragraphs 29-33 and 221-23, 231 of the AUASB’s Due Process Framework.
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Statements. Non-authoritative materials do not establish or extend requirements for the
performance of engagements under the AUASB Standards.

25. The AUASB’s Due Process Framework outlines the circumstances that may lead to the
AUASB issuing guidance materials and identifies factors the AUASB will consider in
determining the form of quidance that will be appropriate in the circumstances.”®* Non-
authoritative materials may be appropriate in the following circumstances:

(@) urgent guidance is necessary to address a significant issue or support the
implementation of a new/revised standard, and this can be developed and issued more
promptly than the development/revision of a formal AUASB Guidance Statement; or

(b)  further quidance is desired to clarify, explain or interpret the requirements of a new/
revised Standard or Guidance Statement for a particular industry or sub-sector.

26. The diagram in Appendix 1 of this document provides an outline of the types of non-
authoritative materials issued by the AUASB.

Explanatory Guides

24.27. The AUASB issues Explanatory Guides to provide additional information about specific
aspects of a standard(s), such as the deliberations undertaken by the AUASB when assessing
their need and purpose. For example: the Explanatory Guide to AUASB Standards Applicable
to Review Engagements, explains the historical background to the development of the suite of
review standards and when each standard is to be used.

25.28. Explanatory Guides are not Guidance Statements that provide guidance to auditors and
assurance practitioners on the application of AUASB Standards.and Explanatory Guides
stmHarky-do not establish or extend requirements for the performance of engagements under
the AUASB Standards.

16 See paragraphs 29-33 and 221-23, 231 of the AUASB’s Due Process Framework.
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Basis effor Conclusions

29. Whenever the AUASB has made decisions on substantive matters relating to the development
of a standard, details of the matter, the options considered and the reasons supporting the
conclusions made are documented in a Basis for Conclusions document.*’

AUASB Bulletins

26-30. AUASB Bulletins are issued to either raise a general awareness of matters that are of interest to
auditors and assurance practitioners or provide specific guidance on entity or industry specific
matters for which an AUASB Guidance Statement is not required or appropriate.

27-31. AUASB Bulletins are designed to address matters of principle as they relate to market
conditions or specific technical issues, and how these may impact the work of auditors. They
do not provide authoritative guidance and do not amend existing AUASB Standards or
Guidance Statements.

AUASB Consultative Documents

32. As part of the AUASB’s consultation process, the AUASB may issue various consultative
documents to set out the details of the matter(s) on which the AUASB is consulting and
seeking input from stakeholders prior to making decisions. Typical consultative documents
issued by the AUASB include: Exposure Drafts, Discussion Papers, Consultation Papers™ and
Invitations to Comment.™

Other Non-Authoritative Publications and Guidance Materials

33. The AUASB may also issue other publications, includingrespenses-to-Frequently-Asked
Questions™(FAQs)-either in its own right or jointly with other bodies, on the auditing and
assurance implications of emerging issues that contain observations or findings deemed
critical for audits and/or auditors. For example: Audit Committees: A Guide to Good Practice
(issued jointly with the Australlan Instltute of Company Dlrectors and The Instltute of Internal
Auditors Australia). A ;

34. The AUASB or technical staff may also publish the following materials on the AUASB

website:

° responses to Frequently Asked Questions (FAQs);

° periodic newsletters and news alerts:

° implementation support materials;

° other contextual, supportive and educational materials related to pronouncements,

incluo!inq webcasts, podcasts, articles, presentations for conferences and training
materials; and

° AUASB research reports.
28—

29.35. These materials do not have authoritative status and do not add or change requirements in
AUASB pronouncements.

17 For further detail on information included in a Basis for Conclusions document, see paragraphs 193-194 of the AUASB’s Due Process
Framework.

18 For example, when the IAASB issues an Exposure Draft (ED), the AUASB concurrently issues the unmodified IAASB ED in Australia
along with Australian-specific commentary in the form of an AUASB Consultation Paper ‘wrapped around’ the IAASB ED.

19 See paragraph 64 of the AUASB’s Due Process Framework.
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Appendix 1
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Appendix 2

Overview of Numbering System used in AUASB Standards

Auditing Standards*
100 Preamble to AUASB Standards
101 Preamble to Australian Auditing Standards
102 Compliance with Ethical Standards
200 General Principles and Responsibilities
——>1| 300, 400 Risk Assessment and Responses to Assessed Risks
500 Audit Evidence
600 Using the Work of Others
700 Audit Conclusions and Reporting
800 Specialised Areas
2410, 2415 Reviews
Standards on Review Engagements
2400 Reviews by Practitioner Who is Not the Auditor
——> | 2405 Financial Information Other than a Financial Report
2410* Reviews by the Auditor
Australian 2415* Companies Limited by Guarantee
Standards on
Quality
Management
ASOC 1 Standards on Assurance Engagements
3000 Assurance Other than Historical Financial
Information
3100 Compliance Engagements
3150 Assurance Engagements on Controls
3402 Controls at a Service Organisation
—+— | 3410 Assurance on Greenhouse Gas Statements
3420 Compilation of Pro-Forma Historical Financial
Information
3450 Fundraisings and/or Prospective Financial
Information
3500 Performance Engagements
3610 Assurance on Water Accounting Reports
Standards on Related Services
L~ | 4400 Agreed Upon Procedures
4450 Comfort Letters
Legend

* Standards made under the Corporations Act 2001

Notes

Auditing Standards numbered 200 to 2415 (above) denote a series of numbers

Auditing Standards ASA 805 and ASA 810 are not made under the Corporations Act 2001
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AUASB Agenda Paper

AUASB Agenda Paper

Project: Quality Management Suite Meeting: 10 March 2021
Standards

Topic: Australian Equivalent Standards  Agenda Item: 4.0
Issue Australian Auditing and

. Assurance Standards based on )

Strategic IAASB equivalent standards in Decision- Review and Approval

Objective: accordance with AUASB Making:
functions and mandate from the
Financial Reporting Council (FRC).

ATG Rene Herman, Marina

Staff: Michaelides, Tim Austin Project Status: Final approval of ASQM suite of

standards
AUASB None
Sponsor:
A. Action Required and Decisions to be Made

The objective of this meeting agenda item is for the AUASB to approve to issue the final AUASB QM
suite of standards for issue. There are 4 standards for consideration for approval to issue:

(a) ASQM 1 Quality Management for Firms that Perform Audits or Reviews of Financial Reports
and Other Financial Information, or Other Assurance or Related Services Engagements
(Agenda Item 4.2);

(b) ASQM 2 Engagement Quality Reviews (Agenda ltem 4.3);

(c) ASA 220 Quality Management for an Audit of a Financial Report and Other Historical Financial
Information (Agenda Item 4.4); and

(d) Conforming Amendments ASA 2021-1 (Agenda Item 4.5 and section F of this Agenda Paper)

The AUASB is requested to approve to issue the Explanatory Statements for each of the QM Standards
(Agenda Items 4.6-4.8)

The AUASB is requested to review the marked up Australian amendments in the tables (included at
Agenda Item 4.1) and included in the marked up standards (included at Agenda ltem 4.2-4.5) and
provide agreement on the final amendments and any fatal flaw comments prior to approving the suite
of AUASB QM standards to issue. The AUASB Technical Group (ATG) position on Australian
amendments to the standards is outlined in Section E of this Agenda Paper.

For the AUASB to consider the AUASB’s technical group proposals regarding re-expose of ASQM 1,
ASQM 2 and ASA 220; and to vote on these re-exposure proposals (refer Section H of this Agenda
Paper).

For the AUASB to provide feedback on the draft Basis for Conclusions for each of the Quality
Management Standards (refer Agenda Items 4.9-4.11).



B. ATG Recommendations Overview and Questions for the Board

Question No. Question for the Board ATG Recommendation Overview
Question 1 Does the AUASB agree with the ATG’s | Approve all ‘Aus’ paragraph
proposed Amendments to the QM | amendments to the AUASB QM suite
suite of standards as included Agenda | as recommended by the ATG.
Item 4.1 and as summarised in section
E of this Agenda Paper.
Question 2 Are there any other fatal flaw | Approve to issue the final AUASB QM
comments on the marked up AUASB | suite of standards including the
QM suite of standards, as included at | associated Explanatory Statements.
Agenda Item 4.2-4.5?
Question 3 Does the AUASB agree with the ATG’s | Re-exposure of the standards is not
proposal not to re-expose any of the | required.
QM standards? Refer Section H of this
paper.
Question 4 Does the AUASB support the ATG’s | Provide feedback on the Basis of
draft Basis of Conclusions documents | Conclusions documents.
as included at Agenda Items 4.9-4.117
C. Background
6 The IAASB approved the Quality Management suite of standards at its September 2020 IAASB meeting.

These standards include a revised 1ISQM 1 Quality Management for Firms that Perform Audits or
Reviews of Financial Statements, or Other Assurance or Related Services Engagements, a new ISQM 2
Engagement Quality Reviews and a revised ISA 220 Quality Management for an Audit of Financial
Statements. The Quality Management Standards were approved by the PIOB in December 2020 and
will become effective on 15 December 2022.

7 The ATG considers that the IAASB has addressed the substantive matters raised by the AUASB through
the development of these proposed standards. At the December 2020 AUASB meeting, the AUASB was
provided a summary of all AUASB matters raised and how these had been addressed in the final
standard. This information has been included in the Basis of Conclusions documents.

8 At the February 2021 AUASB meeting the AUASB considered and provided input into the Australian
amendments to the suite of Quality Management Standards (refer Section E below).

D. Previous Discussions on Topic

9 Over the past year, the AUASB has been tracking the progress of the updates to the QM standards
against the key matters raised in the AUASB’s submission to the IAASB and throughout the updated
progress of the standard. A summary of the tracking of issues can be found in the 19 February 2021
meeting papers at Agenda ltem 2.

E. Matters for Discussion and ATG Recommendations — Australian Amendments

10 Inline with the AUASB / NZAuASB Policy and Process for International Conformance and Harmonisation

of Standards there are terms that will automatically be amended throughout the suite of QM standards
and will not be reflected as AUS paragraphs. These have not been marked up in the final standards for
the AUASB. Examples include ISQM to ASQM, ‘professional accountant’ to ‘assurance practitioner’ (or
‘member’ where appropriate), ‘financial statements’ to ‘financial report’ and ‘professional standards’
to ‘AUASB Standards’. These changes are not considered to be significant terminology changes and the
intent of the language remains the same.



11 The AUASBis requested to review the compelling reason trigger tables included at Agenda Item 4.1 and
provide feedback. All proposed Australian changes are highlighted in green. The paragraphs below
summarise the contents of the tables from Agenda Item 4.1.

How the proposed QMS have addressed and incorporated requirements of the Corporations Act 2001

12 The ATG have worked through each of the options put forward to the AUASB at the February 2021
AUASB meeting. The 2 options that the ATG further considered were:

° Including an explicit upfront reference in the introductory section of the quality management
standards; and

° Clarifying in the AUASB Preamble that a Firm’s/Auditor’s Corporations Act 2001 (the Act)
obligations must be addressed when applying the Auditing Standards.

13  The ATG considers that these suggestions are not mutually exclusive, and stakeholders will benefit if
both options are incorporated into the AUASB standards. The ATG is yet to determine the revised
wording to address the revised AUASB Preamble, this will be brought back to the AUASB for further
consideration at the April 2021 AUASB meeting.

14  For the Introductory Paragraphs the ATG has drafted revised ‘Aus’ paragraphs (these will be amended
as required for each quality management standard). This wording is consistent with ASA 200 paragraph
2, and is an approach, that where relevant, we would intend to take when referencing other legislative
or regulatory requirements when updating AUASB standards in future.

Aus 4.1 This ASQM is to be read in conjunction with relevant ethical requirements. Relevant
ethical requirements are defined in ASA 102.* Law, regulation or relevant ethical
requirements may establish responsibilities for the firm’s management of quality
beyond those described in this ASQM (Ref: Para. A2).

Aus 4.2 This ASQM does not address the responsibilities of the firm that may exist in legislation,
regulation or otherwise in connection with, for example, independence or other
assurance related requirements of the Corporations Act 2001. Such responsibilities may
differ from those established in this ASQM. It is the responsibility of the firm to ensure
compliance with all relevant legal, regulatory or professional obligations.

Proposed removal of specific Corporations Act 2001 references in the application guidance of the QMS

15 Further to the issue of how the Act is referenced in the Quality Management Standards, the ATG have
reconsidered whether specific references to the Act are required in different parts of the application
guidance in each standard. ASQM 1 and the extent of references to laws and regulations and ethics,
which far exceeds extant ASQC 1, has prompted a more fulsome consideration of how best to reference
the Act’s requirements throughout the standards.

16  While not fully consider as part of the preliminary discussions on this issue at the February 2021 AUASB
meeting, the ATG in consultation with the AUASB Chair, is proposing to remove all explicit references
to the Act in the application material of the Quality Management Standards. The rational we have
considered to support this approach is based on several considerations:

° The firm or the auditor is required to consider all relevant legislation when designing their
system of quality control, not just the Act;

° Firms are already required to consider the requirements of the Act and other relevant
legislation;

. Future changes to the Act may mean that references to legislation in the Quality

Management Standards become or are incorrect, incomplete or out of date which could
impact effective and efficient compliance with the Act; and

. Extant references to the Act are not within the requirements of the standards and impact
application material only, as such these examples are ‘nice to have’ but not compelling.



Relevant Ethical Requirements

17

At the February 2021 AUASB members agreed with the way in which the Standards reference and
define ‘Ethical Requirements’ and the nexus with ASA 102 Compliance with Ethical Requirements when
Performing Audits, Reviews and Other Assurance Engagements.

Public Sector Amendments

18

At the February 2021 AUASB meeting, members discussed how Auditor-Generals may apply the AUASB
Quality Management Standards, and whether specific guidance for public sector auditors was required.
Additionally, the AUASB generally does not set industry or sector specific Standards but may from time
to time produce industry or sector specific guidance. The ATG note that at the time the AUASB exposed
the Quality Management Standards, one respondent did express a preference to retain ASQC 1 public
sector specific application material paragraphs. This preference has not been carried forward into
ASQM 1 based on AUASB discussions and considering that the ATG is undertaking a separate public
sector audit project whereby public sector guidance relating to the application of the Quality
Management Standards by Auditor-Generals will now be addressed.

Definitional Amendments

19

20

21

At the February 2021 AUASB meeting, members discussed the nature of Definitional amendments to
ISQM 1. The AUASB agreed with the suggested amendments provided to the AUASB at that meeting.
The amendments are explained in the Conforming with International Standards on Quality
Management section of the Standards and are further explained in the Basis of Conclusions documents.

Conforming Amendments Standard ASA 2021-1

The ATG has undertaken a review of the IAASB’s Conforming Amendments to ISAs and Related Material
Arising from the Quality Management Projects to determine the impact on the AUASB’s legislative
Auditing Standards. The proposed Auditing Standard ASA 2021-1 Amendments to Australian Auditing
Standards at Agenda Item 4.5 has been drafted using the IAASB’s pronouncement as its base. The
following matters in paragraphs 21 to 24 below are brought to the attention of the AUASB:

IAASB’s Conforming Amendments to ISAs included in the International Pronouncement but not
included in ASA 2021-1

a) Preface to the International Quality Management, Auditing, Review, Other Assurance, and
Related Services Pronouncements (the Preface)

The AUASB does not issue an equivalent document, however, some of the elements from the
Preface are incorporated into the AUASB’s Foreword to AUASB Pronouncements and Framework
for Assurance Engagements. As the Foreword is not a legislative instrument, amendments to
this document do not need to go through an Amending Standard. Accordingly, the ATG will
update these documents separately after the quality management suite of standards are
complete.

b) ISA 805 (Revised), Special Considerations—Audits of Single Financial Statements and Specific
Elements, Accounts or Items of a Financial Statement

ASA 805 is not made under the Corporations Act 2001 hence is not a legislative instrument.
Accordingly, amendments to this document do not need to go through an Amending Standard.
Accordingly, the ATG will update this Standard separately after the quality management suite of
standards is complete.



22

23

24

25

26

27

Proposed changes to AUASB Standards not included in IAASB’s Conforming Amendments to ISAs

ASA 102 Compliance with Ethical Requirements when Performing Audits, Reviews and Other
Assurance Engagements is made under the Corporations Act 2001 and accordingly is a legislative
instrument. There is no international equivalent of this standard and accordingly conforming
amendments to this standard do not appear in the International Pronouncement. The ATG has
undertaken a holistic review of ASA 102 with reference to the Quality Management suite of
standards and has included conforming amendments to ASA 102 arising from the QM suite of
standards within ASA 2021-1.

Other legislative instrument standards not included in ASA 2021-1
a) ASA 101 Preamble to Australian Auditing Standards

Conforming amendments to ASA 101 will be covered as part of the Preamble project which
will be presented to the Board in April 2021.

b) ASRE 2410 Review of a Financial Report Performed by the Independent Auditor of the Entity
(July 2020)

In February 2021 the IAASB released an Exposure Draft on proposed conforming
amendments to other non-ISA standards resulting from the QM suite of standards. The ATG
proposed to wait for the finalisation of this IAASB ED into a final pronouncement and
process changes in due course.

c) ASRE 2415 Review of a Financial Report: Company Limited by Guarantee or an Entity
Reporting under the ACNC Act or Other Applicable Legislation or Regulation

There is no international equivalent of this standard, the ATG propose that the impact of
conforming amendments arising as a result of the QM suite of standards is considered
holistically as a separate project in due course.

IAASB’s Conforming Amendments to ISAs and consideration of ISA 600 amendments

The IAASB determined that major amendments to ISA 600 would be addressed through the ISA 600
project as this standard will be finalised later this year. The more substantive conforming
amendments arising from the QM suite of standards will be addressed through this revision.

Collaboration with NZAuASB and APESB

Consideration of the NZAuASB and their processes was discussed in detail at the February 2021 AUASB
meeting. There has been no further action in this regard. Additionally the AUASB Chair and Deputy
Technical Director attended the relevant sessions of the February 2021 NZAuASB meeting where the
NZAUASB reviewed and approved their versions of the QM suite of standards.

As noted in the papers presented to the AUASB for its February 2021 meeting, the Accounting
Professional and Ethical Standards Board (APESB) issues APES 320 Quality Control for Firms, which
incorporates the entirety of extant ASQC 1. The requirements and application material of the extant
standards are currently aligned; however as APES 320 applies to all services provided by Firms the
expanded requirements and guidance relating to Assurance Firms in the new versions of ISQM 1 and
ISQM 2 mean this consistency between the AUASB and APESB standards will no longer be practical.

The AUASB has held an ongoing dialogue with the APESB staff to determine a consistent approach that
doesn’t create an unnecessary burden on Non-Assurance Firms and is in the public interest when
considering the changes imposed by the transition from ASQC 1 to the new ASQM 1 and ASQM 2 on
the APESB’s standards. For the APESB’s upcoming March 2021 meeting (being held on 4 March 2021,
prior to the AUASB meeting) an options paper is being presented to the APESB Board which
recommends that the APESB harmonises the fundamental components of ISQM 1 and APES 320 by:



28

29

30.

31

32.

33.

34.

35.

° Aligning the main elements in a revised APES 320 to the different components of the revised
ISQM 1; and

. Removing all existing Audit and Assurance related materials from APES 320, so that a Firm that
performs Assurance engagements only refers to one quality management framework (i.e. ASQM
1 and ASQM 2) and only minor changes are required to APES 320 from a non-assurance
perspective.

The AUASB Technical Group supports the recommendation the APESB staff have made on this issue to
their Board. It means that for firms only providing assurance services, the proposed alignment of APES
320 with ASQM 1 requires them to comply with only the AUASB’s quality management standards. And
for firms that provide both Assurance and Non-Assurance services, whilst they will need to maintain a
system of quality management that is compliant with both APES 320 and the ASQM'’s, the minimal
changes planned to APES 320 from a non-assurance perspective will hopefully mean any transitional
arrangements not related to the implementation of the new AUASB standards should not be onerous.

The AUASB Technical staff will observe the March APESB 2021 meeting and advise the AUASB of the
outcome of the APESB’s deliberations on this issue and any further implications for the AUASB’s
standards.

Considerations for Re-Exposure

Following approval of the QM suite of standards at its September 2020 meeting the IAASB voted on
whether ISQM 1, ISQM 2 and ISA 220 should be re-exposed. Refer to the IAASB’s papers which
details the matters they considered:

(a) ISOM 1
(b) ISQM 2
(c) ISA 220

The principal consideration in the IAASB’s due process is “whether there has been substantial change
to the exposed document such that re-exposure is necessary.” The IAASB’s due process includes
three examples of situations that may constitute potential grounds for a decision to re-expose:

. Substantial change to a proposal arising from matters not aired in the exposure draft (ED)
such that commentators have not had an opportunity to make their views known to the
IAASB before it reaches a final conclusion;

. Substantial change arising from matters not previously deliberated by the IAASB; or
. Substantial change to the substance of a proposed international pronouncement.

The ISQM 1, ISQM 2 and ASA 220 Taskforce’s (TF) analysis for the IAASB included consideration of while
there have been many changes to proposed ISQM 1, ISQM 2 and ISA 220, the key elements of ED-ISQM
1, ED-ISQM 2 and ED-ISA 220 have been retained, with further clarifications and modifications in
response to comments received on exposure.

The IAASB voted not to re-expose ISQM 1, ISQM 2 and ISA 220.
The AUASB’s Due Process Framework now explicitly covers the matters to consider when considering

re-exposure and these considerations are generally consistent with those considerations of the IAASB.
However, it does include the following:

Extracted from Paragraph 69:

(a) changes impacting on potential compelling reasons modifications to international standards
adopted in Australia, are generally considered to be significant changes.

After consideration of the criteria for re-exposure of AUASB Standards in paragraphs 68-70 of the
AUASB’s Due Process Framework document (largely consistent with the IAASB) and after consideration
that the nature of the ‘Aus’ Amendments, under the ‘compelling reasons’ test outlined in Section E of
this paper, are not significant changes, the ATG do not recommend re-exposure of the these QM


https://www.ifac.org/system/files/meetings/files/20200914-IAASB-Agenda-Item-2-C-ISQM-1-Re-exposure-Paper-FINAL.pdf
https://www.ifac.org/system/files/meetings/files/20200914-IAASB-Agenda_Item_3-F-Proposed_ISQM_2__Re-Exposure_Analysis-Final.pdf
https://www.ifac.org/system/files/meetings/files/20200914-IAASB-Agenda_Item_4-D_Proposed_ISA-220Revised__Re-Exposure_Analysis-FINAL.pdf
https://www.auasb.gov.au/admin/file/content102/c3/DueProcessFramework_12-20.pdf

standards. Note: the ATG have not repeated the considerations already covered in the IAASB
documents referred to in paragraph 21.

1 Next steps/Way Forward
36 Completion of the AUASB internal Quality Assessment (QA) processes and other internal processes.
37 Completion of the ‘Basis of Conclusion’ documents (after consideration of AUASB input) to accompany
the QM standards.
38 The ATG expects that the completion stages will be finalised by the end of March 2021 when the final
approved standards can be expected to be released.
39 The ATG expects to bring a communications and implementation guidance plan to the AUASB at the
April or June 2021 AUASB meeting.
J. Attachments to this Agenda Paper
Agenda Item Description
4.1 Table of Australian amendments across the suite of QM standards (Marked-up
since February 2021)
4.2 ASQM 1 in Mark-up
4.3 ASQM 2 in Mark-up
4.4 ASA 220 in Mark-up
4.5 Conforming Amendments Standard — ASA 2021-1
4.6 Explanatory Statement ASQM 1 (including ASA 2021-1)
4.7 Explanatory Statement ASQM 2
4.8 Explanatory Statement ASA 220
49 Basis of Conclusions ASQM 1 (including ASA 2021-1)
4.10 Basis of Conclusions ASQM 2
4.11 Basis of Conclusions ASA 220
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APPENDIX 1

TABLE 1 - AUS PARAGRAPHS FROM EXTANT ASQC 1

Australian modifications from extant ASQOC 1 Quality Control for Firms that Perform Audits and Reviews of Financial Reports and Other Financial Information,
Other Assurance Engagement and Related Services Engagements.

No. | Extant ASQC 1 | IAASB Text (if applicable) from Extant ISQC 1 | Australian text ATG recommendation to
Paragraph retain/include an AUS
number specific paragraph
Introduction

1 Aus 1.1 Extant 1ISQC 1 paragraph 1 Replaced by Aus 1.1 in extant ASQC 1 No Australian paragraph

. . . roposed.
This International Standard on Quality Control | This Auditing Standard, ASQC 1 (the Standard), deals | P 0"

(ISQC) deals with a firm’s responsibilities for its | with the firm’s responsibilities for its system of quality
system of quality control for audits and reviews of | control for audits and reviews of financial reports and
financial statements, and other assurance and other financial information, other assurance .
related services engagements. This ISQC istobe | &ngagements and related services engagements. This

d in coniunction with relevant ethical Standard is to be read in conjunction with relevant
read J ethical requirements. Relevant ethical requirements are
requirements. defined in ASA 102."

Footnote * See ASA 102 Compliance with Ethical
Requirements when Performing Audits, Reviews and
Other Assurance Engagements.

ISQM 1 paragraph 1 Proposed ASQM 1
This International Standard on Quality “financial statements” will need to change to: financial
Management (ISQM) deals with a firm’s reports and other financial information.

responsibilities to design, implement and operate a
system of quality management for audits or
reviews of financial statements, or other
assurance or related services engagements.

Authority of this Auditing Standard




Assurance engagement means an engagement in which
an assurance practitioner expresses a conclusion
designed to enhance the degree of confidence of the
intended users, other than the responsible party, about

No. | Extant ASQC 1 | IAASB Text (if applicable) from Extant ISQC 1 | Australian text ATG recommendation to
Paragraph retain/include an AUS
number specific paragraph

2 Aus 4.1 Extant ISQC 1 paragraph 4 Replaced by Aus 4.1 in extant ASQC 1 No Australian paragraph

. . . . roposed.
This 1ISQC applies to all firms of professional This Standard applies to all firms of assurance prop
accountants in respect of audits and reviews of practitioners in respect of audits and reviews of
financial statements, and other assurance and financial reports and other financial information, other
related services engagements. The nature and assurance engagements and related services
extent of the policies and procedures developed by | engagements. The nature and extent of the policies and
an individual firm to comply with this ISQC will procedures developed by an individual firm to comply
depend on various factors such as size and with this Standard will depend on various factors such
operating characteristics of the firm, and whether | as the size and operating characteristics of the firm, and
it is part of a network. whether it is part of a network.

ISQM 1 paragraph 5 Proposed ASQM 1
This ISQM ?p%plies to Ia” firms performinr? audits | «fipancial statements” will need to change to: financial
Or reVIews o |Inar(IjC|a statements, or other ¢ | reports and other financial information and references
assurance or related services engagements (i.e., if | t5"|SQM will change to ASQM. These changes will
the firm performs any of these engagements, this run throughout the full ASQM 1
ISQM applies and the system of quality
management that is established in accordance with
the requirements of this ISQM enables the
consistent performance by the firm of all such
engagements).
3 Aus 4.2 N/A — additional material Aus 4.2 in extant ASQC 1 N — standard is clear enough in
the scope ISQM 1 paragraph
The requirements of this Standard apply to a firm, not 5 PelSQ paragrap
to the individual auditor(s) within the firm. '
Proposed ASQM 1
No amendment required.
Definitions
4 Aus 12.1 N/A — additional definition Aus 12.1 in extant ASQC 1 Y — ASQM 1 is a legislative

instrument — suggest including
definitions that are not
contained within the ASAs.




No.

Extant ASQC 1

IAASB Text (if applicable) from Extant ISQC 1

Australian text

ATG recommendation to

Assurance practitioner means an individual, firm, or
other organisation, whether in public practice, industry
and commerce, or the public sector conducting
assurance engagements, or related services
engagements (including engagements to perform
agreed-upon procedures).

Paragraph retain/include an AUS
number specific paragraph
the outcome of the evaluation or measurement of a
subject matter against criteria.
 Proposed ASQM 1
5 Aus 12.2 N/A — additional definition Aus 12.2 in extant ASQC 1

Example of change of term
professional accountant to
assurance practitioner is
reflected in issue 10 below.
Change of term professional




No.

Extant ASQC 1

IAASB Text (if applicable) from Extant ISQC 1

Australian text

ATG recommendation to
retain/include an AUS
specific paragraph

accountant to member is

reflected in table 2.

Paragraph
number
6 Aus 12.3 Extant ISQC 1 paragraph 12(a) Replaced by Aus 12.3 in extant ASQC 1
Date of report — The date selected by the Date of report means the date the assurance practitioner
practitioner to date the report. signs the report.
ISQM 1 does not contain a definition of date of Proposed ASQM 1
report.
7 Aus 12.4 Extant ISQC 1 paragraph 12(b) Replaced by Aus 12.4 in extant ASQC 1

Engagement documentation — The record of work
performed, results obtained, and conclusions the
practitioner reached (terms such as “working
paper” or “workpapers’ are sometimes used).

Engagement documentation means the record of work
performed, relevant evidence obtained, and
conclusions the assurance practitioner reached (terms
such as “working papers” or “workpapers” are
sometimes used).

ISQM 1 paragraph 16(b)

The record of work performed, results obtained,
and conclusions the practitioner reached (terms
such as “working papers” or “work papers” are
sometimes used).

Proposed ASQM 1

No amendment required.

N — when considering audit
quality/practice and legislative
circumstances, this is not
considered to be a compelling
reason amendment.




Extant 1ISQC 1 paragraph 12(f)

Engagement team — All partners and staff
performing the engagement, and any individuals
engaged by the firm or a network firm who
perform procedures on the engagement. This
excludes an auditor’s external expert engaged by
the firm or by a network firm. The term
“engagement team” also excludes individuals
within the client’s internal audit function who
provide direct assistance on an audit engagement

Engagement team means all partners and staff
performing the engagement, and any individuals
engaged by the firm or a network firm who perform
procedures on the engagement. This excludes an
auditor’s external expert engaged by the firm or by a
network firm.

No. | Extant ASQC 1 | IAASB Text (if applicable) from Extant ISQC 1 | Australian text ATG recommendation to
Paragraph retain/include an AUS
number specific paragraph

8 Aus 12.5 Extant ISQC 1 paragraph 12(c) Replaced by Aus 12.5 in extant ASQC 1 N BI!s,QM 1 now references

public sector.
Engagement partner — The partner or other person | Engagement partner means the partner or other person
in the firm who is responsible for the engagement | in the firm who is responsible for the engagement and
and its performance, and for the report that is its performance, and for the report that is issued on
issued on behalf of the firm, and who, where behalf of the firm, and who, where required, has the
required, has the appropriate authority from a appropriate authority from a professional, legal or
professional, legal or regulatory body. regulatory body. Engagement partner should be
read as referring to a public sector equivalent where
relevant.
ISQM 1 paragraph 16(c) Proposed ASQM 1
The partner or other individual, appointed by the No amendment required.
firm who is responsible for the engagement and its
performance, and for the report that is issued on
behalf of the firm, and who, where required, has
the appropriate authority from a professional, legal
or regulatory body
Footnote to paragraph 16(c): “Engagement
partner” and “partner” is to be read as referring to
their public sector equivalents where relevant.
9 Aus 12.6 Replaced by Aus 12.6 in extant ASQC 1 Y — Australia does not allow

direct assistance of internal
audit. This amendment
represents principles and
practices that are considered
appropriate in Australia.

Refer to proposed ASQM 1
wording! The amendment is
only to remove the reference
to direct assistance.




No.

Extant ASQC 1
Paragraph
number

IAASB Text (if applicable) from Extant ISQC 1

Australian text

ATG recommendation to
retain/include an AUS
specific paragraph

when the external auditor complies with the
requirements of ISA 610 (Revised 2013).°

Footnote 3 ISA 610 (Revised 3013), Using the
Work of Internal Auditors, establishes limits on the
use of direct assistance. It also acknowledges that
the external auditor may be prohibited by law or
regulation from obtaining direct assistance from
internal auditors. Therefore, the use of direct
assistance is restricted to situations where it is
permitted.

ISQM 1 paragraph 16(f)

All partners and staff performing the engagement,
and any other individuals who perform procedures
on the engagement, excluding an external expert
and internal auditors who provide direct assistance
on an engagement.

Footnote to paragraph 16(f): ISA 620, Using the
Work of an Auditor’s Expert, paragraph 6(a),
defines the term “auditor’s expert.”

Proposed ASQM 1
All partners and staff performing the engagement, and

any other individuals who perform procedures on the
engagement, excluding an external expert.

See ASOM 1 Aus 16.4

10

Aus 12.7

Extant ISQC 1 paragraph 12(g)

Firm — A sole practitioner, partnership or
corporation or other entity of professional
accountants.

Replaced by Aus 12.7 in extant ASQC 1

Firm means a sole practitioner, partnership or
corporation or other entity of assurance practitioners.
Firm should be read as referring to a public sector
equivalent where relevant.

ISQM 1 paragraph 16(i)

Proposed ASQM 1

No amendment required.

N — Public sector now
referenced in ISQM 1.
However, the term
professional accountant will
change to assurance
practitioner as described in
issue 5 above.




No.

Extant ASQC 1
Paragraph
number

IAASB Text (if applicable) from Extant ISQC 1

Australian text

ATG recommendation to
retain/include an AUS
specific paragraph

A sole practitioner, partnership or corporation or
other entity of professional accountants, or public
sector equivalent.

11

Aus 12.8

N/A — additional definition

Replaced by Aus 12.8 in extant ASQC 1

Limited assurance engagement means an assurance
engagement where the assurance practitioner’s
objective is a reduction in assurance engagement risk to
a level that is acceptable in the circumstances of the
assurance engagement, but where that risk is greater
than that for a reasonable assurance engagement, as the
basis for a negative form of expression of the assurance
practitioner’s conclusion. A limited assurance
engagement is commonly referred to as a review.

Proposed ASQM 1

No amendment required.

N — The term “limited
assurance engagement” is not
used within ISQM 1.

12

Aus 12.9

N/A — additional definition

Replaced by Aus 12.9 in extant ASQC 1

Other financial information means historical financial
information and information other than historical
financial information (for example, prospective
financial information).

Note the Preamble ASA 100

para 6:

Although Auditing Standards
are written mainly in the
context of an audit of a
financial report, they apply
also, as appropriate, to the
audit of other financial
information.




No.

Extant ASQC 1

IAASB Text (if applicable) from Extant ISQC 1

Australian text

ATG recommendation to

Paragraph retain/include an AUS
number specific paragraph
13 | Aus 12.10 Extant ISQC 1 paragraph 12(m) Replaced by Aus 12.10 in extant ASQC 1
Partner — Any individual with authority to bind the | Partner means any individual with authority to bind the
firm with respect to the performance of a firm with respect to the performance of an audit,
professional services engagement. review, other assurance engagement or related
services engagement. Partner should be read as
referring to a public sector equivalent where
relevant.
Proposed ASQM 1 note:
ISQM 1 paragraph 16(m) — same definition as No reference to public sector
extant ISQC 1 paragraph 12(m) is required here as the
definition of firm contains this
reference.
See ASQM 1 Aus 16.6
14 | Aus 12.11 Extant ISQC 1 paragraph 12(0) Replaced by Aus 12.11 in extant ASQC 1

Professional Standards — IAASB Engagement
Standards, as defined in the I44ASB’s Preface to
the International Quality Control, Auditing
Review, Other Assurance and Related Services
Pronouncements, and relevant ethical
requirements.

[Note: IAASB’s Engagement Standards include
ISAs, ISREs, ISAEs, ISRSs]

AUASB Standards means standards issued by the
AUASB, comprising:

(a) Australian Auditing Standards, which means
the suite of auditing standards issued by the
AUASB, comprising:

e Auditing Standards made under
section 336 of the Corporations Act 2001;

e ASA 805 Special Considerations—Audits
of Single Financial Statements and Specific
Elements, Accounts or Items of a Financial
Statement; and

e ASA 810 Engagements to Report on
Summary Financial Statements.

(b) Standards on Review Engagements;

Additionally, all references to
‘professional standards’
throughout ASOM 1 will be
changed to AUASB standards.




ATG recommendation to

No. | Extant ASQC 1 | IAASB Text (if applicable) from Extant ISQC 1 | Australian text
Paragraph retain/include an AUS
number specific paragraph
(c) Standards on Assurance Engagements; and
(d) Standards on Related Services.
ISQM 1 paragraph 16(p) Proposed ASQM 1
IAASB Engagement Standards, as defined in the RSN Sce ASOM 1 Aus 16.7.
IAASB’s Preface to the International Quality
Management, Auditing, Review, Other Assurance,
and Related Services Pronouncements, and
relevant ethical requirements.
15 | Aus12.12 Extant 1ISQC 1 paragraph 12(q) Replaced by Aus 12.12 in extant ASQC 1 Y — definition to hook to

Relevant ethical requirements — Ethical
requirements to which the engagement team and
engagement quality control reviewer are subject,
which ordinarily comprise Parts A and B of the
International Ethics Standards Board for
Accountants’ Code of Ethics for Professional
Accountants (IESBA Code) together with national
requirements that are more restrictive.

Relevant ethical requirements mean relevant ethical
requirements as defined in ASA 102.

ASA 102 to give force of law
to the ethical standards.




No. | Extant ASQC 1 | IAASB Text (if applicable) from Extant ISQC 1 | Australian text ATG recommendation to
Paragraph retain/include an AUS
number specific paragraph

ISQM 1 paragraph 16(t) Proposed ASQM 1
o ; ; ; Relevant ethical requirements mean relevant ethical
Prln(_:lples of professional _ethlcs and ethlca_l requirements as delgined in ASA 102 Compliance with
requirements that are applicable to professional Ethical Requirements when Performing Audits, Reviews
accountants when undertaking engagements that and Other Assurance Engagements.
are audits or reviews of financial statements or
other assurance or related services engagements. See ASQM 1 Aus 16.8
Relevant ethical requirements ordinarily comprise
the provisions of the IESBA Code related to audits
or reviews of financial statements, or other
assurance or related services engagements,
together with national requirements that are more
restrictive.
16 | Aus12.13 Extant 1ISQC 1 paragraph 12(s) Replaced by Aus 12.13 in extant ASQC 1 N.

Suitably qualified external person — An individual
outside the firm with the competence and
capabilities to act as an engagement partner, for
example, a partner of another firm, or an employee
(with appropriate experience) of either a
professional accountancy body whose members
may perform audits and reviews of historical
financial information, or other assurance or related
services engagements, or of an organization that
provides relevant quality control services.

Suitably qualified external person means an individual
outside the firm with the competence and capabilities to
act as an engagement partner. For example:

e apartner of another firm, or

e amember (with appropriate experience) of a
professional accountancy body™ whose
members may perform audits and reviews of
financial reports and other financial
information, other assurance engagements or
related services engagements, or

e amember (with appropriate experience) of an
organisation that provides relevant quality
control services.

Footnote* For example, Chartered Accountants
Australia and New Zealand, CPA Australia and the
Institute of Public Accountants.

Note, ISQM 1 does not
contain definition and the
standard only references the
term ‘suitably qualified” in
application material paragraph
AB50. Not considered to be a
compelling reason trigger.




No. | Extant ASQC 1 | IAASB Text (if applicable) from Extant ISQC 1 | Australian text ATG recommendation to
Paragraph retain/include an AUS
number specific paragraph

ISQM 1 does not contain definition and only Proposed ASQM 1
references the term ‘suitably qualified’ in N d ired
application material paragraph A50 in the context 0 amendment required.
of an example of a firm response to address
quality risks. The reference to suitably qualified is
in reference to engagement team consultations.
Relevant Ethical Requirements
17 | Aus21.1 N/A — additional material Aus 21.1in extant ASQC 1 N — this paragraph was added
. . L through Amending Standard
Where multiple threats to independence are identified, | Aga 2020-2 as a result of
which individually might not be significant, the :
significance of those threats in aggregate and the changes to the et_hlcs code.
safeguards applied or in place to eliminate some orall | The change was in the context
of the threats or reduce them to an acceptable level in of granular requirements in
aggregate, shall be evaluated. relation to independence in
ISQC 1. This level of
Proposed ASQM 1 granularity on independence
. and safeguards is not
No amendment required. A .
contained in the requirements
of ISQM 1. Rather ISQM 1
has a broader quality objective
and response that addresses
the fulfilment of relevant
ethical requirements including
those related to independence.
18 | Aus24.1 Extant 1ISQC 1 paragraph 24 Replaced by Aus 24.1 in extant ASQC 1 Y—to-include reference to
Cpmlenbl el aneen ate e

At least annually, the firm shall obtain written
confirmation of compliance with its policies and
procedures on independences from all firms
personnel required to be independent by relevant
ethical requirements. (Ref: Para A10-Al11)

At least annually, the firm shall obtain written
confirmation of compliance with its policies and
procedures on independence from all firm personnel
required to be independent by relevant ethical
requirements, and applicable legal and regulatory
requirements. (Ref: Para. A10-All)

requirements:N — no specific
law/reg in Australia — so
suggest not required as an
Australian amendment.




No. | Extant ASQC 1 | IAASB Text (if applicable) from Extant ISQC 1 | Australian text ATG recommendation to
Paragraph retain/include an AUS
number specific paragraph

ISQM 1 paragraph 34(b) Proposed ASQM 1

The firm obtains, at least annually, a documented | Fhe-firm-obtains-at-least-annuallya-documented

confirmation of compliance with independence confirmation-of-compliance-with-independence

requirements from all personnel required by requirements-from-al-personnel-required-by-relevant

relevant ethical requirements to be independent. : J
legal-and-regulateryrequirements:No Change
proposed.

Engagement Performance
19 | Aus34.1 N/A — additional material Aus 34.1in extant ASQC 1 N — consider that A76 deals

The reasons alternative courses of action from
consultations were undertaken, are documented. (Ref:
Para. A36-A40)

Proposed ASQM 1

AT76 contains examples of direction, supervision and
review. The review of work may consider whether
appropriate consultations have been undertaken and the
resulting conclusions have been documented and
implemented.

with review of conclusions
and documentation which is
expected to address the matter
from Aus 34.1 of extant
ASQC 1.

Applying, and Complying with, Relevant Requirements

Considerations specific to Public Sector Entities




No.

Extant ASQC 1

IAASB Text (if applicable) from Extant ISQC 1

Australian text

ATG recommendation to

Paragraph retain/include an AUS
number specific paragraph
20 |AusALl N/A — additional material Aus ALlinextant ASQC 1 i i
. :
For assurance engagements conducted in the public ISOM-1.
sector by Auditors-General pursuant to legislation,
public sector auditors should have regard to the relevant | piaceholder at proposed
public sector mandate and address any threats in that ASOM-1 Aus A29.1.
context. Requirements relating to independence N — at the February 2021
(paragraphs 21-25), acceptance and continuance of AUASB meeting, members
client relationships and specific engagements discussed that auditor generals
(paragraphs 26-28), and complaints and allegations are to have due regard to the
(paragraphs 55-56) may not be consistent with the standards, they do not need to
Auditors-General legislative mandate in all follow them. Additionally, the
circumstances. ATG is undertaking a separate
public sector project whereby
Proposed ASQM 1 public sector guidance will be
For assurance-engagements-conducted-in-the public addressed. On this basis,
sector-by-Auditors-General-pursuant-to-legislation; separate public section
publie-sector-auditors-should-haveregard-to-therelevant | application material
publie-sector-mandate-and-address-any-threats-in-that paragraphs not considered
(paragraph 29), acceptance and continuance of cent | Note: The NZAUASB in its
30),-and-complaints-and-allegations (paragraph34) February 2021 meeting papers
Pay-not be-consistent with-the-Auditors-General suggested that guidance for the
legislative-mandate-in-all-cireumstances-No Auditor-General was “nice to
amendment. have” but not a compelling
reason to change.
Relevant Ethical Requirements
21 | AusA7.1 Extant ISQC 1 paragraph A7 Replaced by Aus A7.1 in extant ASQC 1 N — the format and content of

The IESBA Code establishes the fundamental
principles of professional ethics, which include:
(@) Integrity ;
(b) Objectivity;
(c) Professional competence and due care;
(d) Confidentiality; and

The firm is required to comply with relevant ethical
requirements, including those pertaining to
independence, when performing audits and reviews,
other assurance engagements and related services
engagements, as defined in ASA 102.

ISQM 1 in relation to ethics is
different to that of ISQC 1.




No.

Extant ASQC 1
Paragraph
number

IAASB Text (if applicable) from Extant ISQC 1

Australian text

ATG recommendation to
retain/include an AUS
specific paragraph

(e) Professional behavior

ISQM 1 contains considerable ethical
requirements and application material. Refer
paragraphs 4, 16(t), 29 and application material
paragraphs — see Table 2.

Proposed ASQM 1
Refer to Table 2.

22

A8

Extant ISQC 1 paragraph A8

Part B of the IESBA Code illustrates how the
conceptual framework is to be applied in specific
situations. It provides examples of safeguards that
may be appropriate to address threats to
compliance with the fundamental principles and
also provides examples of situations where
safeguards are not available to address the threats.

Paragraph deleted by the AUASB
[Deleted by the AUASB. Refer ASA 102]

ISQM 1 contains considerable ethical
requirements and application material. Refer
paragraphs 4, 16(t), 29 and application material
paragraphs — see Table 2.

Proposed ASQM 1
Refer to Table 2.

N — the format and content of
ISQM 1 in relation to ethics is
different to that of ISQC 1.

23

A9

Extant ISQC 1 paragraph A9
The fundamental principles are reinforced in
particular by:

e The leadership of the firm;

e Education and training

e Monitoring; and

e A process for dealing with non-

compliance

Paragraph deleted by the AUASB

[Deleted by the AUASB. Refer ASA 102]

N — the format and content of
ISQM 1 in relation to ethics is
different to that of ISQC 1.




No. | Extant ASQC 1 | IAASB Text (if applicable) from Extant ISQC 1 | Australian text ATG recommendation to
Paragraph retain/include an AUS
number specific paragraph

ISQM 1 contains considerable ethical Proposed ASQM 1
requirements and application material. Refer
paragraphs 4, 16(t), 29 and application material Refer to Table 2.
paragraphs — see Table 2.
24 [ AusA10.1 Extant 1ISQC 1 paragraph A10 Replaced by Aus A10.1 in extant ASQC 1 ¥—Corporations-Act 2001
The definitions of “firm”, “network” or “network speeifie-N

firm” in relevant ethical requirements may differ
from those set out in this ISQC. For example, the
IESBA Code defines the “firm” as:
(a) A sole practitioner, partnership or
corporation of professional accountants;
(b) An entity that controls such parties
through ownership, management or other
means; and
(c) An entity controlled by such parties
through ownership, management or other
means.
The IESBA Code also provides guidance in
relation to the terms “network™ and “network
firm”.
In complying with the requirements in paragraphs
20-25, the definitions used in the relevant ethical
requirements apply in so far as is necessary to
interpret those ethical requirements.

Independence (Ref: Para. 21)

Examples of independence requirements that may be
applicable are addressed in the Corporations Act 2001
Part 2M.3 Division 3, and relevant ethical
requirements.*

Footnote * See ASA 102.

ISQM 1 contains considerable ethical
requirements and application material. Refer
paragraphs 4, 16(t), 29 and application material
paragraphs — see Table 2.

Proposed ASQM 1
Modification to A117 — Aus A117.1

See detailed explanations
included in the Covering
Agenda Paper that describes
the path forward for
application material
paragraphs that reference the

Corporations Act.




No. | Extant ASQC 1 | IAASB Text (if applicable) from Extant ISQC 1 | Australian text ATG recommendation to
Paragraph retain/include an AUS
number specific paragraph

equirements that may be aaplleable. are-add esse‘d '
relevant ethical-requirements-=N/A
25 |AusAl2.1 Extant 1ISQC 1 paragraph A12 Replaced by Aus A12.1 in extant ASQC 1 N — I1SQC 1 contained
. A ranular requirements with
The IESBA Code discusses the familiarity threat | A threat may be created as a result of an individual’s ?espect to Igng association
that may be created by using the same senior long association with: This level of granularity is.not
personnel on an assurance engagement over a1ng |y The entity and its opeations; contained in 1QM L. Rather
pprop : e The underlying subject matter and subject objective and response that
matter information of the assurance addresses the fulfilment of
engagement. relevant ethical requirements
ISQM 1 contains considerable ethical Proposed ASQM 1 including those related to
requirements and application material. Refer No amendment reauired independence.
paragraphs 4, 16(t), 29 and application material q '
paragraphs — see Table 2.
26 | AusAl13.1 Extant 1ISQC 1 paragraph A13 Replaced by Aus A13.1 in extant ASQC 1 N — 1SQC 1 contained

Determining appropriate criteria to address
familiarity threats may include matters such as:

e The nature of the engagement, including
the extent to which it involves a matter of
public interest; and

e The length of service of the senior
personnel on the engagement.

Examples of safeguards include rotating the senior
personnel or requiring an engagement quality
control review.

Relevant ethical requirements include examples of
factors that are relevant to evaluating the level of a
threat that may arise when an individual is involved in
an assurance engagement over a long period of time.
Relevant ethical requirements also provide examples of
actions to address threats, including:
e Eliminating the threat by rotating the individual
off the engagement team; or
o Applying safeguards to reduce the threat to an
acceptable level, for example by performing

granular requirements with
respect to long association.
This level of granularity is not
contained in ISQM 1. Rather
ISQM 1 has a broader quality
objective and response that
addresses the fulfilment of
relevant ethical requirements
including those related to
independence.




No. | Extant ASQC 1 | IAASB Text (if applicable) from Extant ISQC 1 | Australian text ATG recommendation to
Paragraph retain/include an AUS
number specific paragraph

regular independent internal or external quality
reviews of the engagement.
ISQM 1 contains considerable ethical Proposed ASQM 1
requirements and application material. Refer
paragraphs 4, 16(t), 29 and application material Refer to Table 2.
paragraphs — see Table 2.
27 | Aus Al4.1 Extant ISQC 1 paragraph A13 Replaced by Aus A14.1in extant ASQC 1 Y—Corporations-Act 2001
The IESBA Code recognizes that the familiarity | Relevant ethical requirements and the Corporations Act | Asach application material
threat is particularly relevant in the context of 2001 require the rotation of the engagement partner, the See

financial statement audits of listed entities. For
these audits, the IESBA Code requires the rotation
of key audit partners* after a pre-defined period,
normally no more than seven years, and provide
related standards and guidance. National
requirements may establish shorter rotation
periods.

Footnote 4 As defined in the IESBA Code

engagement quality control reviewer, and other key
audit partners in respect of certain engagements.

1SQM 1 No specific paragraphs on familiarity
threats but partner rotation paragraph at paragraph
AB3.

Proposed ASQM 1

detailed explanations included
in the Covering Agenda Paper
that describes the path forward
for application material
paragraphs that reference the

Corporations Act.




No.

Extant ASQC 1
Paragraph
number

IAASB Text (if applicable) from Extant ISQC 1

Australian text

ATG recommendation to
retain/include an AUS
specific paragraph

Placeholder at proposed ASQM- 1 paragraph Aus
AB3LN/A

Acceptance and Continuance of Client Relationships and Specific Engagements

28 | Aus A22.1 N/A — additional material Aus A22.1 in extant ASQC 1 Y—ASIC-See detailed
. . . explanations included in the
For example, the firm may be required to obtain Covering Agenda Paper that
consent from the Australian Securities and Investments describes the path forward for
Commjssion (ASIC) prior to resigning from certain application material
audits. paragraphs that reference the
Footnote * See, for example, ASIC Regulatory Guide Corporations Act.
26 Resignation, removal and replacement of auditors
(June 2015).
Proposed ASQM 1
paragraph-A123:No amendments proposed
Engagement Performance
Retention of Engagement Documentation (Ref: Para. 47)
29 | Aus A61.1 N/A — additional material Aus A61.1in extant ASQC 1 ¥—N — See detailed

For audits or reviews of financial reports conducted
under the Corporations Act 2001 (the Act),

section 307B of that Act requires an auditor or member
of an audit firm to retain all audit working papers
prepared by or for, or considered or used by, the auditor
in accordance with the requirements of the Australian
Auditing Standards until:

(@) The end of seven years after the date of the
audit report prepared in relation to the audit or
review to which the audit working papers
relate; or

explanations included in the
Covering Agenda Paper that
describes the path forward for
paragraphs that reference the
Corporations
Act.Corporations-Act 2001




No. | Extant ASQC 1 | IAASB Text (if applicable) from Extant ISQC 1 | Australian text ATG recommendation to
Paragraph retain/include an AUS
number specific paragraph

(b) An earlier date determined by the Australian
Securities and Investments Commission for the
audit working papers.
Proposed ASQM 1
paragraph-A85.No amendment.
30 | Aus A61.2 N/A — additional material Aus A61.2 in extant ASQC 1 N — already dealt with in issue
29 above.
Relevant law or regulation, other than the Corporations
Act 2001, may require the retention of audit working
papers for specified periods.
Proposed ASQM 1
N/A already dealt with above.
Engagement Performance
Ownership of engagement documentation
31 | Aus A63.1 Extant 1ISQC 1 paragraph A63 Replaced by Aus A63.1 in extant ASQC 1 N — This paragraph no longer

Unless otherwise specified by law or regulation,
engagement documentation is the property of the
firm. The firm may, at its discretion, make
portions of, or extracts from, engagement
documentation available to clients, provided such
disclosure does not undermine the validity of the
work performed, or, in the case of assurance
engagements, the independence of the firm or its
personnel.

Unless otherwise specified by law or regulation,
engagement documentation remains the property of the
firm. The firm may, at its discretion, make portions of,
or extracts from, engagement documentation available
to clients, provided such disclosure does not undermine
the validity of the work performed or the independence
of the firm or its personnel.

exists in ISQM 1.




No.

Extant ASQC 1
Paragraph
number

IAASB Text (if applicable) from Extant ISQC 1

Australian text

ATG recommendation to
retain/include an AUS
specific paragraph

ISQM 1 This paragraph no longer exists.

Proposed ASQM 1

No amendment required.

Engagement Performance

Considerations Specific to Public Sector Organisations

32

Aus A68.1

N/A — additional material

Aus A68.1 in extant ASQC 1

In the public sector, an auditor appointed under statute
(for example, an Auditor-General) may delegate
responsibility for an engagement. The monitoring
process needs to include, on a cyclical basis, inspection
of at least one completed engagement of each person
with delegated responsibility for an engagement and its
performance. This includes an external person engaged
as the person responsible for an engagement.

Proposed ASQM 1

paragraph-A77Z:N/A

N — at the February 2021
AUASB meeting, members
discussed that auditor generals
are to have due regard to the
standards, they do not need to
follow them. Additionally, the
ATG is undertaking a separate
public sector project whereby
public sector guidance will be
addressed. On this basis,
separate public section
application material
paragraphs not considered

necessaryY—Fhis-paragraph
- - i
covered-i-SOM-1-

Note: The NZAUASB in its
February 2021 meeting papers
suggested that guidance for the
Auditor-General was “nice to
have” but not a compelling
reason to change.




TABLE 2- ETHICAL REFERENCES FROM ISOM 1 FOR CONSIDERATION IN THE AUSTRALIAN ENVIRONMENT (if not already considered in Table 1

above)

Note that “relevant ethical requirements”, “ethical values” and “professional ethics” are mentioned more than seventy times throughout the whole of ISQM 1, only the

paragraphs relevant to ethical requirements and IESBA Code will be listed below.

No. | Paragraph IAASB Text from ISQM 1 Audit Technical Group’s comments

from ISQM 1 : : : . : :

1 4 This ISQM is to be read in conjunction with relevant ethical Refer to Agenda Item 8 at the December 2020 AUASB Meeting,
requirements. Law, regulation or relevant ethical requirements reference to ASA 102 will be made upfront in ASQM 1.
may establish responsibilities for the firm’s management of
quality beyond those described in this ISQM. (Ref: Para. A2) Proposed ASQM 1

Footnote * See ASA 102 Compliance with Ethical Requirements
when Performing Audits, Reviews and Other Assurance
Engagements.

2 16(t) Relevant ethical requirements — Principles of professional ethics
and ethical requirements that are applicable to professional
accountants when undertaking engagements that are audits or
reviews of financial statements or other assurance or related
services engagements. Relevant ethical requirements ordinarily
comprise the provisions of the IESBA Code related to audits or
reviews of financial statements, or other assurance or related
services engagements, together with national requirements that
are more restrictive. (Ref: Para. A22-A24, A62)

3 29 Relevant Ethical Requirements No amendment required.

The firm shall establish the following quality objectives that
address the fulfillment of responsibilities in accordance with




No.

Paragraph
from ISOM 1

IAASB Text from ISQM 1

Audit Technical Group’s comments

relevant ethical requirements, including those related to
independence: (Ref: Para. A62-A64, A66)

(a) The firm and its personnel:

(i)  Understand the relevant ethical requirements to which
the firm and the firm’s engagements are subject; and
(Ref: Para. A22, A24)

(it)  Fulfill their responsibilities in relation to the relevant
ethical requirements to which the firm and the firm’s
engagements are subject.

(b) Others, including the network, network firms, individuals in
the network or network firms, or service providers, who are
subject to the relevant ethical requirements to which the firm
and the firm’s engagements are subject:

(i)  Understand the relevant ethical requirements that apply
to them; and (Ref: Para. A22, A24, A65)

(i) Fulfill their responsibilities in relation to the relevant
ethical requirements that apply to them.

A2

The IESBA Code’ contains requirements and application
material for professional accountants that enable professional
accountants to meet their responsibility to act in the public
interest. As indicated in paragraph 15, in the context of
engagement performance as described in this ISQM, the
consistent performance of quality engagements forms part of the
professional accountant’s responsibility to act in the public
interest.

Footnote 7 The International Ethics Standards Board for
Accountants’ International Code of Ethics for Professional
Accountants (including International Independence Standards)
(IESBA Code)

As mentioned above, no amendment required apart from converting
IESBA Code to APESB Code and amending footnote 7 to the title
of APESB Code. All wording and section references will be cross
checked to the APESB Code. Additionally, in the context of this
paragraph, the term professional accountant will be replaced by
member (as per the APES Code).

A22

Relevant Ethical Requirements (Ref: Para. 16(t), 29)

The relevant ethical requirements that are applicable in the
context of a system of quality management may vary, depending

No amendment required apart from converting references to IESBA
Code to APESB Code and checking wording and section
references. Additionally, in the context of this paragraph, the term




apply only to individuals in the context of the performance of
engagements and not the firm itself. For example:

. Part 2 of the IESBA Code applies to individuals who are
professional accountants in public practice when they
are performing professional activities pursuant to their
relationship with the firm, whether as a contractor,
employee or owner, and may be relevant in the context
of the performance of engagements.

. Certain requirements in Parts 3 and 4 of the IESBA
Code also apply to individuals who are professional
accountants in public practice when they are performing
professional activities for clients.

Compliance with such relevant ethical requirements by
individuals may need to be addressed by the firm’s system of
quality management.

Example of relevant ethical requirements
that are applicable only to individuals and

No. | Paragraph IAASB Text from ISQM 1 Audit Technical Group’s comments
from ISOM 1

on the nature and circumstances of the firm and its engagements. | professional accountant will be replaced by member (as per the
The term “professional accountant” may be defined in relevant | ApPES Code).
ethical requirements. For example, the IESBA Code defines the
term “professional accountant” and further explains the scope of
provisions in the IESBA Code that apply to individual
professional accountants in public practice and their firms.

6 A23 The IESBA Code addresses circumstances when law or No amendment required apart from converting references to IESBA
regulalltl_on pre_:;:r:ude? the pr?feslfl[?]”allEagé%”Ctagt fr?t”} h Code to APESB Code and checking wording and section
complying with certain parts of the ode. It further P ; ;
acknowledges that some jurisdictions might have provisions in referent_:es. Additionally, In the context of this paragraph, the term
law or regulation that differ from or go beyond those set out in professional accountant will be replaced by member (as per the
the IESBA Code and that professional accountants in those APES Code).
jurisdictions need to be aware of those differences and comply
with the more stringent provisions, unless prohibited by law or
regulation.

7 A24 Various provisions of the relevant ethical requirements may No amendment required apart from converting references to IESBA

Code to APESB Code and checking wording and section
references. Additionally, in the context of this paragraph, the term
professional accountant will be replaced by member (as per the
APES Code).




No.

Paragraph
from ISOM 1

IAASB Text from ISQM 1

Audit Technical Group’s comments

not the firm, and which relate to the
performance of engagements

Part 2 of the IESBA Code addresses
pressure to breach the fundamental
principles, and includes requirements that
an individual shall not:

e Allow pressure from others to result
in a breach of compliance with the
fundamental principles; or

e Place pressure on others that the
accountant knows, or has reason to
believe, would result in the other
individuals breaching the
fundamental principles.

For example, circumstances may arise
when, in performing an engagement, an
individual considers that the engagement
partner or another senior member of the
engagement team has pressured them to
breach the fundamental principles.

A62

Relevant Ethical Requirements (Ref: Para. 16(t), 29)

The IESBA Code sets out the fundamental principles of ethics
that establish the standards of behaviour expected of a
professional accountant and establishes the International
Independence Standards. The fundamental principles are
integrity, objectivity, professional competence and due care,
confidentiality and professional behaviour. The IESBA Code
also specifies the approach that a professional accountant is
required to apply to comply with the fundamental principles and,
when applicable, the International Independence Standards. In
addition, the IESBA Code addresses specific topics relevant to
complying with the fundamental principles. Law or regulation
in a jurisdiction may also contain provisions addressing ethical

No amendment required apart from converting references to IESBA
Code to APESB Code and checking wording and section
references. Additionally, in the context of this paragraph, the term
professional accountant will be replaced by member (as per the
APES Code).




No.

Paragraph
from ISQM 1

IAASB Text from ISQM 1

Audit Technical Group’s comments

requirements, including independence, such as privacy laws
affecting the confidentiality of information.

AG3

In some cases, the matters addressed by the firm in its system of
quality management may be more specific than, or additional
to, the provisions of relevant ethical requirements.

Examples of matters that a firm may include in its
system of quality management that are more specific
than, or additional to, the provisions of relevant ethical
requirements

e The firm prohibits the acceptance of gifts and
hospitality from a client, even if the value is
trivial and inconsequential.

e The firm sets rotation periods for all
engagement partners, including those
performing other assurance or related services
engagements, and extends the rotation periods
to all senior engagement team members.

engagements.—No amendment - Refer already item 27-24 from table
1 above.

10

Ab4

Other components may affect or relate to the relevant ethical
requirements component.

Examples of relationships between the relevant ethical
requirements component and other components

e The information and communication
component may address the communication of
various matters related to relevant ethical
requirements, including:

o The firm communicating the
independence requirements to all
personnel and others subject to
independence requirements.

o Personnel and engagement teams
communicating relevant information to
the firm without fear of reprisals, such
as situations that may create threats to

No amendment required.




No.

Paragraph
from ISOM 1

IAASB Text from ISQM 1

Audit Technical Group’s comments

independence, or breaches of relevant
ethical requirements.

As part of the resources component, the firm
may:

o Assign individuals to manage and
monitor compliance with relevant
ethical requirements or to provide
consultation on matters related to
relevant ethical requirements.

o Use IT applications to monitor
compliance with relevant ethical
requirements, including recording and
maintaining information about
independence.

11

A65

The relevant ethical requirements that apply to others depend on
the provisions of the relevant ethical requirements and how the
firm uses others in its system of quality management, or in the
performance of engagements.

Examples of relevant ethical requirements that apply to

others

Relevant ethical requirements may include
requirements for independence that apply to
network firms or employees of network firms,
for example, the IESBA Code includes
independence requirements that apply to network
firms.

Relevant ethical requirements may include a
definition of engagement team or other similar
concept, and the definition may include any
individual who performs assurance procedures
on the engagement (e.g., a component auditor or
a service provider engaged to attend a physical
inventory count at a remote location).
Accordingly, any requirements of the relevant

No amendment required apart from converting references to IESBA
Code to APESB Code and checking wording and section
references.




No.

Paragraph
from ISOM 1

IAASB Text from ISQM 1

Audit Technical Group’s comments

ethical requirements that apply to the
engagement team as defined in the relevant
ethical requirements, or other similar concept,
may also be relevant to such individuals.

e The principle of confidentiality may apply to the
firm’s network, other network firms or service
providers, when they have access to client
information obtained by the firm.

12

A66

Public Sector Considerations

In achieving the quality objectives in this ISQM related to
independence, public sector auditors may address independence
in the context of the public sector mandate and statutory
measures.

No amendment required apart from converting references to ISQM
to ASQM.

13

A7l

Professional standards or applicable legal and regulatory
requirements may include specific provisions that need to be
addressed before accepting or continuing a client relationship or
specific engagement and may also require the firm to make
inquiries of an existing or predecessor firm when accepting an
engagement. For example, when there has been a change of
auditors, ISA 300*2 requires the auditor, prior to starting an
initial audit, to communicate with the predecessor auditor in
compliance with relevant ethical requirements. The IESBA
Code also includes requirements for the consideration of
conflicts of interests in accepting or continuing a client
relationship or specific engagement and communication with the
existing or predecessor firm when accepting an engagement that
is an audit or review of financial statements.

Footnote 12 ISA 300, Planning an Audit of Financial
Statements, paragraph 13(b)

No amendment required apart from replacing “professional
standards” with “AUASB standards”, converting references to
IESBA Code to APESB Code and checking wording and section
references.

14

AT74

There may be other circumstances when the fee quoted for an
engagement is not sufficient given the nature and circumstances
of the engagement, and it may diminish the firm’s ability to
perform the engagement in accordance with professional
standards and applicable legal and regulatory requirements. The
IESBA Code addresses fees and other types of remuneration,

No amendment required apart from replacing “professional
standards” with “AUASB standards”, converting references to
IESBA Code to APESB Code and checking wording and section
references.




No.

Paragraph
from ISQM 1

IAASB Text from ISQM 1

Audit Technical Group’s comments

including circumstances that may create a threat to compliance
with the fundamental principle of professional competence and
due care if the fee quoted for an engagement is too low.

15

All7

Relevant Ethical Requirements (Ref: Para. 34(a))

Relevant ethical requirements may contain provisions regarding
the identification and evaluation of threats and how they are to
be addressed. For example, the IESBA Code provides a
conceptual framework for this purpose and, in applying the
conceptual framework, requires that the firm use the reasonable
and informed third party test.

No amendment - Refer item 24 from table 1 above. Ati7willbe
amended-asfollows:

16

Al18

Relevant ethical requirements may specify how the firm is
required to respond to a breach. For example, the IESBA Code
sets out requirements for the firm in the event of a breach of the
IESBA Code and includes specific requirements addressing
breaches of the International Independence Standards, which
includes requirements for communication with external parties.

No amendment required apart from converting references to IESBA
Code to APESB Code and checking wording and section
references.

17

Al119

Matters the firm may address relating to breaches of the relevant
ethical requirements include:

e The communication of breaches of the relevant ethical
requirements to appropriate personnel;

e The evaluation of the significance of a breach and its effect
on compliance with relevant ethical requirements;

e The actions to be taken to satisfactorily address the
consequences of a breach, including that such actions be
taken as soon as practicable;

No amendment required.




No.

Paragraph
from ISOM 1

IAASB Text from ISQM 1

Audit Technical Group’s comments

e Determining whether to report a breach to external parties,

such as those charged with governance of the entity to which
the breach relates or an external oversight authority; and

¢ Determining the appropriate actions to be taken in relation to

the individual(s) responsible for the breach.

18

A204

In some instances, an external oversight authority may establish
documentation requirements, either formally or informally, for
example, as a result of the outcome of external inspection
findings. Relevant ethical requirements may also include
specific requirements addressing documentation, for example,
the IESBA Code requires documentation of particular matters,
including certain situations related to conflicts of interest,
non-compliance with laws and regulations and independence.

No amendment required apart from converting references to IESBA
Code to APESB Code and checking wording and section
references.




TABLE 3- PROPOSED AMENDMENTS TO ISOM 1 TO MEET AUSTRALIAN JURISDICTIONAL REQUIREMENTS

description of the meanings attributed to certain terms for
purposes of this ISQM. These definitions are provided to
assist in the consistent application and interpretation of this

No. | Paragraph IAASB Text from ISQM 1 Audit Technical Group’s comments
from ISQM 1
1 10 Scalability The paragraph requires amendment as “compilation engagements”
In applying a risk-based approach, the firm is required to take is referr_ed toan _exa_tmple of a related services engagement. In_
into acoount: ' Awstralia, compilation engagements are part of the APESB suite of
standards but rather form part of the APESB suite, the ATG
(a) The nature and circumstances of the firm; and proposes using agreed-upon procedures as the example.
(b) The nature and circumstances of the engagements _
performed by the firm.
Accordingly, the design of the firm’s system of quality —
management, in particular the complexity and formality of the
system, will vary. For example, a firm that performs different (a) The nature and circumstances of the firm; and
types of engagements for a wide variety of entities, including
audits of financial statements of listed entities, will likely
need to have a more complex and formalized system of r
quality management and supporting documentation, than a
firm that performs only reviews of financial statements or
o -
2 A9 This ISQM includes, under the heading “Definitions,” a This paragraph references the IAASB handbook, for which the

AUASB does not have a corresponding equivalent.

Proposed amendment See ASQM 1 Aus A9.1

ISQM, and are not intended to override definitions that may
be established for other purposes, whether in law, regulation
or otherwise. The Glossary of Terms relating to International
Standards issued by the IAASB in the Handbook of
International Quality Management, Auditing, Review, Other
Assurance, and Related Services Pronouncements published
by IFAC includes the terms defined in this ISOM. The
Glossary of Terms also includes descriptions of other terms

This ASOM includes, under the heading “Definitions,” a
description of the meanings attributed to certain terms for purposes
of this ASQM. These definitions are provided to assist in the
consistent application and interpretation of this ASQM, and are not
intended to override definitions that may be established for other
purposes, whether in law, regulation or otherwise. The Glossary of
Terms relating to AUASB Standards issued by the AUASB




No. | Paragraph IAASB Text from ISQM 1 Audit Technical Group’s comments
from ISQM 1
found in the ISQMs to assist in common and consistent includes the terms defined in this ASQM. The Glossary of Terms
interpretation and translation. also includes descriptions of other terms found in the ASQMs to
assist in common and consistent interpretation and translation.
23 | A% ISA 220 (Revised)™ addresses the responsibility of the The paragraph requires amendment as Australia prohibits the use of

engagement partner to determine that members of the
engagement team, and any auditor’s external experts and
internal auditors who provide direct assistance who are not
part of the engagement team, collectively have the
appropriate competence and capabilities, including sufficient
time, to perform the engagement.........

Footnote 16 ISA 220 (Revised), paragraph 26

direct assistance of internal audit._ See ASOM 1 Aus A96.1.




Table 1

APPENDIX 2

Australian Modifications in Extant ASA 220 Quality Control for an Audit of a Financial Report and Other Historical Financial Information related to ASOM 2

reviewer, shall also consider the following:

(@) The engagement team’s evaluation of the
firm’s independence in relation to the audit
engagement;

(b) Whether appropriate consultation has taken
place on matters involving differences of
opinion or other difficult or contentious
matters, and the conclusions arising from
those consultations; and

(c) Whether audit documentation selected for
review reflects the work performed in
relation to the significant judgments made
and supports the conclusions reached.

No. | Para # International Text Australian Text ATG Recommendation
Requirements
Engagement Quality Control Review

1 |Aus211 Deleted paragraph 21 from extant ISA 220: Australian text Aus 21.1 from extant ASA 220 N —This Aus paragraph
In principle does not need to be carried
asincluded | For audits of financial statements of listed entities, | Engagement Quality Control Review forward as these
in extant the engagement quality control reviewer, on . . . . » requirements have been
ASA 220 performing an engagement quality control For audits of financial reports of listed entities, adequately covered in

and those other audit engagements, if any, for
which the firm has determined that an
engagement quality control review is required,
the engagement quality control reviewer, on
performing an engagement quality control review,
shall also consider the following:

@

(b)

©

The engagement team’s evaluation of the
firm’s independence in relation to the audit
engagement;

Whether appropriate consultation has taken
place on matters involving differences of
opinion or other difficult or contentious
matters, and the conclusions arising from
those consultations; and

Whether audit documentation selected for
review reflects the work performed in
relation to the significant judgements made
and supports the conclusions reached. (Ref:
Para. A28-A31)

ASQM 2 in paragraphs
25(e) and 25(c)(i), (ii) and
(iii).




TABLE 2- ETHICAL REFERENCES FROM ISOM 2 FOR CONSIDERATION IN THE AUSTRALIAN ENVIRONMENT

Note that “relevant ethical requirements”, “ethical values” and “professional ethics” are mentioned more than twenty times throughout the whole of ISQM 2, only the

9

paragraphs relevant to ethical requirements and IESBA Code will be listed below.

No. | Paragraph | IAASB Text from proposed ISQM 2 Audit Technical Group’s comments
from
proposed
ISQM 2
1 2 This ISQM applies to all engagements for which an engagement | Proposed ASQM 2
quality review is required to be performed in accordance with This ASQM applies to all engagements for which an engagement
ISQM 1.* This ISQM is premised on the basis that the firm is quality review is required to be performed in accordance with
subject to ISQM 1 or to national requirements that are at least as ASQM 1.! This ASQM is premised on the basis that the firm is
demanding. This ISQM is to be read in conjunction with relevant | subject to ASQM 1 or to national requirements that are at least as
ethical requirements. demanding. This ASQM is to be read in conjunction with relevant
. . ethical requirements. *
Footnote 1 International Standard on Quality Management i
(ISQM) 1 (Previously International Standard on Quality Control
1), Quality Management for Firms that Perform Audits or Footnote 1 Australian Standard on Quality Management (ASQM) 1
gee;’\iﬁ‘:’g %an;naer:rfé?]It SStagerr;err::sh %r‘l%her Assurance or Related | (preyiously Australian Standard on Quality Control 1), Quality
gag » paragrap Management for Firms that Perform Audits or Reviews of
Financial Statements, or Other Assurance or Related Services
Engagements, paragraph 34
See ASQM 2 paragraph Aus 2.1.
Further to the February 2021 AUASB meeting, the ATG has
considered whether this amendment is required in ASQM 2 as this
has already happened in ASQM 1. While the ATG agrees that
information need not be replicated across the standards, because
relevant ethical requirements are defined in both ISOM 1 and
ISQM 2, from an Australian perspective to be consistent with the
international standard, we have included these amendments in both
ASQM 1 and ASOM 2.
2 13(c) Relevant ethical requirements — Principles of professional ethics Proposed ASQM 2
and ethical requirements that are applicable to a professional




The relevant ethical requirements that are applicable when
undertaking an engagement quality review may vary, depending

No. | Paragraph | IAASB Text from proposed ISQM 2 Audit Technical Group’s comments
from
proposed
1ISQM 2
accountant when undertaking the engagement quality review.
Relevant ethical requirements ordinarily comprise the provisions
of the International Ethics Standards Board for Accountants’
International Code of Ethics for Professional Accountants
(including International Independence Standards) (IESBA Code)
related to audits or reviews of financial statements, or other
assurance or related services engagements, together with national | See ASOM 2 paragraph Aus 13.1.
requirements that are more restrictive. (Ref: Para. A12-A15)
Further to the February 2021 AUASB meeting, the ATG has
considered whether this amendment is required in ASQM 2 as this
has already happened in ASQM 1. While the ATG agrees that
information need not be replicated across the standards, because
relevant ethical requirements are defined in both ISQM 1 and
ISQM 2, from an Australian perspective to be consistent with the
international standard, we have included these amendments in both
ASOM 1 and ASQM 2.

3 18(b) The firm shall establish policies or procedures that set forth the No amendments required apart from converting IESBA Code to
criteria for eligibility to be appointed as an engagement quality APESB Code. All wording and section references will be cross
reviewer. Those policies or procedures shall require that the checked to the APESB Code
engagement quality reviewer not be a member of the engagement '
team, and: (Ref: Para. A4)

(a) Has the competence and capabilities, including sufficient
time, and the appropriate authority to perform the
engagement quality review; (Ref: Para. A5-Al1l)

(b) Complies with relevant ethical requirements, including in
relation to threats to objectivity and independence of the
engagement quality reviewer; and (Ref: Para. A12-A15)

(c) Complies with provisions of law and regulation, if any,
that are relevant to the eligibility of the engagement
quality reviewer. (Ref: Para. A16)

4 Al2 Relevant Ethical Requirements (Ref: Para. 13(c), 18(b)) No amendments required apart from converting IESBA Code to

APESB Code. All wording and section references will be cross
checked to the APESB Code. Additionally, in the context of this




Threats to the engagement quality reviewer’s objectivity may be
created by a broad range of facts and circumstances. For example:

o A self-review threat may be created when the engagement
quality reviewer previously was involved with significant
judgments made by the engagement team, in particular as
the engagement partner or other engagement team
member.

e A familiarity or self-interest threat may arise when the
engagement quality reviewer is a close or immediate
family member of the engagement partner or another
member of the engagement team, or through close
personal relationships with members of the engagement
team.

e An intimidation threat may be created when actual or
perceived pressure is exerted on the engagement quality
reviewer (e.g., when the engagement partner is an
aggressive or dominant individual, or the engagement

No. | Paragraph | IAASB Text from proposed ISQM 2 Audit Technical Group’s comments
from
proposed
1ISQM 2
on the nature and circumstances of the engagement or the entity. | paragraph, the term professional accountant will be replaced by
Various provisions of relevant ethical requirements may apply member (as per the APES Code).
only to individual professional accountants, such as an
engagement quality reviewer, and not the firm itself.
5 Al3 Relevant ethical requirements may include specific independence | No amendments required apart from converting IESBA Code to
;%%g"ﬁgﬁ?stssthgﬁ \leogr!de%pglyeﬁe;r?tdIVIaclilgtal Pero'fgssgfnlg:ale ant APESB Code. All wording and section references will be cross
u , Su uality reviewer. vV
ethical requirements may e?lsg includg proalisions that address checked to the APESB Cade.
threats to independence created by long association with an audit
or assurance client. The application of any such provisions
dealing with long association is distinct from, but may need to be
taken into consideration in applying, the required cooling-off
period in accordance with paragraph 19.
6 Al4 Threats to the objectivity of the engagement quality reviewer No amendments required apart from converting IESBA Code to

APESB Code. All wording and section references will be cross
checked to the APESB Code.




No. | Paragraph | IAASB Text from proposed ISQM 2 Audit Technical Group’s comments
from
proposed
ISQM 2
quality reviewer has a reporting line to the engagement
partner).
7 Al5 Relevant ethical requirements may include requirements and No amendments required apart from converting IESBA Code to

guidance to identify, evaluate and address threats to objectivity.
For example, the IESBA Code provides specific guidance,
including examples of:

e Circumstances where threats to objectivity may be
created when a professional accountant is appointed
as an engagement quality reviewer;

e Factors that are relevant in evaluating the level of
such threats; and

e Actions, including safeguards, that might address
such threats.

APESB Code. All wording and section references will be cross
checked to the APESB Code.




APPENDIX 3

TABLE 1 - AUS PARAGRAPHS FROM EXTANT ASA 220

Australian modifications from extant ASA 220 Quality Control for an Audit of a Financial Report and Other Historical Financial Information

Definitions
1 |Aus7.1 N/A — Aus. only definition. Aus 7.1 inserted in extant ASA 220 N — No Australian

paragraph proposed.

Assurance practitioner means a person or an

organisation, whether in public practice, industry, Extant ASA 220

commerce or the public sector, providing assurance “assurance practitioner”

services. definition was inserted
and all references to
“professional

accountant” were
replaced with
“assurance practitioner”.

Professional accountant
is a term used within
IAASB suite but not in
Australia.

As “professional
accountant” is only used
twice in proposed

ASA 220 and
“assurance practitioner”
is already defined in
proposed ASQM 1,
ATG view that no




insertion is needed in
proposed ASA 220.

Aus 7.2

Extant ISA 220 7(a)

Engagement partner? — The partner or other person in
the firm who is responsible for the audit engagement
and its performance, and for the auditor’s report that
is issued on behalf of the firm, and who, where
required, has the appropriate authority from a
professional, legal or regulatory body.

Footnote 2

2 ¢

“Engagement partner,” “partner,” and “firm” should
be read as referring to their public sector equivalents.

7(a) and Aus 7.2 in extant ASA 220

Engagement partner? means the partner or other
person in the firm who is responsible for the audit
engagement and its performance, and for the auditor’s
report that is issued on behalf of the firm, and who,
where required, has the appropriate authority from a
professional, legal or regulatory body.

Aus 7.2

Engagement partner should be read as referring to a
public sector equivalent where relevant.

Footnote 2

[Footnote deleted by the AUASB. Refer Aus 7.2,
Aus 7.3 and Aus 7.4.]

ISA 220 (Revised)

Engagement partner® — The partner or other
individual, appointed by the firm, who is responsible
for the audit engagement and its performance, and for
the auditor’s report that is issued on behalf of the firm,
and who, where required, has the appropriate
authority from a professional, legal or regulatory
body.

Proposed ASA 220
No amendment required.

N — No Australian
paragraph proposed.

Amendment to extant
was to include public
sector specifically in the
definition. View that
reference to public
sector only in the
footnote was not
sufficient.

Definition of “Firm” in
ISA 220 (Revised) now
explicitly includes a

public sector reference.

ATG view that change
to “firm” sufficiently
includes Public Sector in
the definition and not
solely in a footnote.




Footnote 3

“Engagement partner,” “partner,” and “firm” is to be
read as referring to their public sector equivalents
where relevant.

2 ¢

7(d)

Extant ISA 220 7(d)

Engagement team — All partners and staff performing
the engagement, and any individuals engaged by the
firm or a network firm who perform audit procedures
on the engagement. This excludes an auditor’s expert
engaged by the firm or a network firm.® The term
“engagement team” also excludes individuals within
the client’s internal audit function who provide direct
assistance on an audit engagement when the external
auditor complies with the requirements of ISA 610
(Revised 2013).4

Extant ASA 220 7(d)

Engagement team means all partners and staff
performing the engagement, and any individuals
engaged by the firm or a network firm who perform
audit procedures on the engagement. This excludes an
auditor’s external expert engaged by the firm or a
network firm.®

ISA 220 (Revised) paragraph 12(d)

Engagement team — All partners and staff performing
the audit engagement, and any other individuals who
perform audit procedures on the engagement,
excluding an auditor’s external expert* and internal
auditors who provide direct assistance on an
engagement.® (Ref: Para. A15-A25)

Proposed ASA 220

Engagement team — All partners and staff performing
the audit engagement, and any other individuals who
perform audit procedures on the engaqement,
excluding an auditor’s external expert i

engagement.® (Ref: Para. A15-A25)




Further to the February
2021 AUASB meeting,

the ATG has considered
whether this amendment
is required in ASA 220
as this has already
happened in ASOM 1.
While the ATG agrees
that information need
not be replicated across
the standards, because
engagement team is
defined in both ISQM 1
and ASA 220, from an
Australian perspective
to be consistent with the
international standard
we have included these
amendments in both
ASQOM 1 and ASA 220.

Aus 7.3

Extant ISA 220 paragraph 7(e)

Aus 7.3 in extant ASA 220




Firm — A sole practitioner, partnership or corporation
or other entity of professional accountants.

Firm means a sole practitioner, partnership, or
corporation or other entity of assurance practitioners.
Firm should be read as referring to a public sector
equivalent where relevant.

ISA 220 (Revised) paragraph 12(e)

Firm — A sole practitioner, partnership or corporation
or other entity of professional accountants, or public
sector equivalent.

Proposed ASA 220

Firm — A sole practitioner, partnership or corporation
or other entity of assurance practitioners, or public
sector equivalent.

N — No Australian
paragraph proposed.

Definition now
explicitly includes
public sector equivalent.
The amendment in
extant ASA 220 was to
move public sector
references from a
footnote to the
definitions.

Inline with proposed
ASQM 1 issue 10,
reference to
“professional
accountant” will be
amended to “assurance
practitioner”.

The ATG does not
consider the change of
“professional account”
to “assurance
practitioner” to be a
“significant
terminology” change
and inline with para 16
of the
AUASB/NZAUASB
Policy, the change will




not be marked with an
AUS paragraph.

Aus 7.4

Extant ISA 220 paragraph 7(k)

Partner — Any individual with authority to bind the
firm with respect to the performance of a professional
services engagement.

Aus 7.4 in extant ASA 220

Partner means any individual with authority to bind
the firm with respect to the performance of an audit of
a financial report or historical financial information.
Partner should be read as referring to a public sector
equivalent where relevant.

ISA 220 (Revised) paragraph 12(h)

Partner — Any individual with authority to bind the
firm with respect to the performance of a professional
services engagement.

Proposed ASA 220

Partner means any individual with authority to bind
the firm with respect to the performance of an audit,
review, other assurance engagement or related
services engagement.




B

Further to the February
2021 AUASB meeting,
the ATG has considered
whether this amendment
is required in ASA 220
as this has already
happened in ASQOM 1.
While the ATG agrees
that information need
not be replicated across
the standards, because
partner is defined in
both ISQM 1 and ASA
220, from an Australian
perspective to be
consistent with the
international standard,
we have included these
amendments in both
ASQM 1 and ASA 220.




Aus 7.5

Extant ISA 220 paragraph 7(m)

Professional standards — International Standards on
Auditing (ISAs) and relevant ethical requirements.

Aus 7.5 in extant ASA 220

Australian Auditing Standards means the suite of
auditing standards issued by the AUASB, and
includes ASA 805 Special Considerations—Audits of
Single Financial Statements and Specific Elements,
Accounts or Items of a Financial Statement, and
ASA 810 Engagements to Report on Summary
Financial Statements.

ISA 220 (Revised) paragraph 12(j)

Professional standards — International Standards on
Auditing (ISAs) and relevant ethical requirements.

Proposed ASA 220

Australian Auditing Standards means the suite of
auditing standards issued by the AUASB, comprising:

e Auditing Standards made under section 336 of the
Corporations Act 2001;

e ASA 805 Special Considerations—Audits of
Single Financial Statements and Specific
Elements, Accounts or Items of a Financial
Statement; and

e ASA 810 Engagements to Report on Summary
Financial Statements.




Aus 7.6

Extant ISA 220 paragraph 7(n)

Relevant ethical requirements — Ethical requirements
to which the engagement team and engagement
quality control reviewer are subject, which ordinarily
comprised Parts A and B of the International Ethics
Standards Board for Accountants’ Code of Ethics for
Professional Accountants (IESBA Code) related to an
audit of financial statements together with national
requirements that are more restrictive.

Aus 7.6 in extant ASA 220

Relevant ethical requirements means relevant ethical
requirements as defined in ASA 102.*

Footnote* See ASA 102 Compliance with Ethical
Requirements when Performing Audits, Reviews and
Other Assurance Engagements.

ISA 220 (Revised) definition, paragraph 12(k)

Relevant ethical requirements — Principles of
professional ethics and ethical requirements that are
applicable to professional accountants when
undertaking the audit engagement. Relevant ethical
requirements ordinarily comprise the provisions of the
International Ethics Standards Board for Accountants’
International Code of Ethics for Professional
Accountants (including International Independence
Standards) (IESBA Code) related to audits of

Proposed ASA 220

Relevant ethical requirements mean relevant ethical
requirements as defined in ASA 102 Compliance with
Ethical Requirements when Performing Audits,
Reviews and Other Assurance Engagements.

Further to the February

2021 AUASB meeting,
the ATG has considered
whether this amendment
is required in ASA 220
as this has already
happened in ASQM 1.
While the ATG agrees
that information need
not be replicated across
the standards, because
relevant ethical
requirements are defined
in both ISQM 1 and
ASA 220, from an
Australian perspective
to be consistent with the
international standard,
we have included these
amendments in both
ASQM 1 and ASA 220.




financial statements, together with national
requirements that are more restrictive.

Requirements

Aus 21.1

Extant ISA 220 paragraph 21

For audits of financial statements of listed entities, the
engagement quality control reviewer, on performing
an engagement quality control reviewer, shall also
consider the following:

(d) The engagement team’s evaluation of the firm’s
independence in relation to the audit engagement;

() Whether appropriate consultation has taken place
on matters involving differences of opinion or
other difficult or contentious matters, and the
conclusions arising from those consultations; and

(f) Whether audit documentation selected for review
reflects the work performed in relation to the
significant judgments made and supports the
conclusions reached.

Aus 21.1 in extant ASA 220

For audits of financial reports of listed entities, and
those other audit engagements, if any, for which the
firm has determined that an engagement quality
control review is required, the engagement quality
control reviewer, on performing an engagement
quality control review, shall also consider the
following:

(@) The engagement team’s evaluation of the firm’s
independence in relation to the audit engagement;

(b) Whether appropriate consultation has taken place
on matters involving differences of opinion or
other difficult or contentious matters, and the
conclusions arising from those consultations; and

(c) Whether audit documentation selected for review
reflects the work performed in relation to the

N — No Australian
paragraph proposed.

Amendment relates to
Engagement Quality
Control Reviews which
is no longer in

ASA 220. Consideration
of the extant ASA 220
amendment has been
included in the ASQM 2
table.




significant judgements made and supports the
conclusions reached. (Ref: Para. A30-A33)

ISA 220 (Revised)

Does not contain requirements on EQCR/EQR.

EQCR/EQR paragraphs have moved to ISQM 2.

Proposed ASA 220
No amendment required.

Application and Other Explanatory Material

System of Quality Control and Role of Engagement Teams

Aus A2.1

N/A — additional Aus material

Aus A2.1 in extant ASA 220

Reliance on the Firm’s System of Quality Control

Notwithstanding reliance by the engagement team on
the firm’s system of quality control, for audits
undertaken in accordance with the Corporations Act
2001 (the Act), the engagement partner is required to
comply with the auditing standards under section
307A of that Act.

N — refer detail included
in the overall board
agenda paper that
describes the approach
taken to Corporations
Act 2001 additions from
extant standard. N—Ne




Proposed ASA 220
No amendment proposed.

Relevant Ethical Requirements




Extant

No. IAASB Text (if applicable) from Extant ISA 220 ASA 220 (compiled June 2020) Australian Text ATG recommendation
ASA 220 to retain/include AUS
Paragraph paragraph
number

10 | Aus A4l Extant ISA 220 paragraph A4 Aus A4.1 in extant ASA 220 N — No Australian

The IESBA Code established the fundamental Compliance with Relevant Ethical Requirements :)arlggraphtr?rtck)]posed.
inci i i ichi . n line with the
prlnt(::;)lelztc;;}:igf.es&onal ethics, which include: The auditor is subject to relevant ethical requirements, proposed approach to
(b) Objectivity: |n<3'lid|ng those ptertalr:jlnfg todlpdi)Seg\digge; relating to | ASQM 1, references to
(c) Professional competence and due care; audit engagements as derined In ' relevant ethical
(d) Confidentiality; and Footnote* See ASA 102 Compliance with Ethical requirements will not be
(e) Professional behaviour. Requirements when Performing Audits, Reviews and | deleted and referenced
Other Assurance Engagements. purely to ASA 102. This
- - - - is further discussed in
ISA _220 (Revised) contains conmdgrable ethical Proposed ASA 220 ASA 220 Table 2.
requirements and application material. Refer Refer to Table 2.
paragraphs 16 - 21 and application material
paragraphs A38 - A48 — see Table 2.
11 | Aus A5.1 Extant ISA 220 paragraph A5 Paragraph A5 in extant ASA 220 N — No Australian

2

The definition of” firm,” “network™ or “network firm”
in relevant ethical requirements may differ from those
set out in this ISA. For example, the IESBA Code
defines the “firm” as:

(a) A sole practitioner, partnership or corporation of
professional accountants;

(b) An entity that controls such parties through
ownership, management or other means; and

(c) An entity controlled by such parties through
ownership, management or other means.

The IESBA Code also provides guidance in relation to
the terms “network™ and “network firm”.

In complying with the requirements in paragraphs 9—
11, the definitions used in the relevant ethical

[Deleted by the AUASB. Refer ASA 102]

paragraph proposed.

In line with the
proposed approach to
ASQM 1, references to
relevant ethical
requirements will not be
deleted and referenced
purely to ASA 102. This
is further discussed in
ASA 220 Table 2.




requirements apply in so far as is necessary to
interpret those ethical requirements.

ISA 220 (Revised) paragraph A27

The definitions of “network” or “network firm” in
relevant ethical requirements may differ from those
set out in this ISA. The IESBA Code also provides
guidance in relation to the terms “network™ and
“network firm.” Networks and the other network
firms may be structured in a variety of ways, and are
in all cases external to the firm. The provisions in this
ISA in relation to networks also apply to any
structures or organizations that do not form part of the
firm, but that exist within the network.

Proposed ASA 220
No amendment proposed.

12

N/A — additional Aus material

Aus A5.1 in extant ASA 220

Independence

Examples of independence requirements that may be
applicable are addressed in the Corporations Act
2001, Part 2M.3 Division 3, and relevant ethical
requirements in ASA 102.

ISA 220 (Revised) paragraph A38

ISA 200% requires that the auditor comply with
relevant ethical requirements, including those
pertaining to independence, relating to financial
statement audit engagements. Relevant ethical
requirements may vary depending on the nature and
circumstances of the engagement. For example,
certain requirements related to independence may be
applicable only when performing audits of listed
entities. ISA 600 includes additional requirements and

Proposed ASA 220

. .
E;;a:' plels ofi dlepe |Iele ce-régquireme st at_ ay-be
Aet2001Part2M-3-Bivision-3No proposed
amendments.

N — refer detail included
in the overall board
agenda paper that
describes the approach
taken to Corporations
Act 2001 additions from
extant standard. ¥—

Australian-paragraph




guidance to those in this ISA regarding
communications about relevant ethical requirements
with component auditors.

13

Aus A6.1

N/A — Inserted Aus application material.

Aus A6.1 in extant ASA 220

Threats to Independence

The familiarity threat is particularly relevant in the
context of financial report audits of listed entities. For
these audits, relevant ethical requirementst and the
Corporations Act 2001 specify the partner rotation
requirements.

Footnotet See ASA 102.

Proposed ASA 220

N — refer detail included
in the overall board
agenda paper that
describes the approach
taken to Corporations
Act 2001 additions from
extant standard.
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TABLE 2 —ETHICAL REFERENCES FROM ASA 220 FOR CONSIDERATION IN THE AUSTRALIAN ENVIRONMENT (if not already considered in Table
1 above)

Note that “relevant ethical requirements”, “ethical values” and “professional ethics™ are mentioned in total more than fifty times throughout the whole of ISA 220
(Revised), only the paragraphs relevant to ethical requirements and IESBA Code will be listed below.

No. | Paragraph IAASB Text from ISA 220 Audit Technical Group’s Recommendation
from
ISA 220
Introduction
1 1 This International Standard on Auditing (ISA) deals with the No a,mendme},lt' required. Definition of “relevant ethical
specific responsibilities of the auditor regarding quality requirements” is proposed to be amended to refer to ASA 102.

management at the engagement level for an audit of financial
statements, and the related responsibilities of the engagement
partner. This ISA is to be read in conjunction with relevant ethical
requirements. (Ref: Para. Al, A38)

Definitions

2 12 References to “relevant ethical requirements” within the definitions section of ISA 220 (Revised) have been addressed as part of Table 1.

Requirements

3 16 Relevant Ethical Requirements, Including Those Related to No amendment required. Definition has been amended to
Independence reference ASA 102.

The engagement partner shall have an understanding of the relevant
ethical requirements, including those related to independence, that
are applicable given the nature and circumstances of the audit
engagement. (Ref: Para. A38-A42, A48)

The engagement partner shall take responsibility for other members
17 of the engagement team having been made aware of relevant ethical
requirements that are applicable given the nature and circumstances
of the audit engagement, and the firm’s related policies or
procedures, including those that address: (Ref: Para. A23—-A25,
A40-A44)

(a) ldentifying, evaluating and addressing threats to compliance
with relevant ethical requirements, including those related to
independence;

No amendment required. Definition has been amended to
reference ASA 102.




No.

Paragraph
from
ISA 220

IAASB Text from ISA 220

Audit Technical Group’s Recommendation

(b) Circumstances that may cause a breach of relevant ethical
requirements, including those related to independence, and the
responsibilities of members of the engagement team when they
become aware of breaches; and

(c) The responsibilities of members of the engagement team when
they become aware of an instance of non-compliance with laws
and regulations by the entity.®

Footnote 6 — ISA 250 (Revised), Consideration of Laws and
Regulations in an Audit of Financial Statements

18

If matters come to the engagement partner’s attention that indicate
that a threat to compliance with relevant ethical requirements exists,
the engagement partner shall evaluate the threat through complying
with the firm’s policies or procedures, using relevant information
from the firm, the engagement team or other sources, and take
appropriate action. (Ref: Para. A43-A44)

No amendment required. Definition has been amended to
reference ASA 102.

19

The engagement partner shall remain alert throughout the audit
engagement, through observation and making inquiries as
necessary, for breaches of relevant ethical requirements or the
firm’s related policies or procedures by members of the engagement
team. (Ref: Para. A45)

No amendment required. Definition has been amended to
reference ASA 102.

20

If matters come to the engagement partner’s attention through the
firm’s system of quality management, or from other sources, that
indicate that relevant ethical requirements applicable to the nature
and circumstances of the audit engagement have not been fulfilled,
the engagement partner, in consultation with others in the firm,
shall take appropriate action. (Ref: Para. A46)

No amendment required. Definition has been amended to
reference ASA 102.

21

Prior to dating the auditor’s report, the engagement partner shall
take responsibility for determining whether relevant ethical
requirements, including those related to independence, have been
fulfilled. (Ref: Para. A38 and A47)

No amendment required. Definition has been amended to
reference ASA 102.

4

In applying ISA 230, the auditor shall include in the audit
documentation: (Ref: Para. A117-A120)

No amendment required. Definition has been amended to
reference ASA 102.




No.

Paragraph
from
ISA 220

IAASB Text from ISA 220

Audit Technical Group’s Recommendation

(@) Matters identified, relevant discussions with personnel, and
conclusions reached with respect to:

i.  Fulfillment of responsibilities relating to relevant ethical
requirements, including those related to independence.

ii.  The acceptance and continuance of the client relationship
and audit engagement.

(b) The nature and scope of, and conclusions resulting from,
consultations undertaken during the audit engagement and how
such conclusions were implemented.

(c) If the audit engagement is subject to an engagement quality
review, that the engagement quality review has been completed
on or before the date of the auditor’s report.

Application and Oth

er Explanatory Material

5

A38

Relevant Ethical Requirements, Including Those Related to
Independence (Ref: Para. 16-21)

Relevant Ethical Requirements (Ref: Para. 1, 16-21)

ISA 200% requires that the auditor comply with relevant ethical
requirements, including those pertaining to independence, relating
to financial statement audit engagements. Relevant ethical
requirements may vary depending on the nature and circumstances
of the engagement. For example, certain requirements related to
independence may be applicable only when performing audits of
listed entities. ISA 600 includes additional requirements and
guidance to those in this ISA regarding communications about
relevant ethical requirements with component auditors.

Footnote 28 — ISA 200, paragraphs 14 and A16-A19

No amendment required. Definition has been amended to
reference ASA 102.

A39

Based on the nature and circumstances of the audit engagement,
certain law, regulation or aspects of relevant ethical requirements,
such as those pertaining to non-compliance with laws or
regulations, may be relevant to the engagement, for example laws
or regulations dealing with money laundering, corruption, or
bribery.

No amendment required. Definition has been amended to
reference ASA 102.




No.

Paragraph
from
ISA 220

IAASB Text from ISA 220

Audit Technical Group’s Recommendation

A40

The firm’s information system and the resources provided by the
firm may assist the engagement team in understanding and fulfilling
relevant ethical requirements applicable to the nature and
circumstances of the audit engagement. For example, the firm may:

e Communicate the independence requirements to engagement
teams.

e Provide training for engagement teams on relevant ethical
requirements.

e Establish manuals and guides (i.e., intellectual resources)
containing the provisions of the relevant ethical requirements
and guidance on how they are applied in the nature and
circumstances of the firm and its engagements.

e Assign personnel to manage and monitor compliance with
relevant ethical requirements (e.g., ISQM 1 requires that the
firm obtains, at least annually, a documented confirmation of
compliance with the independence requirements from all
personnel required by relevant ethical requirements to be
independent) or provide consultation on matters related to
relevant ethical requirements.

e Establish policies or procedures for engagement team members
to communicate relevant and reliable information to appropriate
parties within the firm or to the engagement partner, such as
policies or procedures for engagement teams to:

o Communicate information about client engagements and
the scope of services, including non-assurance services, to
enable the firm to identify threats to independence during
the period of the engagement and during the period
covered by the subject matter.

o Communicate circumstances and relationships that may
create a threat to independence, so that the firm can
evaluate whether such a threat is at an acceptable level and
if it is not, address the threat by eliminating it or reducing
it to an acceptable level.

No amendment required. Definition has been amended to
reference ASA 102.




No.

Paragraph
from
ISA 220

IAASB Text from ISA 220

Audit Technical Group’s Recommendation

o Promptly communicate any breaches of the relevant
ethical requirements, including those related to
independence.

A4l

The engagement partner may take into account the information,
communication, and resources described in paragraph A40 when
determining whether the engagement partner may depend on the
firm’s policies or procedures in complying with relevant ethical
requirements.

No amendment required. Definition has been amended to
reference ASA 102.

A42

Open and robust communication between the members of the
engagement team about relevant ethical requirements may also
assist in:

e Drawing the attention of engagement team members to relevant
ethical requirements that may be of particular significance to
the audit engagement; and

o Keeping the engagement partner informed about matters
relevant to the engagement team’s understanding and
fulfillment of relevant ethical requirements and the firm’s
related policies or procedures.

No amendment required. Definition has been amended to
reference ASA 102.

A43

Identifying and Evaluating Threats to Compliance with Relevant
Ethical Requirements (Ref: Para. 17-18)

In accordance with ISQM 1, the firm’s responses to address the
quality risks in relation to relevant ethical requirements, including
those related to independence for engagement team members,
include policies or procedures for identifying, evaluating and
addressing threats to compliance with the relevant ethical
requirements.

No amendment required. Definition has been amended to
reference ASA 102. Reference to ISQM 1 will be updated.

Add

Relevant ethical requirements may contain provisions regarding the
identification and evaluation of threats and how they are to be dealt
with. For example, the IESBA Code explains that a self-interest
threat to compliance with the fundamental principle of professional
competence and due care may arise if the fee quoted for an audit
engagement is so low that it might be difficult to perform the
engagement in accordance with professional standards.?®

No amendment required. Definition has been amended to
reference ASA 102, reference to IESBA Code will be updated to
APESB Code.




Footnote 29 IESBA Code, paragraph 330.3 A2

A45 Breaches of Relevant Ethical Requirements (Ref: Para. 19) No amendment required.
In accordance with ISQM 1, the firm is required to establish
policies or procedures for identifying, communicating, evaluating
and reporting of any breaches of relevant ethical requirements and
appropriately responding to the causes and consequences of the
breaches in a timely manner.
A46 Taking Appropriate Action (Ref: Para. 20) No amendment required.
Appropriate actions may include, for example:
e Following the firm’s policies or procedures regarding breaches
of relevant ethical requirements, including communicating to or
consulting with the appropriate individuals so that appropriate
action can be taken, including as applicable, disciplinary
action(s).
e Communicating with those charged with governance.
e Communicating with regulatory authorities or professional
bodies. In some circumstances, communication with regulatory
authorities may be required by law or regulation.
e Seeking legal advice.
e  Withdrawing from the audit engagement, when withdrawal is
possible under applicable law or regulation.
A47 Prior to Dating the Auditor’s Report (Ref: Para. 21) No amendment required.

ISA 700 (Revised) requires that the auditor’s report include a
statement that the auditor is independent of the entity in accordance
with the relevant ethical requirements relating to the audit, and that
the auditor has fulfilled the auditor’s other ethical responsibilities in
accordance with these requirements.*® Performing the procedures




required by paragraphs 16-21 of this ISA provides the basis for
these statements in the auditor’s report.

Footnote 30 ISA 700 (Revised), paragraph 28(c)

10

A48

Considerations Specific to Public Sector Entities

Statutory measures may provide safeguards for the independence of
public sector auditors. However, public sector auditors or audit
firms carrying out public sector audits on behalf of the statutory
auditor may, depending on the terms of the mandate in a particular
jurisdiction, need to adapt their approach to promote compliance
with paragraph 16. This may include, where the public sector
auditor’s mandate does not permit withdrawal from the audit
engagement, disclosure through a public report of circumstances
that have arisen that would, if they were in the private sector, lead
the auditor to withdraw.

No amendment required.




TABLE 3- PROPOSED AMENDMENTS TO ISA 220 TO MEET AUSTRALIAN JURISDICTIONAL REQUIREMENTS

No. | Paragraph IAASB Text from ISA 220 Audit Technical Group’s comments
from ISA 220

1 N/A N/A — New insertion Paragraph Aus 1.1 is an additional Australian insertion. The
paragraph has been included to remind the auditor that it is their
responsibility to ensure compliance with all relevant legal,
regulatory or professional obligations such as the Corporations
Act 2001. This change has been made to conform with the
Australian regulatory environment and statutory requirements.

2 26 The engagement partner shall determine that members of the | Paragraph Aus 26.1 is proposed to replace paragraph 26. The ISA

B o engagement team, and any auditor’s external experts ane requirement contains a reference to direct assistance from internal
i i i i i who are not auditors which is prohibited by AUASB Standards. ATG proposes
part of the engagement team, collectively have the deleting the paragraph and including paragraph Aus A26.1 which
appropriate competence and capabilities, including sufficient | with the exception of the removal of *“...and internal auditors who
time, to perform the audit engagement. (Ref: Para. A62, A71-A74) | provide direct assistance...” the paragraph is consistent with the

ISA equivalent.

3 A21 An internal auditor providing direct assistance and an Paragraph Aus A21.1 is proposed to replaces paragraph A21. The

B o auditor’s external expert whose work is used in the ISA paragraph contains a reference to direct assistance from
engagement are not members of the engagement team. ISA internal auditors which is prohibited by AUASB Standards. The
610 (Revised) 2013 and ISA 620 provide requirements and ATG proposes deleting the paragraph and including paragraph
guidance for the auditor when using the work of internal Aus A21 which with the exception of the removal of references to
auditors in a direct assistance capacity or when using the direct assistance, is consistent with the ISA equivalent.
work of an external expert, respectively. Compliance with
these ISAs requires the auditor to obtain sufficient appropriate
audit evidence on the work performed by an internal auditor
providing direct assistance and perform audit procedures on
the work of an auditor’s expert.

4 A31(b) A3l Paragraph Aus A31.1 is proposed to replace sub-paragraph A31(b).

The ISA paragraph contains a reference to direct assistance from
(b) Others involved in the audit (e.q., internal auditors who internal auditors which is prohibited by AUASB Standards. The
provide direct assistance or an auditor’s external expert ); ATG proposes deleting the paragraph and including Aus A31.1
which, with the exception of the removal of “...internal auditors
who provide direct assistance or ...” is consistent with the ISA
equivalent.

5 A62 Human resources include members of the engagement team Paragraph Aus A62.1 is proposed to replace paragraph A62. The
(see also paragraphs A5, A15-A21) and, where applicable, an | ISA paragraph contains a reference to direct assistance from
auditor’s external expert and individuals from within the internal auditors which is prohibited by AUASB Standards. The

ATG proposes deleting the paragraph and including Aus A62.1

[ Formatted: Normal, Centered




Paragraph

IAASB Text from ISA 220

from ISA 220

Audit Technical Group’s comments

entity’s internal audit function who provide direct assistance

which, with the exception of the removal of “...and individuals

on the audit.

from within the entity’s internal audit function who provide direct
assistance on the audit” is consistent with the ISA equivalent.
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PREFACE

Reasons for Issuing -ASQM 1

The AUASB issues Auditing Standard ASQM 1 Quality Management for Firms that Perform Audits
or Reviews of Financial Reports and Other Financial Information, or Other Assurance or Related
Services Engagements pursuant to the requirements of the legislative provisions and the Strategic
Direction explained below.

The AUASB is a non corporate Commonwealth entity of the Australian Government established under
section 227A of the Australian Securities and Investments Commission Act 2001, as amended

(ASIC Act). Under section 336 of the Corporations Act 2001, the AUASB may make Auditing
Standards for the purposes of the corporations legislation. These Auditing Standards are legislative
instruments under the Legislation Act 2003.

Under the Strategic Direction given to the AUASB by the Financial Reporting Council (FRC), the
AUASB is required, inter alia, to develop auditing standards that have a clear public interest focus and
are of the highest quality.

Main Features

This Auditing Standard represents the Australian equivalent of ISQM 1 Quality Management for
Firms that Performs Audits or Reviews of Financial Statements, or Other Assurance or Related
Services Engagements (December 2020) and will replace the current ASQC 1 issued by the AUASB
in November 2013.

This Auditing Standard contains differences from -ISQC 1, which addresses the most relevant public
interest issues related to firms’ systems of quality control, including those highlighted in the Invitation
to Comment (ITC) released in December 2015, Enhancing Audit Quality in the Public Interest: A
Focus on Professional Scepticism, Quality Control and Group Audits.=

ASQOM 1 introduces a quality management approach that is focused on proactively identifying and
responding to risks to quality. The new guality management standard includes other enhancements to
address key issues highlighted in the ITC to improve the robustness of firms’ systems of quality
management (e.g., enhanced requirements and focus on governance and leadership, monitoring and
remediation, and circumstances when a firm belongs to a network). The essence of the new approach
is to focus firms’ attention on risks that may have an impact on engagement quality. The new
approach requires a firm to customise the design, implementation and operation of its system of
guality management based on the nature and circumstances of the firm and the engagements it

performs.
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AUTHORITY STATEMENT

The Auditing and Assurance Standards Board (AUASB) makes this Auditing Standard ASQM 1
Quality Management for Firms that Perform Audits or Reviews of Financial Reports and Other
Financial Information, or Other Assurance or Related Services Engagements pursuant to

section 227B of the Australian Securities and Investments Commission Act 2001 and section 336
of the Corporations Act 2001.

This Auditing Standard is to be read in conjunction with ASA 101 Preamble to Australian
Auditing Standards, which sets out the intentions of the AUASB on how the Australian Auditing
Standards, operative for financial reporting periods commencing on or after 1 January 2010, are
to be understood, interpreted and applied.

Dated: <TypeHere> B Edge
Chair - AUASB
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Conformity with International Standards on Quality Management

This Auditing Standard conforms with International Standard on Quality Management ISQM 1
Quality Management for Firms that Performs Audits or Reviews of Financial Statements, or Other
Assurance or Related Services Engagements issued by the International Auditing and Assurance
Standards Board (IAASB), an independent standard-setting board of the International Federation of
Accountants (IFAC).

Paragraphs that have been added to, or amended from this Auditing Standard (and do not appear /
appear differently in/from the text of the equivalent ISQM 1) are identified with the prefix “Aus”.

The following reguirements-introductory paragraphs and definitions are additional to or have been
amended from -ISQM 1.:

Paragraph Summary of Change
Aus 4.1 Replaces ISOM 1 introductory paragraph 4, to introduce ASA 102 Compliance

with Ethical Requirements when Performing Audits, Reviews and Other
Assurance Engagements.

Aus 4.2 Additional to ISOM 1 to serve as a reminder that it is the responsibility of the
firm to ensure compliance with all relevant legal, requlatory or professional
obligations.

Aus 10.1 Replaces ISOM 1 paragraph 10 scalability, as the example used in ISOM 1

references Compilation Engagements. The AUASB does not issue a
Compilation Engagement standard.

Aus 16.1- Additional to ISOM 1, to include definitions of ‘Assurance engagement’,
Ausl16.2 and ‘ Assurance practitioner’ and ‘Other financial information’, within the

16.5 legislative instrument of ASQOM 1.

Aus 16.3 Additional to ISOM 1 to include definition of ‘Date of report’, to represent

current Australian principles and practices of dating reports.

Aus 16.4 Replaces ISOM 1 paragraph 16(f) definition of ‘Engagement team’, to remove
the reference to direct assistance of internal audit which is prohibited in
Australia, consistent with ASA 610 Using the Work of Internal Auditors.

Aus 16.5 Additional to ISOM 1, to include the definition of ‘Other financial
information’. Consistent with ASA 100 Preamble to AUASB Standards,
although Auditing Standards are written mainly in the context of an audit of a
financial report, they apply also, as appropriate, to the audit of other financial
information.

Aus 16.6 Replaces ISOM 1 paragraph 16(m) definition of ‘Partner’, which references the
term ‘professional services engagements’. This term is not defined within
Australia and has been replaced with the words audit, review, other assurance
engagement or related services engagement.

Aus 16.7 Replaces ISOM paragraph 16(p) definition of ‘Professional standards’. The
AUASB Preface defines the term AUASB Standards.

Aus 16.8 Replaces ISOM 1 paragraph 16(t) definition of ‘Relevant ethical requirements’.
Relevant ethical requirements are defined in ASA 102 Compliance with Ethical
Requirements when Performing Audits, Reviews and Other Assurance

Engagements.
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The following application and other explanatory material is additional to or amended from

1SOC ISQM 1

Paragraph Summary of Change
Aus A9.1 Replaces ISOM 1 paragraph A9 Glossary of terms to remove reference to the

IAASB Handbook.

Aus A96.1 Replaces ISOM 1 paragraph A96 to remove the reference to direct assistance
of internal audit which is prohibited in Australia, consistent with ASA 610
Using the Work of Internal Auditors.

This Auditing Standard incorporates terminology and definitions used in Australia.

Compliance with this Auditing Standard enables compliance with -ISQM 1.
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AUDITING STANDARD ASQM 1

Quality Management for Firms that Perform Audits or Reviews of Financial
Reports and Other Financial Information, or Other Assurance or Related
Services Engagements
Application
Aus 0.1 This Auditing Standard applies to a firm that performs:

@ an audit of a financial report for a financial year, or an audit or review of a
financial report for a half-year, in accordance with the Corporations Act 2001;

(b) an audit or review of a financial report, or a complete set of financial
statements, for any other purpose;

© an audit or review of other historical financial information;
(d) an audit or review other than of historical financial information;
©) other assurance engagements; and
()] related services engagements.
Operative Date

Aus 0.2 Systems of quality management in compliance with this ASQM are required to be
designed and implemented by 15 December 2022, and the evaluation of the system of
quality management required by paragraphs 53-54 of this ASQM is required to be
performed within one year following 15 December 2022,

Introduction

Scope of this Auditing Standard

1. This Australian Standard on Quality Management (ASQM) deals with a firm’s responsibilities
to design, implement and operate a system of quality management for audits or reviews of
financial reports and other financial information, or other assurance or related services
engagements.

2. Engagement quality reviews form part of the firm’s system of quality management and:

@ This ASQM deals with the firm’s responsibility to establish policies or procedures
addressing engagements that are required to be subject to engagement quality reviews.

(b) ASQM 2! deals with the appointment and eligibility of the engagement quality
reviewer, and the performance and documentation of the engagement quality review.

3. Other pronouncements of the Australian Auditing and Assurance Standards Board (AUASB):

@ Are premised on the basis that the firm is subject to the ASQMs or to national
requirements that are at least as demanding;? and

! See ASQM 2 Engagement Quality Reviews.
2 See, for example, Australian Standard on Auditing (ASA) 220, Quality Management for an Audit of a Financial Report and Other
Historical Financial Information, paragraph 3.
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(b)

Include requirements for engagement partners and other engagement team members
regarding quality management at the engagement level. For example, ASA 220 deals
with the specific responsibilities of the auditor regarding quality management at the
engagement level for an audit of a financial report and the related responsibilities of
the engagement partner. (Ref: Para. A1)

Aus 4.1

guality-beyond those describein this-ISQM- (Ret-Para- A [ Deleted by the AUASB. Refer Aus
4.1]

This ASOM is to be read in conjunction with relevant ethical requirements. Relevant

Aus 4.2

ethical requirements are defined in ASA 102.” Law, requlation or relevant ethical
requirements may establish responsibilities for the firm’s management of quality
beyond those described in this ASQOM: (Ref: Para. A2).

This ASOM does not address the responsibilities of the firm that may exist in

legislation, requlation or otherwise in connection with, for example, independence or
other assurance related requirements of the Corporations Act 2001. Such
responsibilities may differ from those established in this ASOM. It is the
responsibility of the firm to ensure compliance with all relevant legal, requlatory or
professional obligations.

4.5.  This ASQM applies to all firms performing audits or reviews of financial reports and other
financial information, or other assurance or related services engagements (i.e., if the firm
performs any of these engagements, this ASQM applies and the system of quality management
that is established in accordance with the requirements of this ASQM enables the consistent
performance by the firm of all such engagements).

The Firm’s System of Quality Management

5.6. A system of quality management operates in a continual and iterative manner and is
responsive to changes in the nature and circumstances of the firm and its engagements. It also
does not operate in a linear manner. However, for the purposes of this ASQM, a system of
quality management addresses the following eight components: (Ref: Para. A3)

(@)
(b)
(©
(d)
Q)
)
@
(h)

The firm’s risk assessment process;

Governance and leadership;

Relevant ethical requirements;

Acceptance and continuance of client relationships and specific engagements;
Engagement performance;

Resources;

Information and communication; and

The monitoring and remediation process.

6:7.  This ASQM requires the firm to apply a risk-based approach in designing, implementing and
operating the components of the system of quality management in an interconnected and co-

See ASA 102 Compliance with Ethical Requirements when Performing Audits, Reviews and Other Assurance Engagements.

ASQM 1
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ordinated manner such that the firm proactively manages the quality of engagements
performed by the firm. (Ref: Para. A4)

#8.  The risk-based approach is embedded in the requirements of this ASQM through:

€)] Establishing quality objectives. The quality objectives established by the firm consist
of objectives in relation to the components of the system of quality management that
are to be achieved by the firm. The firm is required to establish the quality objectives
specified by this ASQM and any additional quality objectives considered necessary by
the firm to achieve the objectives of the system of quality management.

(b) Identifying and assessing risks to the achievement of the quality objectives (referred to
in this standard as quality risks). The firm is required to identify and assess quality
risks to provide a basis for the design and implementation of responses.

© Designing and implementing responses to address the quality risks. The nature, timing
and extent of the firm’s responses to address the quality risks are based on and are
responsive to the reasons for the assessments given to the quality risks.

8.9.  This ASQM requires that, at least annually, the individual(s) assigned ultimate responsibility
and accountability for the system of quality management, on behalf of the firm, evaluates the
system of quality management and concludes whether the system of quality management
provides the firm with reasonable assurance that the objectives of the system, stated in

paragraph 14(a) and (b), are being achieved. (Ref: Para. A5)
Scalability
10. [Deleted by the AUASB. Refer Aus 10.1]t-apphying-arisk-

Aus 10.1 In applying a risk-based approach, the firm is required to take into account:

(a) The nature and circumstances of the firm; and

(b) The nature and circumstances of the engagements performed by the firm.

Accordingly, the design of the firm’s system of quality management, in particular the
complexity and formality of the system, will vary. For example, a firm that performs
different types of engagements for a wide variety of entities, including audits of
financial reports of listed entities, will likely need to have a more complex and
formalised system of quality management and supporting documentation, than a firm
that performs only reviews of financial reports or agreed-upon procedures

engagements.

Networks and Service Providers

9:11.  This ASQM addresses the firm’s responsibilities when the firm:
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€)] Belongs to a network, and the firm complies with network requirements or uses
network services in the system of quality management or in the performance of
engagements; or

(b) Uses resources from a service provider in the system of quality management or in the
performance of engagements.

Even when the firm complies with network requirements or uses network services or resources
from a service provider, the firm is responsible for its system of quality management.

Authority of this ASQM

10:12. Paragraph 14 contains the objective of the firm in following this ASQM. This ASQM

contains: (Ref: Para. AB)

(a) Requirements designed to enable the firm to meet the objective in paragraph 14; (Ref:
Para. A7)

(b) Related guidance in the form of application and other explanatory material; (Ref: Para.
A8)

© Introductory material that provides context relevant to a proper understanding of this
ASQM; and

(d) Definitions. (Ref: Para. A9)

Effective Date
1113, [Deleted by the AUASB. Refer Aus 0.2]

Objective

12.14. The objective of the firm is to design, implement and operate a system of quality management

13:15.

for audits or reviews of financial reports and other financial information, or other assurance or
related services engagements performed by the firm, that provides the firm with reasonable
assurance that:

@ The firm and its personnel fulfill their responsibilities in accordance with professional
AUASB 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.

The public interest is served by the consistent performance of quality engagements. The
design, implementation and operation of the system of quality management enables the
consistent performance of quality engagements by providing the firm with reasonable
assurance that the objectives of the system of quality management, stated in paragraph 14(a)
and (b), are achieved. Quality engagements are achieved through planning and performing
engagements and reporting on them in accordance with professionak AUASB standards and
applicable legal and regulatory requirements. Achieving the objectives of those standards and
complying with the requirements of applicable law or regulation involves exercising
professional judgement and, when applicable to the type of engagement, exercising
professional scepticism.

Definitions

14:16.

For purposes of this ASQM, the following terms have the meanings attributed below:
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Aus 16.1

Aus 16.2

Assurance engagement means an engagement in which an assurance practitioner
expresses a conclusion designed to enhance the degree of confidence of the intended
users, other than the responsible party, about the outcome of the evaluation or
measurement of a subject matter against criteria.

Assurance practitioner means an individual, firm, or other organisation, whether in

Aus 16.3

public practice, industry and commerce, or the public sector conducting assurance

engagements, or related services engagements (including engagements to perform

agreed-upon procedures). The term ‘assurance practitioner’ is referred to in ASRS
4400 as ‘practitioner’.

Date of report means the date the assurance practitioner signs the report.

(@)

(b)

(©)

(d)

Deficiency in the firm’s system of quality management (referred to as “deficiency” in
this ASQM) — This exists when: (Ref: Para. A10, A159-A160)

(i) A quality objective required to achieve the objective of the system of quality
management is not established;

(i) A quality risk, or combination of quality risks, is not identified or properly
assessed; (Ref: Para. A11)

(iii) A response, or combination of responses, does not reduce to an acceptably low
level the likelihood of a related quality risk occurring because the response(s)
is not properly designed, implemented or operating effectively; or

(iv)  An other aspect of the system of quality management is absent, or not properly
designed, implemented or operating effectively, such that a requirement of this
ASQM has not been addressed. (Ref: Para. A12)

Engagement documentation — The record of work performed, results obtained, and
conclusions the practitioner reached (terms such as “working papers” or “work
papers” are sometimes used).

Engagement partner® — The partner or other individual, appointed by the firm, who is
responsible for the engagement and its performance, and for the report that is issued
on behalf of the firm, and who, where required, has the appropriate authority from a
professional, legal or regulatory body.

Engagement quality review — An objective evaluation of the significant judgements
made by the engagement team and the conclusions reached thereon, performed by the
engagement quality reviewer and completed on or before the date of the engagement
report.

(€) Engagement quality reviewer — A partner, other individual in the firm, or an external
individual, appointed by the firm to perform the engagement quality review.

3 “Engagement partner” and “partner” is to be read as referring to their public sector equivalents where relevant.

4

ISA 620, Using the Work of an Auditor’s Expert, paragraph 6(a), defines the term “auditor’'s expert.”

ASQM 1
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Aus 16.4  Engagement team — All partners and staff performing the engagement, and any other
individuals who perform procedures on the engagement excluding an external expert®
g . (Ref: Para. A13)

{f)(h) External inspections — Inspections or investigations, undertaken by an external
oversight authority, related to the firm’s system of quality management or
engagements performed by the firm. (Ref: Para. A14)

{gy(i) _Findings (in relation to a system of quality management) — Information about the
design, implementation and operation of the system of quality management that has
been accumulated from the performance of monitoring activities, external inspections
and other relevant sources, which indicates that one or more deficiencies may exist.
(Ref: Para. A15-A17)

{h}(1)__Firm — A sole practitioner, partnership or corporation or other entity of professionat
aceobntantassurance practitioners, or public sector equivalent. (Ref: Para. A18)

{H(k) Listed entity — An entity whose shares, stock or debt are quoted or listed on a
recognised stock exchange, or are marketed under the regulations of a recognised
stock exchange or other equivalent body.

(1) Network firm — A firm or entity that belongs to the firm’s network.
{k}(m) Network — A larger structure: (Ref: Para. A19)
Q) That is aimed at cooperation; and
(ii)  That is clearly aimed at profit or cost-sharing or shares common ownership,
control or management, common quality management policies or procedures,

common business strategy, the use of a common brand name, or a significant
part of professional resources.

Aus 16.45 Other financial information means historical financial information and information
other than historical financial information (for example, prospective financial
information).

(n)
perfermaneee#%pre#essrenakser\ﬂeesengagemer\HDeleted by the AUASB Refer
Aus 16.56]

Aus 16.56 Partner means any individual with authority to bind the firm with respect to the
performance of an audit, review, other assurance engagement or related services
engagement.

#(0)  Personnel — Partners and staff in the firm. (Ref: Para. A20-A21)

{m}(p) Professional judgement — The application of relevant training, knowledge and

experience, within the context of professionak AUASB standards, in making informed
decisions about the courses of action that are appropriate in the design,
implementation and operation of the firm’s system of quality management.

.|De|eted by ’

the AUASB Refer Aus 16 67]

5 See ASA 620 Using the Work of an Auditor’s Expert, paragraph 6(a), defines the term “auditor’s expert”.
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Aus 16.67 AUASB Standards means standards issued by the AUASB, comprising:

(a) Australian Auditing Standards, which means the suite of auditing standards
issued by the AUASB, comprising:

° Auditing Standards made under section 336 of the Corporations Act
2001;
° ASA 805 Special Considerations—Audits of Single Financial

Statements and Specific Elements, Accounts or Items of a Financial
Statement; and

° ASA 810 Engagements to Report on Summary Financial Statements.

(b) Standards on Review Engagements;

(c) Standards on Assurance Engagements; and

{a)(d) Standards on Related Services.

{m(r)__Quality objectives — The desired outcomes in relation to the components of the system
of quality management to be achieved by the firm.

{e)(s) Quality risk — A risk that has a reasonable possibility of:
Q) Occurring; and

(i) Individually, or in combination with other risks, adversely affecting the
achievement of one or more quality objectives.

{p}(t) __Reasonable assurance — In the context of the ASQMs, a high, but not absolute, level of
assurance.

16.78]

Aus 16.78 Relevant ethical requirements mean relevant ethical requirements as defined in

ASA 102 Compliance with Ethical Requirements when Performing Audits, Reviews
and Other Assurance Engagements.

()(v)  Response (in relation to a system of quality management) — Policies or procedures
designed and implemented by the firm to address one or more quality risk(s): (Ref: Para.
A25-A27, A50)

Q) Policies are statements of what should, or should not, be done to address a
quality risk(s). Such statements may be documented, explicitly stated in
communications or implied through actions and decisions.

(i) Procedures are actions to implement policies.
{(w) Service provider (in the context of this ASQM) — An individual or organisation

external to the firm that provides a resource that is used in the system of quality
management or in the performance of engagements. Service providers exclude the
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firm’s network, other network firms or other structures or organisations in the
network. (Ref: Para. A28, A105)

{s)(x) _Staff — Professionals, other than partners, including any experts the firm employs.

H(y)  System of quality management — A system designed, implemented and operated by a
firm to provide the firm with reasonable assurance that:

(1) The firm and its personnel fulfill their responsibilities in accordance with
professional AUASB standards and applicable legal and regulatory
requirements, and conduct engagements in accordance with such standards
and requirements; and

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

Requirements

Applying, and Complying with, Relevant Requirements

15.17.  The firm shall comply with each requirement of this ASQM unless the requirement is not
relevant to the firm because of the nature and circumstances of the firm or its engagements.
(Ref: Para. A29)

16:18. The individual(s) assigned ultimate responsibility and accountability for the firm’s system of
quality management, and the individual(s) assigned operational responsibility for the firm’s
system of quality management shall have an understanding of this ASQM, including the
application and other explanatory material, to understand the objective of this ASQM and to
apply its requirements properly.

System of Quality Management

17.19. The firm shall design, implement and operate a system of quality management. In doing so,
the firm shall exercise professional judgement, taking into account the nature and
circumstances of the firm and its engagements. The governance and leadership component of
the system of quality management establishes the environment that supports the design,
implementation and operation of the system of quality management. (Ref: Para. A30-A31)

Responsibilities

48:20. The firm shall assign: (Ref: Para. A32-A35)

@ Ultimate responsibility and accountability for the system of quality management to the
firm’s chief executive officer or the firm’s managing partner (or equivalent) or, if
appropriate, the firm’s managing board of partners (or equivalent);

(b) Operational responsibility for the system of quality management;

©) Operational responsibility for specific aspects of the system of quality management,
including:

Q) Compliance with independence requirements; and (Ref: Para. A36)
(i) The monitoring and remediation process.

19.21. In assigning the roles in paragraph 20 the firm shall determine that the individual(s): (Ref: Para.
A37)

€] Has the appropriate experience, knowledge, influence and authority within the firm,
and sufficient time, to fulfill their assigned responsibility; and (Ref: Para. A38)
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(b) Understands their assigned roles and that they are accountable for fulfilling them.

20:22. The firm shall determine that the individual(s) assigned operational responsibility for the
system of quality management, compliance with independence requirements and the
monitoring and remediation process, have a direct line of communication to the individual(s)
assigned ultimate responsibility and accountability for the system of quality management.

The Firm’s Risk Assessment Process

2%.23. The firm shall design and implement a risk assessment process to establish quality objectives,
identify and assess quality risks and design and implement responses to address the quality
risks. (Ref: Para. A39-A41)

22.24. The firm shall establish the quality objectives specified by this ASQM and any additional
quality objectives considered necessary by the firm to achieve the objectives of the system of
quality management. (Ref: Para. A42-Ad4)

23:25. The firm shall identify and assess quality risks to provide a basis for the design and
implementation of responses. In doing so, the firm shall:

@ Obtain an understanding of the conditions, events, circumstances, actions or inactions
that may adversely affect the achievement of the quality objectives, including: (Ref:
Para. A45-A47)

Q) With respect to the nature and circumstances of the firm, those relating to:

a. The complexity and operating characteristics of the firm;

b. The strategic and operational decisions and actions, business
processes and business model of the firm;

C. The characteristics and management style of leadership;

d. The resources of the firm, including the resources provided by service
providers;

e. Law, regulation, prefessional- AUASB standards and the environment

in which the firm operates; and

f. In the case of a firm that belongs to a network, the nature and extent of
the network requirements and network services, if any.

(i) With respect to the nature and circumstances of the engagements performed
by the firm, those relating to:

a. The types of engagements performed by the firm and the reports to be
issued; and
b. The types of entities for which such engagements are undertaken.

(b) Take into account how, and the degree to which, the conditions, events,
circumstances, actions or inactions in paragraph 25(a) may adversely affect the
achievement of the quality objectives. (Ref: Para. A48)

24-26. The firm shall design and implement responses to address the quality risks in a manner that is
based on, and responsive to, the reasons for the assessments given to the quality risks. The
firm’s responses shall also include the responses specified in paragraph 34. (Ref: Para. A49-A51)

25.27. The firm shall establish policies or procedures that are designed to identify information that
indicates additional quality objectives, or additional or modified quality risks or responses, are

ASQM 1 -17 - AUDITING STANDARD



Auditing Standard ASQM 1
Quality Management for Firms that Perform Audits or Reviews of Financial Reports and Other
Financial Information, or Other Assurance or Related Services Engagements

needed due to changes in the nature and circumstances of the firm or its engagements. If such
information is identified, the firm shall consider the information and when appropriate: (Ref:
Para. A52—-A53)

€)] Establish additional quality objectives or modify additional quality objectives already
established by the firm; (Ref: Para. A54)

(b) Identify and assess additional quality risks, modify the quality risks or reassess the
quality risks; or

© Design and implement additional responses, or modify the responses.
Governance and Leadership

26:28. The firm shall establish the following quality objectives that address the firm’s governance
and leadership, which establishes the environment that supports the system of quality
management:

@ The firm demonstrates a commitment to quality through a culture that exists
throughout the firm, which recognises and reinforces: (Ref: Para. A55-A56)

(i) The firm’s role in serving the public interest by consistently performing
quality engagements;

(i) The importance of professional ethics, values and attitudes;

(iii)  The responsibility of all personnel for quality relating to the performance of
engagements or activities within the system of quality management, and their
expected behaviour; and

(iv)  The importance of quality in the firm’s strategic decisions and actions,
including the firm’s financial and operational priorities.

(b) Leadership is responsible and accountable for quality. (Ref: Para. A57)

©) Leadership demonstrates a commitment to quality through their actions and
behaviours. (Ref: Para. A58)

(d) The organisational structure and assignment of roles, responsibilities and authority is
appropriate to enable the design, implementation and operation of the firm’s system of
guality management. (Ref: Para. A32, A33, A35, A59)

(e Resource needs, including financial resources, are planned for and resources are
obtained, allocated or assigned in a manner that is consistent with the firm’s
commitment to quality. (Ref: Para. A60-A61)

Relevant Ethical Requirements

27.29. The firm shall establish the following quality objectives that address the fulfillment of
responsibilities in accordance with relevant ethical requirements, including those related to
independence: (Ref: Para. A62—A64, A66)
@ The firm and its personnel:

(1) Understand the relevant ethical requirements to which the firm and the firm’s
engagements are subject; and (Ref: Para. A22, A24)

(i) Fulfill their responsibilities in relation to the relevant ethical requirements to
which the firm and the firm’s engagements are subject.
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(b)

Others, including the network, network firms, individuals in the network or network
firms, or service providers, who are subject to the relevant ethical requirements to
which the firm and the firm’s engagements are subject:

() Understand the relevant ethical requirements that apply to them; and (Ref: Para.
A22, A24, AB5)

(i) Fulfill their responsibilities in relation to the relevant ethical requirements that
apply to them.

Acceptance and Continuance of Client Relationships and Specific Engagements

28:30. The firm shall establish the following quality objectives that address the acceptance and
continuance of client relationships and specific engagements:

(@)

(b)

Judgements by the firm about whether to accept or continue a client relationship or
specific engagement are appropriate based on:

(i) Information obtained about the nature and circumstances of the engagement
and the integrity and ethical values of the client (including management, and,
when appropriate, those charged with governance) that is sufficient to support
such judgements; and (Ref: Para. A67-A71)

(i) The firm’s ability to perform the engagement in accordance with prefessienal
AUASB standards and applicable legal and regulatory requirements. (Ref: Para.
AT72)

The financial and operational priorities of the firm do not lead to inappropriate
judgements about whether to accept or continue a client relationship or specific
engagement. (Ref: Para. A73-A74)

Engagement Performance

29.31. The firm shall establish the following quality objectives that address the performance of
quality engagements:

(@)

(b)

(©

(d)

(€)

ASQM 1

Engagement teams understand and fulfill their responsibilities in connection with the
engagements, including, as applicable, the overall responsibility of engagement
partners for managing and achieving quality on the engagement and being sufficiently
and appropriately involved throughout the engagement. (Ref: Para. A75)

The nature, timing and extent of direction and supervision of engagement teams and
review of the work performed is appropriate based on the nature and circumstances of
the engagements and the resources assigned or made available to the engagement
teams, and the work performed by less experienced engagement team members is
directed, supervised and reviewed by more experienced engagement team members.
(Ref: Para. A76-AT7)

Engagement teams exercise appropriate professional judgement and, when applicable
to the type of engagement, professional scepticism. (Ref: Para. A78)

Consultatio_n on difficult or contentious matters is undertaken and the conclusions
agreed are implemented. (Ref: Para. A79-A81)

Differences of opinion within the engagement team, or between the engagement team
and the engagement quality reviewer or individuals performing activities within the
firm’s system of quality management are brought to the attention of the firm and
resolved. (Ref: Para. A82)
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0] Engagement documentation is assembled on a timely basis after the date of the
engagement report, and is appropriately maintained and retained to meet the needs of
the firm and comply with law, regulation, relevant ethical requirements, or
professional AUASB standards. (Ref: Para. A83-A85)

Resources

30:32. The firm shall establish the following quality objectives that address appropriately obtaining,
developing, using, maintaining, allocating and assigning resources in a timely manner to
enable the design, implementation and operation of the system of quality management: (Ref:
Para. A86-A87)

Human Resources

@ Personnel are hired, developed and retained and have the competence and capabilities
to: (Ref: Para. A88-A90)

(M Consistently perform guality engagements, including having knowledge or
experience relevant to the engagements the firm performs; or

(i) Perform activities or carry out responsibilities in relation to the operation of
the firm’s system of quality management.

(b) Personnel demonstrate a commitment to quality through their actions and behaviours,
develop and maintain the appropriate competence to perform their roles, and are held
accountable or recognised through timely evaluations, compensation, promotion and
other incentives. (Ref: Para. A91-A93)

©) Individuals are obtained from external sources (i.e., the network, another network firm
or a service provider) when the firm does not have sufficient or appropriate personnel
to enable the operation of firm’s system of quality management or performance of
engagements. (Ref: Para. A94)

(d) Engagement team members are assigned to each engagement, including an
engagement partner, who have appropriate competence and capabilities, including
being given sufficient time, to consistently perform quality engagements. (Ref: Para.
AB88-A89, A95-A97)

(e Individuals are assigned to perform activities within the system of quality
management who have appropriate competence and capabilities, including sufficient
time, to perform such activities.

Technological Resources

® Appropriate technological resources are obtained or developed, implemented,
maintained, and used, to enable the operation of the firm’s system of quality
management and the performance of engagements. (Ref: Para. A98-A101, A104)

Intellectual Resources

(9) Appropriate intellectual resources are obtained or developed, implemented,
maintained, and used, to enable the operation of the firm’s system of quality
management and the consistent performance of quality engagements, and such
intellectual resources are consistent with prefessional AUASB standards and
applicable legal and regulatory requirements, where applicable. (Ref: Para. A102-A104)
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Service Providers

(h) Human, technological or intellectual resources from service providers are appropriate
for use in the firm’s system of quality management and in the performance of
engagements, taking into account the quality objectives in paragraph 32 (d),(e),(f) and
(9). (Ref: Para. A105-A108)

Information and Communication

31.33. The firm shall establish the following quality objectives that address obtaining, generating or
using information regarding the system of quality management, and communicating
information within the firm and to external parties on a timely basis to enable the design,
implementation and operation of the system of quality management: (Ref: Para. A109)

@ The information system identifies, captures, processes and maintains relevant and
reliable information that supports the system of quality management, whether from
internal or external sources. (Ref: Para. A110-A111)

(b) The culture of the firm recognises and reinforces the responsibility of personnel to
exchange information with the firm and with one another. (Ref: Para. A112)

(©) Relevant and reliable information is exchanged throughout the firm and with
engagement teams, including: (Ref: Para. A112)

Q) Information is communicated to personnel and engagement teams, and the
nature, timing and extent of the information is sufficient to enable them to
understand and carry out their responsibilities relating to performing activities
within the system of quality management or engagements; and

(i) Personnel and engagement teams communicate information to the firm when
performing activities within the system of quality management or
engagements.

(d) Relevant and reliable information is communicated to external parties, including:

() Information is communicated by the firm to or within the firm’s network or to
service providers, if any, enabling the network or service providers to fulfill
their responsibilities relating to the network requirements or network services
or resources provided by them; and (Ref: Para. A113)

(i) Information is communicated externally when required by law, regulation or
prefessional AUASB standards, or to support external parties’ understanding
of the system of quality management. (Ref: Para. A114-A115)

Specified Responses

32.34. In designing and implementing responses in accordance with paragraph 26, the firm shall
include the following responses: (Ref: Para. A116)

@ The firm establishes policies or procedures for:

Q) Identifying, evaluating and addressing threats to compliance with the relevant
ethical requirements; and (Ref: Para. A117)

(i) Identifying, communicating, evaluating and reporting of any breaches of the

relevant ethical requirements and appropriately responding to the causes and
consequences of the breaches in a timely manner. (Ref: Para. A118-A119)
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(b)

(©)

(d)

(€)

(f)

The firm obtains, at least annually, a documented confirmation of compliance with
independence requirements from all personnel required by relevant ethical
requirements to be independent.

The firm establishes policies or procedures for receiving, investigating and resolving
complaints and allegations about failures to perform work in accordance with
professional AUASB standards and applicable legal and regulatory requirements, or
non-compliance with the firm’s policies or procedures established in accordance with
this ASQM. (Ref: Para. A120-A121)

The firm establishes policies or procedures that address circumstances when:

() The firm becomes aware of information subsequent to accepting or continuing
a client relationship or specific engagement that would have caused it to
decline the client relationship or specific engagement had that information
been known prior to accepting or continuing the client relationship or specific
engagement; or (Ref: Para. A122-A123)

(i) The firm is obligated by law or regulation to accept a client relationship or
specific engagement. (Ref: Para. A123)

The firm establishes policies or procedures that: (Ref: Para. A124-A126)

Q) Require communication with those charged with governance when performing
an audit of a financial report of listed entities about how the system of quality
management supports the consistent performance of quality audit
engagements; (Ref: Para. A127-A129)

(i) Address when it is otherwise appropriate to communicate with external parties
about the firm’s system of quality management; and (Ref: Para. A130)

(iii)  Address the information to be provided when communicating externally in
accordance with paragraphs 34(e)(i) and 34(e)(ii), including the nature, timing
and extent and appropriate form of communication. (Ref: Para. A131-A132)

The firm establishes policies or procedures that address engagement quality reviews in
accordance with ASQM 2, and require an engagement quality review for:

Q) Audits of financial reports of listed entities;

(i) Audits or other engagements for which an engagement quality review is
required by law or regulation; and (Ref: Para. A133)

(iii)  Audits or other engagements for which the firm determines that an
engagement quality review is an appropriate response to address one or more
quality risk(s). (Ref: Para. A134-A137)

Monitoring and Remediation Process

33:35. The firm shall establish a monitoring and remediation process to: (Ref: Para. A138)

(@)

(b)

ASQM 1

Provide relevant, reliable and timely information about the design, implementation
and operation of the system of quality management.

Take appropriate actions to respond to identified deficiencies such that deficiencies
are remediated on a timely basis.
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Designing and Performing Monitoring Activities

34.36. The firm shall design and perform monitoring activities to provide a basis for the identification
of deficiencies.

35:37. In determining the nature, timing and extent of the monitoring activities, the firm shall take
into account: (Ref: Para. A139-A142)

(@)
(b)
(©)

(d)
(€)

(f)

The reasons for the assessments given to the quality risks;
The design of the responses;

The design of the firm’s risk assessment process and monitoring and remediation
process; (Ref: Para. A143-A144)

Changes in the system of quality management; (Ref: Para. A145)

The results of previous monitoring activities, whether previous monitoring activities
continue to be relevant in evaluating the firm’s system of quality management and
whether remedial actions to address previously identified deficiencies were effective;
and (Ref: Para. A146-A147)

Other relevant information, including complaints and allegations about failures to
perform work in accordance with prefessional AUASB standards and applicable legal
and regulatory requirements or non-compliance with the firm’s policies or procedures
established in accordance with this ASQM, information from external inspections and
information from service providers. (Ref: Para. A148-A150)

36.38. The firm shall include the inspection of completed engagements in its monitoring activities
and shall determine which engagements and engagement partners to select. In doing so, the
firm shall: (Ref: Para. A141, A151-A154)

(@)
(b)

(©

Take into account the matters in paragraph 37;

Consider the nature, timing and extent of other monitoring activities undertaken by the
firm and the engagements and engagement partners subject to such monitoring
activities; and

Select at least one completed engagement for each engagement partner on a cyclical
basis determined by the firm.

37.39. The firm shall establish policies or procedures that:

(@)

(b)

Require the individuals performing the monitoring activities to have the competence
and capabilities, including sufficient time, to perform the monitoring activities
effectively; and

Address the objectivity of the individuals performing the monitoring activities. Such
policies or procedures shall prohibit the engagement team members or the engagement
quality reviewer of an engagement from performing any inspection of that
engagement. (Ref: Para. A155-A156)

Evaluating Findings and ldentifying Deficiencies

38:40. The firm shall evaluate findings to determine whether deficiencies exist, including in the
monitoring and remediation process. (Ref: Para. A157-A162)

ASQM 1
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Evaluating Identified Deficiencies

39:41. The firm shall evaluate the severity and pervasiveness of identified deficiencies by: (Ref: Para.
A161, A163-A164)

€)] Investigating the root cause(s) of the identified deficiencies. In determining the nature,
timing and extent of the procedures to investigate the root cause(s), the firm shall take
into account the nature of the identified deficiencies and their possible severity. (Ref:
Para. A165-A169)

(b) Evaluating the effect of the identified deficiencies, individually and in aggregate, on
the system of quality management.

Responding to Identified Deficiencies

40:42. The firm shall design and implement remedial actions to address identified deficiencies that
are responsive to the results of the root cause analysis. (Ref: Para. A170-A172)

41.43. The individual(s) assigned operational responsibility for the monitoring and remediation
process shall evaluate whether the remedial actions:

@ Are appropriately designed to address the identified deficiencies and their related root
cause(s) and determine that they have been implemented; and

(b) Implemented to address previously identified deficiencies are effective.

42.44. If the evaluation indicates that the remedial actions are not appropriately designed and
implemented or are not effective, the individual(s) assigned operational responsibility for the
monitoring and remediation process shall take appropriate action to determine that the
remedial actions are appropriately modified such that they are effective.

Findings About a Particular Engagement

43:45. The firm shall respond to circumstances when findings indicate that there is an engagement(s)
for which procedures required were omitted during the performance of the engagement(s) or
the report issued may be inappropriate. The firm’s response shall include: (Ref: Para. A173)

@ Taking appropriate action to comply with relevant prefessional AUASB standards and
applicable legal and regulatory requirements; and

(b) When the report is considered to be inappropriate, considering the implications and
taking appropriate action, including considering whether to obtain legal advice.

Ongoing Communication Related to Monitoring and Remediation

44.46. The individual(s) assigned operational responsibility for the monitoring and remediation
process shall communicate on a timely basis to the individual(s) assigned ultimate
responsibility and accountability for the system of quality management and the individual(s)
assigned operational responsibility for the system of quality management: (Ref: Para. A174)
@ A description of the monitoring activities performed,;

(b) The identified deficiencies, including the severity and pervasiveness of such
deficiencies; and

(© The remedial actions to address the identified deficiencies.
45.47. The firm shall communicate the matters described in paragraph 46 to engagement teams and

other individuals assigned activities within the system of quality management to enable them
to take prompt and appropriate action in accordance with their responsibilities.
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Network Requirements or Network Services

46.48. When the firm belongs to a network, the firm shall understand, when applicable: (Ref: Para. A19,

A175)

(@)

(b)

(©)

The requirements established by the network regarding the firm’s system of quality
management, including requirements for the firm to implement or use resources or
services designed or otherwise provided by or through the network (i.e., network
requirements);

Any services or resources provided by the network that the firm chooses to implement
or use in the design, implementation or operation of the firm’s system of quality
management (i.e., network services); and

The firm’s responsibilities for any actions that are necessary to implement the network
requirements or use network services. (Ref: Para. A176)

The firm remains responsible for its system of quality management, including professional
judgements made in the design, implementation and operation of the system of quality
management. The firm shall not allow compliance with the network requirements or use of
network services to contravene the requirements of this ASQM. (Ref: Para. A177)

47.49. Based on the understanding obtained in paragraph 48, the firm shall:

(@)

(b)

Determine how the network requirements or network services are relevant to, and are
taken into account in, the firm’s system of quality management, including how they
are to be implemented; and (Ref: Para. A178)

Evaluate whether and, if so, how the network requirements or network services need
to be adapted or supplemented by the firm to be appropriate for use in its system of
quality management. (Ref: Para. A179-A180)

Monitoring Activities Undertaken by the Network on the Firm’s System of Quality Management

48:50. In circumstances when the network performs monitoring activities relating to the firm’s
system of quality management, the firm shall:

(@)

(b)

(©

Determine the effect of the monitoring activities performed by the network on the
nature, timing and extent of the firm’s monitoring activities performed in accordance
with paragraphs 36-38;

Determine the firm’s responsibilities in relation to the monitoring activities, including
any related actions by the firm; and

As part of evaluating findings and identifying deficiencies in paragraph 40, obtain the
results of the monitoring activities from the network in a timely manner. (Ref: Para.
A181)

Monitoring Activities Undertaken by the Network Across the Network Firms

49.51. The firm shall:

(@)

(b)

ASQM 1

Understand the overall scope of the monitoring activities undertaken by the network
across the network firms, including monitoring activities to determine that network
requirements have been appropriately implemented across the network firms, and how
the network will communicate the results of its monitoring activities to the firm;

At least annually, obtain information from the network about the overall results of the

network’s monitoring activities across the network firms, if applicable, and: (Ref: Para.
A182-A184)

-25- AUDITING STANDARD



Auditing Standard ASQM 1
Quality Management for Firms that Perform Audits or Reviews of Financial Reports and Other
Financial Information, or Other Assurance or Related Services Engagements

(1) Communicate the information to engagement teams and other individuals
assigned activities within the system of quality management, as appropriate, to
enable them to take prompt and appropriate action in accordance with their
responsibilities; and

(i) Consider the effect of the information on the firm’s system of quality
management.

Deficiencies in Network Requirements or Network Services Identified by the Firm

50:52. If the firm identifies a deficiency in the network requirements or network services, the firm
shall: (Ref: Para. A185)

(@)
(b)

Communicate to the network relevant information about the identified deficiency; and

In accordance with paragraph 42, design and implement remedial actions to address
the effect of the identified deficiency in the network requirements or network services.
(Ref: Para. A186)

Evaluating the System of Quality Management

54.53. The individual(s) assigned ultimate responsibility and accountability for the system of quality
management shall evaluate, on behalf of the firm, the system of quality management. The
evaluation shall be undertaken as of a point in time, and performed at least annually. (Ref: Para.
A187-A189)

52.54. Based on the evaluation, the individual(s) assigned ultimate responsibility and accountability
for the system of quality management shall conclude, on behalf of the firm, one of the
following: (Ref: Para. A190, A195)

(@)

(b)

(©

The system of quality management provides the firm with reasonable assurance that
the objectives of the system of quality management are being achieved; (Ref: Para. A191)

Except for matters related to identified deficiencies that have a severe but not
pervasive effect on the design, implementation and operation of the system of quality
management, the system of quality management provides the firm with reasonable
assurance that the objectives of the system of quality management are being achieved;
Or (Ref: Para. A192)

The system of quality management does not provide the firm with reasonable
assurance that the objectives of the system of quality management are being achieved.
(Ref: Para. A192-A194)

53.55. If the individual(s) assigned ultimate responsibility and accountability for the system of
quality management reaches the conclusion described in paragraph 54(b) or 54(c), the firm
shall: (Ref: Para. A196)

(@)
(b)

Take prompt and appropriate action; and

Communicate to:

Q) Engagement teams and other individuals assigned activities within the system
of quality management to the extent that it is relevant to their responsibilities;
and (Ref: Para. A197)

(i) External parties in accordance with the firm’s policies or procedures required
by paragraph 34(e). (Ref: Para. A198)

54.56. The firm shall undertake periodic performance evaluations of the individual(s) assigned
ultimate responsibility and accountability for the system of quality management, and the

ASQM 1
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individual(s) assigned operational responsibility for the system of quality management. In
doing so, the firm shall take into account the evaluation of the system of quality management.
(Ref: Para. A199-A201)

Documentation

55.57. The firm shall prepare documentation of its system of quality management that is sufficient to:
(Ref: Para. A202—A204)

(@)

(b)
(©)

Support a consistent understanding of the system of quality management by personnel,
including an understanding of their roles and responsibilities with respect to the
system of quality management and the performance of engagements;

Support the consistent implementation and operation of the responses; and

Provide evidence of the design, implementation and operation of the responses, to
support the evaluation of the system of quality management by the individual(s)
assigned ultimate responsibility and accountability for the system of quality
management.

56:58. In preparing documentation, the firm shall include:

(@)

(b)

(©)
(d)

(€)

The identification of the individual(s) assigned ultimate responsibility and
accountability for the system of quality management and operational responsibility for
the system of quality management;

The firm’s quality objectives and quality risks; (Ref: Para. A205)

A description of the responses and how the firm’s responses address the quality risks;
Regarding the monitoring and remediation process:

() Evidence of the monitoring activities performed;

(i) The evaluation of findings, and identified deficiencies and their related root
cause(s);

(iii)  Remedial actions to address identified deficiencies and the evaluation of the
design and implementation of such remedial actions; and

(iv)  Communications about monitoring and remediation; and

The basis for the conclusion reached pursuant to paragraph 54.

57.59. The firm shall document the matters in paragraph 58 as they relate to network requirements or
network services and the evaluation of the network requirements or network services in
accordance with paragraph 49(b). (Ref: Para. A206)

58.60. The firm shall establish a period of time for the retention of documentation for the system of
guality management that is sufficient to enable the firm to monitor the design, implementation
and operation of the firm’s system of quality management, or for a longer period if required by
law or regulation.

ASQM 1
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Application and Other Explanatory Material
Scope of this ASQM (Ref: Para. 3-4)

Al.  Other pronouncements of the AUASB, including ASRE 2400° and ASAE 3000,’ also establish
requirements for the engagement partner for the management of quality at the engagement
level.

A2.  -The APESB Code® contains requirements and application material for members that enable
members to meet their responsibility to act in the public interest. As indicated in paragraph 15,
in the context of engagement performance as described in this ASQM, the consistent
performance of quality engagements forms part of the member’s responsibility to act in the
public interest.

The Firm’s System of Quality Management (Ref: Para. 6-9)

A3.  The firm may use different terminology or frameworks to describe the components of its
system of quality management.

A4, Examples of the interconnected nature of the components include the following:

o The firm’s risk assessment process sets out the process the firm is required to follow
in implementing a risk-based approach across the system of quality management.

o The governance and leadership component establishes the environment that supports
the system of quality management.

o The resources and information and communication components enable the design,
implementation and operation of the system of quality management.

o The monitoring and remediation process is a process designed to monitor the entire
system of quality management. The results of the monitoring and remediation process
provide information that is relevant to the firm’s risk assessment process.

o There may be relationships between specific matters, for example, certain aspects of
relevant ethical requirements are relevant to accepting and continuing client
relationships and specific engagements.

Ab. Reasonable assurance is obtained when the system of quality management reduces to an
acceptably low level the risk that the objectives stated in paragraph 14(a) and (b) are not
achieved. Reasonable assurance is not an absolute level of assurance, because there are
inherent limitations of a system of quality management. Such limitations include that human
judgement in decision making can be faulty and that breakdowns in a firm’s system of quality
management may occur, for example, due to human error or behaviour or failures in
information technology (IT) applications.

Authority of this ASQM (Ref: Para. 12)

A6.  The objective of this ASQM provides the context in which the requirements of this ASQM are
set, establishes the desired outcome of this ASQM and is intended to assist the firm in

6 See Australian Standard on Review Engagements (ASRE) 2400 Review of a Financial Report Performed by an Assurance Practitioner
Who is Not the Auditor of the Entity.

7 See Australian Standard on Assurance Engagements (ASAE) 3000, Assurance Engagements Other than Audits or Reviews of
Historical Financial Information.

8 See The Accounting Professional & Ethical Standards Board’s APES 110 Code of Ethics for Professional Accountants (including
Independence Standards) (APESB Code).

ASQM 1 - 28 - AUDITING STANDARD



Auditing Standard ASQM 1
Quality Management for Firms that Perform Audits or Reviews of Financial Reports and Other
Financial Information, or Other Assurance or Related Services Engagements

understanding what needs to be accomplished and, where necessary, the appropriate means of
doing so.

AT. The requirements of this ASQM are expressed using “shall.”

A8.  Where necessary, the application and other explanatory material provides further explanation
of the requirements and guidance for carrying them out. In particular, it may:

o Explain more precisely what a requirement means or is intended to cover; and
o Include examples that illustrate how the requirements might be applied.

While such guidance does not in itself impose a requirement, it is relevant to the proper
application of the requirements. The application and other explanatory material may also
provide background information on matters addressed in this ASQM. Where appropriate,
additional considerations specific to public sector audit organisations are included within the
application and other explanatory material. These additional considerations assist in the
application of the requirements in this ASQM. They do not, however, limit or reduce the
responsibility of the firm to apply and comply with the requirements in this ASQM.

Aus A9.1]

Aus 0.1 This ASOM includes, under the heading “Definitions,” a description of the meanings

attributed to certain terms for purposes of this ASQM. These definitions are provided
to assist in the consistent application and interpretation of this ASQM, and are not
intended to override definitions that may be established for other purposes, whether in
law, requlation or otherwise. The Glossary of Terms relating to AUASB Standards
issued by the AUASB includes the terms defined in this ASQM. The Glossary of
Terms also includes descriptions of other terms found in the ASQMSs to assist in
common and consistent interpretation and translation.

Definitions
Deficiency (Ref: Para. 16(a))

AS-A10. The firm identifies deficiencies through evaluating findings. A deficiency may arise
from a finding, or a combination of findings.

ALO-ALL When a deficiency is identified as a result of a quality risk, or combination of quality
risks, not being identified or properly assessed, the response(s) to address such quality risk(s)
may also be absent, or not appropriately designed or implemented.

ALTLAL2. The other aspects of the system of quality management consist of the requirements in
this ASQM addressing:

o Assigning responsibilities (paragraphs 20-22);

. The firm’s risk assessment process;
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o The monitoring and remediation process; and

) The evaluation of the system of quality management.

Examples of deficiencies related to other aspects of the system of quality management

) The firm’s risk assessment process fails to identify information that indicates changes in
the nature and circumstances of the firm and its engagements and the need to establish
additional quality objectives, or modify the quality risks or responses.

o The firm’s monitoring and remediation process is not designed or implemented in a
manner that:

o Provides relevant, reliable and timely information about the design,
implementation and operation of the system of quality management.

o Enables the firm to take appropriate actions to respond to identified deficiencies
such that deficiencies are remediated on a timely basis.

o The individual(s) assigned ultimate responsibility and accountability for the system of
quality management does not undertake the annual evaluation of the system of quality
management.

Engagement Team (Ref: Para. 16(f))

AL2.AL3. ASA 220° provides guidance in applying the definition of engagement team in the
context of an audit of a financial report.

External Inspections (Ref: Para. 16(g))

AL3.Al4, In some circumstances, an external oversight authority may undertake other types of
inspections, for example, thematic reviews that focus on, for a selection of firms, particular
aspects of audit engagements or firm-wide practices.

Findings (Ref: Para. 16(h))

AL4.AL5. As part of accumulating findings from monitoring activities, external inspections and
other relevant sources, the firm may identify other observations about the firm’s system of
quality management, such as positive outcomes or opportunities for the firm to improve, or
further enhance, the system of quality management. Paragraph A158 explains how other
observations may be used by the firm in the system of quality management.

AL5.A16. Paragraph A148 provides examples of information from other relevant sources.

AL6.ALT. Monitoring activities include monitoring at the engagement level, such as inspection
of engagements. Furthermore, external inspections and other relevant sources may include
information that relates to specific engagements. As a result, information about the design,
implementation and operation of the system of quality management includes engagement-level
findings that may be indicative of findings in relation to the system of quality management.

Firm (Ref: Para. 16(i))

AL7A1LS. The definition of “firm” in relevant ethical requirements may differ from the definition
set out in this ASQM.

9 See ASA 220, paragraphs A15-A25.
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Network (Ref: Para. 16(1), 48)

A18:A19. Networks and the firms within the network may be structured in a variety of ways. For
example, in the context of a firm’s system of quality management:

) The network may establish requirements for the firm related to its system of quality
management, or provide services that are used by the firm in its system of quality
management or in the performance of engagements;

o Other firms within the network may provide services (e.g., resources) that are used by
the firm in its system of quality management or in the performance of engagements; or

o Other structures or organisations within the network may establish requirements for
the firm related to its system of quality management, or provide services.

For the purposes of this ASQM, any network requirements or network services that are
obtained from the network, another firm within the network or another structure or
organisation in the network are considered “network requirements or network services.”

Personnel (Ref: Para. 16(n))

A19:-A20. In addition to personnel (i.e., individuals in the firm), the firm may use individuals
external to the firm in performing activities in the system of quality management or in the
performance of engagements. For example, individuals external to the firm may include
individuals from other network firms (e.g., individuals in a service delivery centre of a
network firm) or individuals employed by a service provider (e.g., a component auditor from
another firm not within the firm’s network).

A20:A21. Personnel also includes partners and staff in other structures of the firm, such as a
service delivery centre in the firm.

Relevant Ethical Requirements (Ref: Para. 16(t), 29)

A2LA22. The relevant ethical requirements that are applicable in the context of a system of
guality management may vary, depending on the nature and circumstances of the firm and its
engagements. The term “member” may be defined in relevant ethical requirements. For
example, the APESB Code defines the term “member” and further explains the scope of
provisions in the APESB Code that apply to individual members in public practice and their
firms.

A22.A23. The APESB Code addresses circumstances when law or regulation precludes the
member from complying with certain parts of the APESB Code. It further acknowledges that
some jurisdictions might have provisions in law or regulation that differ from or go beyond
those set out in the APESB Code and that members in those jurisdictions need to be aware of
those differences and comply with the more stringent provisions, unless prohibited by law or
regulation.

A23.A24. Various provisions of the relevant ethical requirements may apply only to individuals
in the context of the performance of engagements and not the firm itself. For example:

o Part 2 of the APESB Code applies to individuals who are members in public practice
when they are performing professional activities pursuant to their relationship with the
firm, whether as a contractor, employee or owner, and may be relevant in the context
of the performance of engagements.

o Certain requirements in Parts 3 and 4 of the APESB Code also apply to individuals

who are members in public practice when they are performing professional activities
for clients.
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Compliance with such relevant ethical requirements by individuals may need to be addressed
by the firm’s system of quality management.

Example of relevant ethical requirements that are applicable only to individuals and not the
firm, and which relate to the performance of engagements

Part 2 of the APESB Code addresses pressure to breach the fundamental principles, and
includes requirements that an individual shall not:

o Allow pressure from others to result in a breach of compliance with the fundamental
principles; or
o Place pressure on others that the accountant knows, or has reason to believe, would

result in the other individuals breaching the fundamental principles.

For example, circumstances may arise when, in performing an engagement, an individual
considers that the engagement partner or another senior member of the engagement team has
pressured them to breach the fundamental principles.

Response (Ref: Para. 16(u))

A24.A25. Policies are implemented through the actions of personnel and other individuals whose
actions are subject to the policies (including engagement teams), or through their restraint
from taking actions that would conflict with the firm’s policies.

A25.A26. Procedures may be mandated, through formal documentation or other
communications, or may result from behaviours that are not mandated but are rather
conditioned by the firm’s culture. Procedures may be enforced through the actions permitted
by IT applications, or other aspects of the firm’s IT environment.

A26-A27. If the firm uses individuals external to the firm in the system of quality management
or in the performance of engagements, different policies or procedures may need to be
designed by the firm to address the actions of the individuals. ASA 220 provides guidance
when different policies or procedures may need to be designed by the firm to address the
actions of individuals external to the firm in the context of an audit of a financial report.

Service Provider (Ref: Para. 16(v))

A27-A28. Service providers include component auditors from other firms not within the firm’s
network.

Applying, and Complying with, Relevant Requirements (Ref: Para. 17)

A28:A29. Examples of when a requirement of this ASQM may not be relevant to the firm

o The firm is a sole practitioner. For example, the requirements addressing the
organisational structure and assigning roles, responsibilities and authority within the
firm, direction, supervision and review and addressing differences of opinion may
not be relevant.

The firm only performs engagements that are related services engagements. For
example, if the firm is not required to maintain independence for related services
engagements, the requirement to obtain a documented confirmation of compliance
with independence requirements from all personnel would not be relevant.

10 See ASA 220, paragraphs A23-A25.
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System of Quality Management
Design, Implement and Operate a System of Quality Management (Ref: Para. 19)

A29-A30. Quality management is not a separate function of the firm; it is the integration of a
culture that demonstrates a commitment to quality with the firm’s strategy, operational
activities and business processes. As a result, designing the system of quality management and
the firm’s operational activities and business processes in an integrated manner may promote a
harmonious approach to managing the firm, and enhance the effectiveness of quality
management.

A30-A31. The quality of professional judgements exercised by the firm is likely to be enhanced
when individuals making such judgements demonstrate an attitude that includes an enquiring
mind, which involves:

o Considering the source, relevance and sufficiency of information obtained about the
system of quality management, including information related to the nature and
circumstances of the firm and its engagements; and

o Being open and alert to a need for further investigation or other action.
Responsibilities (Ref: Para. 20-21, 28(d))

A3LA32. The governance and leadership component includes a quality objective that the firm
has an organisational structure and assignment of roles, responsibilities and authority that is
appropriate to enable the design, implementation and operation of the firm’s system of quality
management.

A32:A33. Notwithstanding the assignment of responsibilities related to the system of quality
management in accordance with paragraph 20, the firm remains ultimately responsible for the
system of quality management and holding individuals responsible and accountable for their
assigned roles. For example, in accordance with paragraphs 53 and 54, although the firm
assigns the evaluation of the system of quality management and conclusion thereon to the
individual(s) assigned ultimate responsibility and accountability for the system of quality
management, the firm is responsible for the evaluation and conclusion.

A33:A34. An individual(s) assigned responsibility for the matters in paragraph 20 is typically a
partner of the firm so that they have appropriate influence and authority within the firm, as
required by paragraph 21. However, based on the legal structure of the firm, there may be
circumstances when an individual(s) may not be a partner of the firm but the individual(s) has
the appropriate influence and authority within the firm to perform their assigned role because
of formal arrangements made by the firm or the firm’s network.

A34-A35. How the firm assigns roles, responsibilities and authority within the firm may vary and
law or regulation may impose certain requirements for the firm that affect the leadership and
management structure or their assigned responsibilities. An individual(s) assigned
responsibility for a matter(s) in paragraph 20 may further assign roles, procedures, tasks or
actions to other individuals to assist them in fulfilling their responsibilities. However, an
individual(s) assigned responsibility for a matter(s) in paragraph 20 remains responsible and
accountable for the responsibilities assigned to them.

Scalability example to demonstrate how assigning roles and responsibilities may be undertaken

o In a less complex firm, ultimate responsibility and accountability for the system of quality
management may be assigned to a single managing partner with sole responsibility for the
oversight of the firm. This individual may also assume responsibility for all aspects of the
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system of quality management, including operational responsibility for the system of
guality management, compliance with independence requirements and the monitoring and
remediation process.

In a more complex firm, there may be multiple levels of leadership that reflect the
organisational structure of the firm, and the firm may have an independent governing
body that has non-executive oversight of the firm, which may comprise external
individuals. Furthermore, the firm may assign operational responsibility for specific
aspects of the system of quality management beyond those specified in paragraph 20(c),
such as operational responsibility for compliance with ethical requirements or operational
responsibility for managing a service line.

A35-A36.

Compliance with independence requirements is essential to the performance of audits,

or reviews of financial reports, or other assurance engagements, and is an expectation of
stakeholders relying on the firm’s reports. The individual(s) assigned operational
responsibility for compliance with independence requirements is ordinarily responsible for the
oversight of all matters related to independence so that a robust and consistent approach is
designed and implemented by the firm to deal with independence requirements.

A36-A37.

Law, regulation or prefessienal- AUASB standards may establish additional

requirements for an individual assigned responsibility for a matter(s) in paragraph 20, such as
requirements for professional licensing, professional education or continuing professional
development.

A3F~AS38.

The appropriate experience and knowledge for the individual(s) assigned operational

responsibility for the system of quality management ordinarily includes an understanding of
the firm’s strategic decisions and actions and experience with the firm’s business operations.

The Firm’s Risk Assessment Process (Ref: Para. 23)

A38-A30.

How the firm designs the firm’s risk assessment process may be affected by the nature

and circumstances of the firm, including how the firm is structured and organised.

Scalability examples to demonstrate how the firm’s risk assessment process may differ

In a less complex firm, the individual(s) assigned operational responsibility for the system
of quality management may have a sufficient understanding of the firm and its
engagements to undertake the risk assessment process. Furthermore, the documentation of
the quality objectives, quality risks and responses may be less extensive than for a more
complex firm (e.g., it may be documented in a single document).

In a more complex firm, there may be a formal risk assessment process, involving
multiple individuals and numerous activities. The process may be centralized (e.g., the
quality objectives, quality risks and responses are established centrally for all business
units, functions and service lines) or decentralized (e.g., the quality objectives, quality
risks and responses are established at a business unit, function or service line level, with
the outputs combined at the firm level). The firm’s network may also provide the firm
with quality objectives, quality risks and responses to be included in the firm’s system of
guality management.

A39:-A40.

The process of establishing quality objectives, identifying and assessing quality risks

and designing and implementing responses is iterative, and the requirements of this ASQM are
not intended to be addressed in a linear manner. For example:

ASQM 1

In identifying and assessing quality risks, the firm may determine that an additional
quality objective(s) needs to be established.

-34 - AUDITING STANDARD




Auditing Standard ASQM 1
Quality Management for Firms that Perform Audits or Reviews of Financial Reports and Other
Financial Information, or Other Assurance or Related Services Engagements

o When designing and implementing responses, the firm may determine that a quality
risk was not identified and assessed.

A40-A41. Information sources that enable the firm to establish quality objectives, identify and
assess quality risks and design and implement responses form part of the firm’s information
and communication component and include:

) The results of the firm’s monitoring and remediation process (see paragraphs 42 and
A171).
o Information from the network or service providers, including:
o Information about network requirements or network services (see paragraph
48); and
o Other information from the network, including information about the results

of monitoring activities undertaken by the network across the network firms
(see paragraphs 50-51).

Other information, both internal or external, may also be relevant to the firm’s risk assessment
process, such as:

o Information regarding complaints and allegations about failures to perform work in
accordance with prefessional AUASB standards and applicable legal and regulatory
requirements, or non-compliance with the firm’s policies or procedures established in
accordance with this ASQM.

o The results of external inspections.

o Information from regulators about the entities for whom the firm performs
engagements which is made available to the firm, such as information from a
securities regulator about an entity for whom the firm performs engagements (e.g.,
irregularities in the entity’s financial report or non-compliance with securities
regulation).

o Changes in the system of quality management that affect other aspects of the system,
for example, changes in the firm’s resources.

o Other external sources, such as regulatory actions and litigation against the firm or
other firms in the jurisdiction that may highlight areas for the firm to consider.

Establish Quality Objectives (Ref: Para. 24)

A4LA42. Law, regulation or prefessional AUASB standards may establish requirements that
give rise to additional quality objectives. For example, a firm may be required by law or
regulation to appoint non-executive individuals to the firm’s governance structure and the firm
considers it necessary to establish additional quality objectives to address the requirements.

A42.A43. The nature and circumstances of the firm and its engagements may be such that the
firm may not find it necessary to establish additional quality objectives.

A43.A44. The firm may establish sub-objectives to enhance the firm’s identification and
assessment of quality risks, and design and implementation of responses.

Identify and Assess Quality Risks (Ref: Para. 25)

Ad44-A45. There may be other conditions, events, circumstances, actions or inactions not
described in paragraph 25(a) that may adversely affect the achievement of a quality objective.
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A45.A46. A risk arises from how, and the degree to which, a condition, event, circumstance,
action or inaction may adversely affect the achievement of a quality objective. Not all risks
meet the definition of a quality risk. Professional judgement assists the firm in determining
whether a risk is a quality risk, which is based on the firm’s consideration of whether there is a
reasonable possibility of the risk occurring, and individually, or in combination with other
risks, adversely affecting the achievement of one or more quality objectives.

Examples of the firm’s understanding of the | Examples of quality risks that may arise
conditions, events, circumstances, actions
or inactions that may adversely affect the
achievement of the quality objectives

o The strategic and operational o In the context of governance and
decisions and actions, business leadership, this may give rise to a number
processes and business model of of quality risks such as:
the firm: The firm’s overall
financial goals are overly J Resources are allocated or assigned in a
dependent on the extent of services manner that prioritizes the services not
provided by the firm not within the within the scope of this ASQM and may
scope of this ASQM. negatively affect the quality of

engagements within the scope of this
ASQM.
o Decisions about financial and operational

priorities do not fully or adequately
consider the importance of quality in the
performance of engagements within the
scope of this ASQM.

o The characteristics and o In the context of governance and
management style of leadership: leadership, this may give rise to a number
The firm is a smaller firm with a of quality risks such as:
few engagement partners with
shared authority. . Leadership’s responsibilities and

accountability for quality are not clearly
defined and assigned.

o The actions and behaviours of leadership
that do not promote quality are not
guestioned.

o The complexity and operating In the context of resources, this may give rise to a

characteristics of the firm: The firm | number of quality risks including:
has recently completed a merger
with another firm. o Technological resources used by the two
merged firms may be incompatible.

o Engagement teams may use intellectual
resources developed by a firm prior to the
merger, which are no longer consistent with
the new methodology being used by the
new merged firm.

A46-A47. Given the evolving nature of the system of quality management, the responses
designed and implemented by the firm may give rise to conditions, events, circumstances,
actions or inactions that result in further quality risks. For example, the firm may implement a
resource (e.g., a technological resource) to address a quality risk, and quality risks may arise
from the use of such resource.
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A47-A48. The degree to which a risk, individually, or in combination with other risks may
adversely affect the achievement of a quality objective(s) may vary based on the conditions,
events, circumstances, actions or inactions giving rise to the risk, taking into account, for

example:

) How the condition, event, circumstance, action or inaction would affect the
achievement of the quality objective.

o How frequently the condition, event, circumstance, action or inaction is expected to
occur.

o How long it would take after the condition, event, circumstance, action or inaction

occurred for it to have an effect, and whether in that time the firm would have an
opportunity to respond to mitigate the effect of the condition, event, circumstance,
action or inaction.

o How long the condition, event, circumstance, action or inaction would affect the
achievement of the quality objective once it has occurred.

The assessment of quality risks need not comprise formal ratings or scores, although firms are
not precluded from using them.

Design and Implement Responses to Address the Quality Risks (Ref: Para. 16(u), 26)

A48:A49. The nature, timing and extent of the responses are based on the reasons for the
assessment given to the quality risks, which is the considered occurrence and effect on the
achievement of one or more quality objectives.

A49:A50. The responses designed and implemented by the firm may operate at the firm level or
engagement level, or there may be a combination of responsibilities for actions to be taken at
the firm and engagement level.

Example of a response designed and implemented by the firm that operates at both the firm and
engagement level

The firm establishes policies or procedures for consultation which include with whom
consultation should be undertaken by engagement teams and the specific matters for which
consultation is required. The firm appoints suitably qualified and experienced individuals to
provide the consultations. The engagement team is responsible for identifying when matters for
consultation occur and initiating consultation, and implementing the conclusions from
consultation.'

AB0-A51. The need for formally documented policies or procedures may be greater for firms that
have many personnel or that are geographically dispersed, in order to achieve consistency
across the firm.

Changes in the Nature and Circumstances of the Firm or its Engagements (Ref: Para. 27)

ABLAL2. Scalability example to demonstrate how policies or procedures for identifying
information about changes in the nature and circumstances of the firm and its engagements
may vary

o In a less complex firm, the firm may have informal policies or procedures to identify
information about changes in the nature and circumstances of the firm or its
engagements, particularly when the individual(s) responsible for establishing quality

1 See ASA 220, paragraphs 35.
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objectives, identifying and assessing quality risks and designing and implementing
responses is able to identify such information in the normal course of their activities.

) In a more complex firm, the firm may need to establish more formal policies or
procedures to identify and consider information about changes in the nature and
circumstances of the firm or its engagements. This may include, for example, a
periodic review of information relating to the nature and circumstances of the firm and
its engagements, including ongoing tracking of trends and occurrences in the firm’s
internal and external environment.

AB2.AL3. Additional quality objectives may need to be established, or quality risks and
responses added to or modified, as part of the remedial actions undertaken by the firm to
address an identified deficiency in accordance with paragraph 42.

AB3.A54. The firm may have established quality objectives in addition to those specified by this
ASQM. The firm may also identify information that indicates that additional quality objectives
already established by the firm are no longer needed, or need to be modified.

Governance and Leadership

Commitment to Quality (Ref: Para. 28(a))

AB4-A55. The firm’s culture is an important factor in influencing the behaviour of personnel.
Relevant ethical requirements ordinarily establish the principles of professional ethics, and are

further addressed in the relevant ethical requirements component of this ASQM. Professional
values and attitudes may include:

o Professional manner, for example, timeliness, courteousness, respect, accountability,
responsiveness, and dependability.

o A commitment to teamwork.

o Maintaining an open mind to new ideas or different perspectives in the professional
environment.

o Pursuit of excellence.

o A commitment to continual improvement (e.g., setting expectations beyond the
minimum requirements and placing a focus on continual learning).

o Social responsibility.

AB55.A56. The firm’s strategic decision-making process, including the establishment of a

business strategy, may include matters such as the firm’s decisions about financial and
operational matters, the firm’s financial goals, how financial resources are managed, growth of
the firm’s market share, industry specialisation or new service offerings. The firm’s financial
and operational priorities may directly or indirectly affect the firm’s commitment to quality,
for example, the firm may have incentives that are focused on financial and operational
priorities that may discourage behaviours that demonstrate a commitment to quality.

Leadership (Ref: Para. 28(b) and 28(c))

AB56.AL7. The responses designed and implemented by the firm to hold leadership responsible
and accountable for quality include the performance evaluations required by paragraph 56.

AB57AL8. Although leadership establishes the tone at the top through their actions and

behaviours, clear, consistent and frequent actions and communications at all levels within the
firm collectively contribute to the firm’s culture and demonstrates a commitment to quality.
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Organisational Structure (Ref: Para. 28(d))

AB8.AL9. The organisational structure of the firm may include operating units, operational
processes, divisions or geographical locations and other structures. In some instances, the firm
may concentrate or centralise processes or activities in a service delivery centre, and
engagement teams may include personnel from the firm’s service delivery centre who perform
specific tasks that are repetitive or specialised in nature.

Resources (Ref: Para. 28(e))

A59:A60. The individual(s) assigned ultimate responsibility and accountability or operational
responsibility for the system of quality management is in most cases able to influence the
nature and extent of resources that the firm obtains, develops, uses and maintains, and how
those resources are allocated or assigned, including the timing of when they are used.

AB0-ABL. As resource needs may change over time it may not be practicable to anticipate all
resource needs. The firm’s resource planning may involve determining the resources currently
required, forecasting the firm’s future resource needs, and establishing processes to deal with
unanticipated resource needs when they arise.

Relevant Ethical Requirements (Ref: Para. 16(t), 29)

ABLAB2. The APESB Code sets out the fundamental principles of ethics that establish the
standards of behaviour expected of a member and establishes the Australian Independence
Standards. The fundamental principles are integrity, objectivity, professional competence and
due care, confidentiality and professional behaviour. The APESB Code also specifies the
approach that a member is required to apply to comply with the fundamental principles and,
when applicable, the Australian Independence Standards. In addition, the APESB Code
addresses specific topics relevant to complying with the fundamental principles. Law or
regulation in a jurisdiction may also contain provisions addressing ethical requirements,
including independence, such as privacy laws affecting the confidentiality of information.

In some cases, the matters addressed by the firm in its system of quality management may be
more specific than, or additional to, the provisions of relevant ethical requirements.

AB2:A63. Ads—

Examples of matters that a firm may include in its system of quality management that are
more specific than, or additional to, the provisions of relevant ethical requirements

o The firm prohibits the acceptance of gifts and hospitality from a client, even if the
value is trivial and inconsequential.

o The firm sets rotation periods for all engagement partners, including those performing
other assurance or related services engagements, and extends the rotation periods to
all senior engagement team members.

AB63-A64. Other components may affect or relate to the relevant ethical requirements component.

Examples of relationships between the relevant ethical requirements component and other
components

o The information and communication component may address the communication of
various matters related to relevant ethical requirements, including:

o The firm communicating the independence requirements to all personnel and
others subject to independence requirements.
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o Personnel and engagement teams communicating relevant information to the
firm without fear of reprisals, such as situations that may create threats to
independence, or breaches of relevant ethical requirements.

) As part of the resources component, the firm may:

o Assign individuals to manage and monitor compliance with relevant ethical
requirements or to provide consultation on matters related to relevant ethical
requirements.

o Use IT applications to monitor compliance with relevant ethical requirements,
including recording and maintaining information about independence.

AB4-AB5. The relevant ethical requirements that apply to others depend on the provisions of the
relevant ethical requirements and how the firm uses others in its system of quality
management, or in the performance of engagements.

Examples of relevant ethical requirements that apply to others

o Relevant ethical requirements may include requirements for independence that apply
to network firms or employees of network firms, for example, the APESB Code
includes independence requirements that apply to network firms.

o Relevant ethical requirements may include a definition of engagement team or other
similar concept, and the definition may include any individual who performs assurance
procedures on the engagement (e.g., a component auditor or a service provider
engaged to attend a physical inventory count at a remote location). Accordingly, any
requirements of the relevant ethical requirements that apply to the engagement team as
defined in the relevant ethical requirements, or other similar concept, may also be
relevant to such individuals.

o The principle of confidentiality may apply to the firm’s network, other network firms
or service providers, when they have access to client information obtained by the firm.

Public Sector Considerations

AB5-A66. In achieving the quality objectives in this ASQM related to independence, public
sector auditors may address independence in the context of the public sector mandate and
statutory measures.

Acceptance and Continuance of Client Relationships and Specific Engagements

The Nature and Circumstances of the Engagement and the Integrity and Ethical Values of the Client
(Ref: Para. 30(a)(i))

AB6-AB7. The information obtained about the nature and circumstances of the engagement may
include:
o The industry of the entity for which the engagement is being undertaken and relevant

regulatory factors;

. The nature of the entity, for example, its operations, organisational structure,
ownership and governance, its business model and how it is financed; and

o The nature of the underlying subject matter and the applicable criteria, for example, in
the case of integrated reporting:
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o The underlying subject matter may include social, environmental or health and
safety information; and

o The applicable criteria may be performance measures established by a
recognised body of experts.

AB67-ABS. The information obtained to support the firm’s judgements about the integrity and
ethical values of the client may include the identity and business reputation of the client’s
principal owners, key management, and those charged with its governance.

Examples of factors that may affect the nature and extent of information obtained about the
integrity and ethical values of the client

o The nature of the entity for which the engagement is being performed, including the
complexity of its ownership and management structure.

o The nature of the client’s operations, including its business practices.

o Information concerning the attitude of the client’s principal owners, key management

and those charged with its governance towards such matters as aggressive
interpretation of accounting standards and the internal control environment.

o Whether the client is aggressively concerned with maintaining the firm’s fees as low
as possible.

o Indications of a client-imposed limitation in the scope of work.

o Indications that the client might be involved in money laundering or other criminal
activities.

o The reasons for the proposed appointment of the firm and non-reappointment of the
previous firm.

o The identity and business reputation of related parties.

AB68-A69. The firm may obtain the information from a variety of internal and external sources,
including:

o In the case of an existing client, information from current or previous engagements, if
applicable, or enquiry of other personnel who have performed other engagements for
the client.

o In the case of a new client, enquiry of existing or previous providers of professional
accountancy services to the client, in accordance with relevant ethical requirements.

o Discussions with other third parties, such as bankers, legal counsel and industry peers.

o Background searches of relevant databases (which may be intellectual resources). In

some cases, the firm may use a service provider to perform the background search.

AB9-A70. Information that is obtained during the firm’s acceptance and continuance process
may often also be relevant to the engagement team when planning and performing the
engagement. Prefessional AUASB standards may specificallg require the engagement team to
obtain or consider such information. For example, ASA 220" requires the engagement partner

12 See ASA 220, paragraph 23.
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to take into account information obtained in the acceptance and continuance process in
planning and performing the audit engagement.

ATO-ATL. AUASB standards or applicable legal and regulatory requirements may include
specific provisions that need to be addressed before accepting or continuing a client
relationship or specific engagement and may also require the firm to make enquiries of an
existing or predecessor firm when accepting an engagement. For example, when there has
been a change of auditors, ASA 300" requires the auditor, prior to starting an initial audit, to
communicate with the predecessor auditor in compliance with relevant ethical requirements.
The APESB Code also includes requirements for the consideration of conflicts of interests in
accepting or continuing a client relationship or specific engagement and communication with
the existing or predecessor firm when accepting an engagement that is an audit or review of a
financial report.

The Firm’s Ability to Perform the Engagement (Ref: Para. 30(a)(ii))

ATLAT2. The firm’s ability to perform the engagement in accordance with professienal AUASB
standards and applicable legal and regulatory requirements may be affected by:
o The availability of appropriate resources to perform the engagement;
o Having access to information to perform the engagement, or to the persons who

provide such information; and

o Whether the firm and the engagement team are able to fulfill their responsibilities in
relation to the relevant ethical requirements.

Examples of factors the firm may consider in determining whether appropriate resources are
available to perform the engagement

o The circumstances of the engagement and the reporting deadline.

o The availability of individuals with the appropriate competence and capabilities,
including sufficient time, to perform the engagement. This includes having:

o Individuals to take overall responsibility for directing and supervising the
engagement;

o Individuals with knowledge of the relevant industry or the underlying subject
matter or criteria to be applied in the preparation of the subject matter
information and experience with relevant regulatory or reporting
requirements; and

o Individuals to perform audit procedures on the financial information of a
component for purposes of an audit of a group financial report.
o The availability of experts, if needed.
o If an engagement quality review is needed, whether there is an individual available

who meets the eligibility requirements in ASQM 2.

o The need for technological resources, for example, IT applications that enable the
engagement team to perform procedures on the entity’s data.

13 See ASA 300 Planning an Audit of a Financial Report, paragraph 13(b).
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o The need for intellectual resources, for example, a methodology, industry or subject
matter-specific guides, or access to information sources.

The Firm’s Financial and Operational Priorities (Ref: Para. 30(b))

AT2AT3. Financial priorities may focus on the profitability of the firm, and fees obtained for the
performance of engagements have an effect on the firm’s financial resources. Operational
priorities may include strategic focus areas, such as growth of the firm’s market share,
industry specialisation or new service offerings. There may be circumstances when the firm is
satisfied with the fee quoted for an engagement but it is not appropriate for the firm to accept
or continue the engagement or client relationship (e.g., when the client lacks integrity and
ethical values).

AT3AT4. There may be other circumstances when the fee quoted for an engagement is not
sufficient given the nature and circumstances of the engagement, and it may diminish the
firm’s ability to perform the engagement in accordance with AUASB standards and applicable
legal and regulatory requirements. The APESB Code addresses fees and other types of
remuneration, including circumstances that may create a threat to compliance with the
fundamental principle of professional competence and due care if the fee quoted for an
engagement is too low.

Engagement Performance

Responsibilities of the Engagement Team and Direction, Supervision and Review (Ref: Para. 31(a) and
31(b))

AT4ATS. Prefessional AUASB standards or applicable legal and regulatory requirements may
include specific provisions regarding the overall responsibility of the engagement partner. For
example, ASA 220 deals with the overall responsibility of the engagement partner for
managing and achieving quality on the engagement and for being sufficiently and
appropriately involved throughout the engagement, including having responsibility for
appropriate direction and supervision of the engagement team and review of their work.

AT75.AT6. Examples of direction, supervision and review
o Direction and supervision of the engagement team may include:
o Tracking the progress of the engagement;
o Considering the following with respect to members of the engagement
team:
3 Whether they understand their instructions; and
. Whether the work is being carried out in accordance with the

planned approach to the engagement;

o Addressing matters arising during the engagement, considering their
significance and modifying the planned approach appropriately; and

o Identifying matters for consultation or consideration by more experienced
engagement team members during the engagement.

o A review of work performed may include considering whether:
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o The work has been performed in accordance with the firm’s policies or
procedures, professional AUASB standards and applicable legal and
regulatory requirements;

o Significant matters have been raised for further consideration;

o Appropriate consultations have been undertaken and the resulting
conclusions have been documented and implemented;

o There is a need to revise the nature, timing and extent of planned work;

o The work performed supports the conclusions reached and is appropriately
documented;

o The evidence obtained for an assurance engagement is sufficient and
appropriate to support the report; and

o The objectives of the engagement procedures have been achieved.

ATEATT. In some circumstances, the firm may use personnel from a service delivery centre in

the firm or individuals from a service delivery centre in another network firm to perform
procedures on the engagement (i.e., the personnel or other individuals are included in the
engagement team). In such circumstances, the firm’s policies or procedures may specifically
address the direction and supervision of the individuals and review of their work, such as:

o What aspects of the engagement may be assigned to individuals in the service delivery
centre;
o How the engagement partner, or their designee, is expected to direct, supervise and
review the work undertaken by individuals in the service delivery centre; and
o The protocols for communication between the engagement team and individuals in the
service delivery centre.
AUsA77L——

Professional Judgement and Professional Scepticism (Ref: Para. 31(c))

ATEATS. Professional scepticism supports the quality of judgements made on an assurance
engagement and, through these judgements, the overall effectiveness of the engagement team
in performing the assurance engagement. Other pronouncements of the AUASB may address
the exercise of professional judgement or professional scepticism at the engagement level. For
example, ASA 220" provides examples of impediments to the exercise of professional
scepticism at the engagement level, unconscious auditor biases that may impede the exercise
of professional scepticism, and possible actions that the engagement team may take to mitigate
such impediments.

Consultation (Ref: Para. 31(d))

AT78:A79. Consultation typically involves a discussion at the appropriate professional level, with
individuals within or outside the firm who have specialised expertise, on difficult or
contentious matters. An environment that reinforces the importance and benefit of consultation
and encourages engagement teams to consult may contribute to supporting a culture that
demonstrates a commitment to quality.

14 See ASA 220, paragraphs A34-A36.
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AT79-A80. Difficult or contentious matters on which consultation is needed may either be
specified by the firm, or the engagement team may identify matters that require consultation.
The firm may also specify how conclusions are to be agreed and implemented.

A80-A81. ASA 220" includes requirements for the engagement partner related to consultation.
Differences of Opinion (Ref: Para. 31(e))

A8L-AB82. The firm may encourage that differences of opinion are identified at an early stage,
and may specify the steps to be taken in raising and dealing with them, including how the
matter is to be resolved and how the related conclusions should be implemented and
documented. In some circumstances, resolving differences of opinion may be achieved
through consulting with another practitioner or firm, or a professional or regulatory body.

Engagement Documentation (Ref: Para. 31(f))

A82.A83. Law, regulation or prefessionak AUASB standards may prescribe the time limits by
which the assembly of final engagement files for specific types of engagements are to be
completed. Where no such time limits are prescribed in law or regulation, the time limit may
be determined by the firm. In the case of engagements conducted under the ASAs or ASAEs,
an appropriate time limit within which to complete the assembly of the final engagement file
is ordinarily not more than 60 days after the date of the engagement report.

A83.A84. The retention and maintenance of engagement documentation may include managing
the safe custody, integrity, accessibility or retrievability of the underlying data and the related
technology. The retention and maintenance of engagement documentation may involve the use
of IT applications. The integrity of engagement documentation may be compromised if it is
altered, supplemented or deleted without authorisation to do so, or if it is permanently lost or
damaged.

A84-A85. Law, regulation or prefessiona AUASB standards may prescribe the retention periods
for engagement documentation. If the retention periods are not prescribed, the firm may
consider the nature of the engagements performed by the firm and the firm’s circumstances,
including whether the engagement documentation is needed to provide a record of matters of
continuing significance to future engagements. In the case of engagements conducted under
the ASAs or ASAES, the retention period is ordinarily no shorter than five years from the date
of the engagement report, or, if later, the date of the auditor’s report on the group financial
report, when applicable.

Resources (Ref: Para. 32)

A85-A86. Resources for the purposes of the resources component include:
. Human resources.
o Technological resources, for example, IT applications.
o Int_edllectual resources, for example, written policies or procedures, a methodology or
guides.

Financial resources are also relevant to the system of quality management because they are
necessary for obtaining, developing and maintaining the firm’s human resources,
technological resources and intellectual resources. Given that the management and allocation
of financial resources is strongly influenced by leadership, the quality objectives in

15 See ASA 220, paragraph 35.
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governance and leadership, such as those that address financial and operational priorities,
address financial resources.

A86.A87. Resources may be internal to the firm, or may be obtained externally from the firm’s
network, another network firm or service provider. Resources may be used in performing
activities within the firm’s system of quality management, or in the performance of
engagements as part of operating the system of quality management. In circumstances when a
resource is obtained from the firm’s network or another network firm, paragraphs 48-52 form
part of the responses designed and implemented by the firm in achieving the objectives in this
component.

Human Resources

Hiring, Developing and Retaining Personnel and Personnel Competence and Capabilities (Ref: Para.
32(a), 32(d))

A87A88. Competence is the ability of the individual to perform a role and goes beyond
knowledge of principles, standards, concepts, facts, and procedures; it is the integration and
application of technical competence, professional skills, and professional ethics, values and
attitudes. Competence can be developed through a variety of methods, including professional
education, continuing professional development, training, work experience or coaching of less
experienced engagement team members by more experienced engagement team members.

A88-A89. Law, regulation or prefessiona AUASB standards may establish requirements
addressing competence and capabilities, such as requirements for the professional licensing of
engagement partners, including requirements regarding their professional education and
continuing professional development.

A89-A90. Examples of policies or procedures relating to hiring, developing and retaining
personnel

The policies or procedures designed and implemented by the firm relating to hiring,
developing and retaining personnel may address:

o Recruiting individuals who have, or are able to develop, appropriate competence.

o Training programs focused on developing the competence of personnel and
continuing professional development.

o Evaluation mechanisms that are undertaken at appropriate intervals and include
competency areas and other performance measures.

. Compensation, promotion and other incentives, for all personnel, including
engagement partners and individuals assigned roles and responsibilities related to
the firm’s system of quality management.

Personnel’s Commitment to Quality and Accountability and Recognition for Commitment to Quality
(Ref: Para. 32(b))

A90-A91. Timely evaluations and feedback help support and promote the continual development
of the competence of personnel. Less formal methods of evaluation and feedback may be used,
such as in the case of firms with fewer personnel.

A9LA92. Positive actions or behaviours demonstrated by personnel may be recognised through
various means, such as through compensation, promotion, or other incentives. In some
circumstances, simple or informal incentives that are not based on monetary rewards may be
appropriate.
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A92-A93.

The manner in which the firm holds personnel accountable for actions or behaviours

that negatively affect quality, such as failing to demonstrate a commitment to quality, develop
and maintain the competence to perform their role or implement the firm’s responses as
designed, may depend on the nature of the action or behaviour, including its severity and
frequency of occurrence. Actions the firm may take when personnel demonstrate actions or
behaviours that negatively affect quality may include:

Training or other professional development.

Considering the effect of the matter on the evaluation, compensation, promotion or
other incentives of those involved.

Disciplinary action, if appropriate.

Individuals Obtained from External Sources (Ref: Para. 32(c))

AG3-A94.

Professional AUASB standards may include responsibilities for the engagement

partner regarding the appropriateness of resources. For example, ASA 220 addresses the
responsibility of the engagement partner for determining that sufficient and appropriate
resources to perform the engagement are assigned or made available to the engagement team
in a timely manner in accordance with the firm’s policies or procedures.

Engagement Team Members Assigned to Each Engagement (Ref: Para. 32(d))

The firm, including assigning personnel from a service delivery centre in the firm.

The firm’s network or another network firm when the firm uses individuals from the
firm’s network or another network firm to perform procedures on the engagement
(e.g., a component auditor or a service delivery centre of the network or another

A service provider when the firm uses individuals from a service provider to perform

procedures on the engagement (e.g., a component auditor from a firm that is not

A94-A95. Engagement team members may be assigned to engagements by:
.
.
network firm).
o
within the firm’s network).
A95:A96. [Deleted by the AUASB. Refer Aus A96.1]
Aus A%6.1

ASA 220" addresses the responsibility of the engagement partner to determine that
members of the engagement team, and any auditor’s external experts and-internal

who are not part of the engagement team,
collectively have the appropriate competence and capabilities, including sufficient
time, to perform the engagement. ASA 6008 expands on how ASA 220 is to be
applled in relation to an audit of a group financial report. The responses designed and
implemented by the firm to address the competence and capabilities of engagement
team members assigned to the engagement may include policies or procedures that
address:

Information that may be obtained by the engagement partner and factors to consider in
determining that the engagement team members assigned to the engagement,
including those assigned by the firm’s network, another network firm or service
provider, have the competence and capabilities to perform the engagement.

16 See ASA 220, paragraph 25.
17 See ASA 220, paragraph 26.
18 See ASA 600 Special Considerations—Audits of a Group Financial Report (Including the Work of Component Auditors), paragraph 19.
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A96-A97.

How concerns about the competence and capabilities of engagement team members, in
particular those assigned by the firm’s network, another network firm or service
provider, may be resolved.

The requirements in paragraphs 48-52 are also applicable when using individuals

from the firm’s network or another network firm on an engagement, including component
auditors (see, for example, paragraph A179).

Technological Resources (Ref: Para. 32(f))

AS7A98.

Technological resources, which are typically IT applications, form part of the firm’s

IT environment. The firm’s IT environment also includes the supporting IT infrastructure and
the IT processes and human resources involved in those processes:

AY8-A99.

An IT application is a program or a set of programs that is designed to perform a
specific function directly for the user or, in some cases, for another application
program.

The IT infrastructure is comprised of the IT network, operating systems, and databases
and their related hardware and software.

The IT processes are the firm’s processes to manage access to the IT environment,
manage program changes or changes to the IT environment and manage IT operations,
which includes monitoring the IT environment.

A technological resource may serve multiple purposes within the firm and some of the

purposes may be unrelated to the system of quality management. Technological resources that
are relevant for the purposes of this ASQM are:

Technological resources that are directly used in designing, implementing or operating
the firm’s system of quality management;

Technological resources that are used directly by engagement teams in the
performance of engagements; and

Technological resources that are essential to enabling the effective operation of the
above, such as, in relation to an IT application, the IT infrastructure and IT processes
supporting the IT application.

Scalability examples to demonstrate how the technological resources that are relevant for the
purposes of this ASQM may differ

In a less complex firm, the technological resources may comprise a commercial IT
application used by engagement teams, which has been purchased from a service
provider. The IT processes that support the operation of the IT application may also
be relevant, although they may be simple (e.g., processes for authorising access to the
IT application and processing updates to the IT application).

In a more complex firm, the technological resources may be more complex and may
comprise:

o Multiple IT applications, including custom developed applications or
applications developed by the firm’s network, such as:

. IT applications used by engagement teams (e.g., engagement
software and automated audit tools).
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. IT applications developed and used by the firm to manage aspects of
the system of quality management (e.g., IT applications to monitor
independence or assign personnel to engagements).

o The IT processes that support the operation of these IT applications, including
the individuals responsible for managing the IT infrastructure and 1T
processes and the firm’s processes for managing program changes to the IT
applications.

AY9:A100. The firm may consider the following matters in obtaining, developing, implementing
and maintaining an IT application:

o The data inputs are complete and appropriate;

o Confidentiality of the data is preserved,;

o The IT application operates as designed and achieves the purpose for which it is
intended,

o The outputs of the IT application achieve the purpose for which they will be used;

o The general IT controls necessary to support the IT application’s continued operation

as designed are appropriate;

o The need for specialised skills to utilise the IT application effectively, including the
training of individuals who will use the IT application; and

o The need to develop procedures that set out how the IT application operates.

AL00.A101.  The firm may specifically prohibit the use of IT applications or features of IT
applications until such time that it has been determined that they operate appropriately and
have been approved for use by the firm. Alternatively, the firm may establish policies or
procedures to address circumstances when the engagement team uses an IT application that is
not approved by the firm. Such policies or procedures may require the engagement team to
determine that the IT application is appropriate for use prior to using it on the engagement,
through considering the matters in paragraph A100. ASA 220 addresses the engagement
partner’s responsibilities for engagement resources.

Intellectual Resources (Ref: Para. 32(g))

AL0LA102.  Intellectual resources include the information the firm uses to enable the operation of
the system of quality management and promote consistency in the performance of
engagements.

Examples of intellectual resources

Written policies or procedures, a methodology, industry or subject matter-specific guides,
accounting guides, standardised documentation or access to information sources (e.g.,
subscriptions to websites that provide in-depth information about entities or other information
that is typically used in the performance of engagements).

19 See ASA 220, paragraphs 25-28.
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AL02.A103. Intellectual resources may be made available through technological resources, for
example, the firm’s methodology may be embedded in the IT application that facilitates the
planning and performance of the engagement.

Use of Technological and Intellectual Resources (Ref: Para. 32(f)-32(g))

ALB3-A104.  The firm may establish policies or procedures regarding the use of the firm’s
technological and intellectual resources. Such policies or procedures may:

o Require the use of certain IT applications or intellectual resources in the performance
of engagements, or relating to other aspects of the engagement, such as in archiving
the engagement file.

o Specify the qualifications or experience that individuals need to use the resource,
including the need for an expert or training, for example, the firm may specify the
qualifications or expertise needed to use an IT application that analyses data, given
that specialised skills may be needed to interpret the results.

o Specify the responsibilities of the engagement partner regarding the use of
technological and intellectual resources.

o Set out how the technological or intellectual resources are to be used, including how
individuals should interact with an IT application or how the intellectual resource
should be applied, and the availability of support or assistance in using the
technological or intellectual resource.

Service Providers (Ref: Para. 16(v), 32(h))

AL04.A105.  In some circumstances, the firm may use resources that are provided by a service
provider, particularly in circumstances when the firm does not have access to the appropriate
resources internally. Notwithstanding that a firm may use resources from a service provider,
the firm remains responsible for its system of quality management.

Examples of resources from a service provider

o Individuals engaged to perform the firm’s monitoring activities or engagement quality
reviews, or to provide consultation on technical matters.

o A commercial IT application used to perform audit engagements.

o Individuals performing procedures on the firm’s engagements, for example,

component auditors from other firms not within the firm’s network or individuals
engaged to attend a physical inventory count at a remote location.

o An auditor’s external expert used by the firm to assist the engagement team in
obtaining audit evidence.

ALO5.A106. Inidentifying and assessing quality risks, the firm is required to obtain an
understanding of the conditions, events, circumstances, actions or inactions that may adversely
affect the achievement of the quality objectives, which includes conditions, events,
circumstances, actions or inactions relating to service providers. In doing so, the firm may
consider the nature of the resources provided by service providers, how and the extent to
which they will be used by the firm, and the general characteristics of the service providers
used by the firm (e.g., the varying types of other professional services firms that are used), in
order to identify and assess quality risks related to the use of such resources.

A106.A107.  In determining whether a resource from a service provider is appropriate for use in the
firm’s system of quality management or in the performance of engagements, the firm may
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obtain information about the service provider and the resource they provide from a number of
sources. Matters the firm may consider include:

) The related quality objective and quality risks. For example, in the case of a
methodology from a service provider, there may be quality risks related to the quality
objective in paragraph 32(g), such as a quality risk that the service provider does not
update the methodology to reflect changes in professional AUASB standards and
applicable legal and regulatory requirements.

o The nature and scope of the resources, and the conditions of the service (e.g., in
relation to an IT application, how often updates will be provided, limitations on the
use of the IT application and how the service provider addresses confidentiality of

data).

o The extent to which the resource is used across the firm, how the resource will be used
by the firm and whether it is suitable for that purpose.

o The extent of customisation of the resource for the firm.

o The firm’s previous use of the service provider.

o The service provider’s experience in the industry and reputation in the market.

ALO7-A108.  The firm may have a responsibility to take further actions in using the resource from a
service provider so that the resource functions effectively. For example, the firm may need to
communicate information to the service provider in order for the resource to function
effectively, or, in relation to an IT application, the firm may need to have supporting IT
infrastructure and IT processes in place.

Information and Communication (Ref: Para. 33)

AL08:A109.  Obtaining, generating or communicating information is generally an ongoing process
that involves all personnel and encompasses the dissemination of information within the firm
and externally. Information and communication is pervasive to all components of the system
of quality management.

The Firm’s Information System (Ref: Para. 33(a))

AZ09.A110.  Reliable and relevant information includes information that is accurate, complete,
timely and valid to enable the proper functioning of the firm’s system of quality management
and to support decisions regarding the system of quality management.

ALL0.A111.  The information system may include the use of manual or IT elements, which affect
the manner in which information is identified, captured, processed, maintained and
communicated. The procedures to identify, capture, process, maintain and communicate
information may be enforced through IT applications, and in some cases may be embedded
within the firm’s responses for other components. In addition, digital records may replace or
supplement physical records.

Scalability example to demonstrate how the information system may be designed in a less
complex firm

Less complex firms with fewer personnel and direct involvement of leadership may not need
rigorous policies and procedures that specify how information should be identified, captured,
processed and maintained.
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Communication Within the Firm (Ref: Para. 33(b), 33(c))

AL A112.  The firm may recognise and reinforce the responsibility of personnel and engagement
teams to exchange information with the firm and with one another by establishing
communication channels to facilitate communication across the firm.

Examples of communication among the firm, personnel and engagement teams

o The firm communicates the responsibility for implementing the firm’s responses to
personnel and engagement teams.

o The firm communicates changes to the system of quality management to personnel
and engagement teams, to the extent that the changes are relevant to their
responsibilities and enables personnel and engagement teams to take prompt and
appropriate action in accordance with their responsibilities.

o The firm communicates information that is obtained during the firm’s acceptance and
continuance process that is relevant to engagement teams in planning and performing
engagements.

o Engagement teams communicate to the firm information about:

o The client that is obtained during the performance of an engagement that may

have caused the firm to decline the client relationship or specific engagement
had that information been known prior to accepting or continuing the client
relationship or specific engagement.

o The operation of the firm’s responses (e.g., concerns about the firm’s
processes for assigning personnel to engagements), which in some cases, may
indicate a deficiency in the firm’s system of quality management.

o Engagement teams communicate information to the engagement quality reviewer or
individuals providing consultation.

o Group engagement teams communicate matters to component auditors in accordance
with the firm’s policies or procedures, including matters related to quality
management at the engagement level.

o The individual(s) assigned operational responsibility for compliance with
independence requirements communicates to relevant personnel and engagement
teams changes in the independence requirements and the firm’s policies or procedures
to address such changes.

Communication with External Parties
Communication to or within the Firm’s Network and to Service Providers (Ref: Para. 33(d)(i))

ALL2.A113.  In addition to the firm communicating information to or within the firm’s network or
to a service provider, the firm may need to obtain information from the network, a network
firm or a service provider that supports the firm in the design, implementation and operation of
its system of quality management.

Example of information obtained by the firm from within the firm’s network

The firm obtains information from the network or other network firms about clients of other
network firms, where there are independence requirements that affect the firm.
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Communication with Others External to the Firm (Ref: Para. 33(d)(ii))

AL13.A114.  Examples of when law, regulation or proefessional- AUASB standards may require
the firm to communicate information to external parties

) The firm becomes aware of non-compliance with laws and regulations by a client,
and relevant ethical requirements require the firm to report the non-compliance with
laws and regulations to an appropriate authority outside the client entity, or to
consider whether such reporting is an appropriate action in the circumstances.

o Law or regulation requires the firm to publish a transparency report and specifies
the nature of the information that is required to be included in the transparency
report.

o Securities law or regulation requires the firm to communicate certain matters to

those charged with governance.

ALI4-A115.  In some cases, law or regulation may preclude the firm from communicating
information related to its system of quality management externally.

Examples of when the firm may be precluded from communicating information externally
o Privacy or secrecy law or regulation prohibits disclosure of certain information.

o Law, regulation or relevant ethical requirements include provisions addressing the
duty of confidentiality.

Specified Responses (Ref: Para. 34)

AL15.A116.  The specified responses may address multiple quality risks related to more than one
quality objective across different components. For example, policies or procedures for
complaints and allegations may address quality risks related to quality objectives in resources
(e.g., personnel’s commitment to quality), relevant ethical requirements and governance and
leadership. The specified responses alone are not sufficient to achieve the objectives of the
system of quality management.

Relevant Ethical Requirements (Ref: Para. 34(a))

AL16.A117.  Relevant ethical requirements may contain provisions regarding the identification and
evaluation of threats and how they are to be addressed. For example, the APESB Code
provides a conceptual framework for this purpose and, in applying the conceptual framework,
requires that the firm use the reasonable and informed third party test.

ALL7-A118.  Relevant ethical requirements may specify how the firm is required to respond to a
breach. For example, the APESB Code sets out requirements for the firm in the event of a
breach of the APESB Code and includes specific requirements addressing breaches of the
Australian Independence Standards, which includes requirements for communication with
external parties.

AL18:A119.  Matters the firm may address relating to breaches of the relevant ethical requirements

include:

o The communication of breaches of the relevant ethical requirements to appropriate
personnel;

o The evaluation of the significance of a breach and its effect on compliance with

relevant ethical requirements;
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) The actions to be taken to satisfactorily address the consequences of a breach,
including that such actions be taken as soon as practicable;

o Determining whether to report a breach to external parties, such as those charged with
governance of the entity to which the breach relates or an external oversight authority;
and

o Determining the appropriate actions to be taken in relation to the individual(s)

responsible for the breach.

Complaints and Allegations (Ref: Para. 34(c))

AL19.A120.  Establishing policies or procedures for dealing with complaints and allegations may
assist the firm in preventing engagement reports from being issued that are inappropriate. It
also may assist the firm in:

o Identifying and dealing with individuals, including leadership, who do not act or
behave in a manner that demonstrates a commitment to quality and supports the firm’s
commitment to quality; or

o Identifying deficiencies in the system of quality management.

AL20.A121.  Complaints and allegations may be made by personnel, or others external to the firm
(e.g., clients, component auditors or individuals within the firm’s network).

Information That Becomes Known Subsequent to Accepting or Continuing a Client Relationship or
Specific Engagement (Ref: Para. 34(d))

AL21.A122.  Information that becomes known subsequent to accepting or continuing a client
relationship or specific engagement may:

. Have existed at the time of the firm’s decision to accept or continue the client
relationship or specific engagement and the firm was not aware of such information;
or

o Relate to new information that has arisen since the decision to accept or continue the

client relationship or specific engagement.

Examples of matters addressed in the firm’s policies or procedures for circumstances when
information becomes known subsequent to accepting or continuing a client relationship or
specific engagement that may have affected the firm’s decision to accept or continue a client
relationship or specific engagement

o Undertaking consultation within the firm or with legal counsel.

o Considering whether there is a professional, legal or regulatory requirement for the firm
to continue the engagement.

o Discussing with the appropriate level of the client’s management and with those charged
with governance or the engaging party the action that the firm might take based on the
relevant facts and circumstances.

o When it is determined that withdrawal is an appropriate action:

o Informing the client’s management and those charged with governance or the
engaging party of this decision and the reasons for the withdrawal.

o Considering whether there is a professional, legal or regulatory requirement for
the firm to report the withdrawal from the engagement, or from both the
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engagement and the client relationship, together with the reasons for the
withdrawal, to regulatory authorities.

In some circumstances, jurisdictional law or regulation may impose an obligation on the firm
to accept or continue a client engagement, or in the case of the public sector, the firm may be
appointed through statutory provisions.

AL22.A123.

Example of matters addressed in the firm’s policies or procedures in circumstances when the
firm is obligated to accept or continue an engagement or the firm is unable to withdraw from an
engagement, and the firm is aware of information that would have caused the firm to decline or
discontinue the engagement

o The firm considers the effect of the information on the performance of the engagement.

o The firm communicates the information to the engagement partner, and requests the
engagement partner to increase the extent and frequency of the direction and supervision
of the engagement team members and review of their work.

o The firm assigns more experienced personnel to the engagement.

o The firm determines that an engagement quality review should be performed.

Communication with External Parties (Ref. Para: 34(e))

AL23.A124.  The firm’s ability to maintain stakeholder confidence in the quality of its engagements
may be enhanced through relevant, reliable and transparent communication by the firm about
the activities that it has undertaken to address quality, and the effectiveness of those activities.

AL24-A125.  External parties who may use information about the firm’s system of quality
management, and the extent of their interest in the firm’s system of quality management, may
vary based on the nature and circumstances of the firm and its engagements.

Examples of external parties who may use information about the firm’s system of quality
management

o Management or those charged with governance of the firm’s clients may use the
information to determine whether to appoint the firm to perform an engagement.

o External oversight authorities may have indicated a desire for the information to
support their responsibilities in monitoring the quality of engagements across a
jurisdiction and in understanding the work of firms.

o Other firms who use the work of the firm in the performance of engagements (e.g., in
relation to a group audit) may have requested such information.

. Other users of the firm’s engagement reports, such as investors who use engagement
reports in their decision making, may have indicated a desire for the information.

A125.A126.  The information about the system of quality management provided to external parties,
including information communicated to those charged with governance about how the system
of quality management supports the consistent performance of quality engagements, may
address such matters as:
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The nature and circumstances of the firm, such as the organisational structure,
business model, strategy and operating environment.

The firm’s governance and leadership, such as its culture, how it demonstrates a
commitment to quality, and assigned roles, responsibilities and authority with respect
to the system of quality management.

How the firm fulfills its responsibilities in accordance with relevant ethical
requirements, including those related to independence.

Factors that contribute to quality engagements, for example, such information may be
presented in the form of engagement quality indicators with narrative to explain the
indicators.

The results of the firm’s monitoring activities and external inspections, and how the
firm has remediated identified deficiencies or is otherwise responding to them.

The evaluation undertaken in accordance with paragraphs 53-54 of whether the
system of quality management provides the firm with reasonable assurance that the
objectives of the system are being achieved and the conclusion thereon, including the
basis for the judgements made in undertaking the evaluation and concluding.

How the firm has responded to emerging developments and changes in the
circumstances of the firm or its engagements, including how the system of quality
management has been adapted to respond to such changes.

The relationship between the firm and the network, the overall structure of the
network, a description of network requirements and network services, the
responsibilities of the firm and the network (including that the firm is ultimately
responsible for the system of quality management), and information about the overall
scope and results of network monitoring activities across the network firms.

Communication with Those Charged with Governance (Ref. Para: 34(e)(i))

AL26.A127.  How the communication with those charged with governance is undertaken (i.e., by
the firm or the engagement team) may depend on the firm’s policies or procedures and the
circumstances of the engagement.

AL27A128.  ASA 260 deals with the auditor’s responsibility to communicate with those charged
with governance in an audit of a financial report, and addresses the auditor’s determination of
the appropriate person(s) within the entity’s governance structure with whom to
communicate®® and the communication process.? In some circumstances, it may be
appropriate to communicate with those charged with governance of entities other than listed
entities (or when performing other engagements), for example, entities that may have public
interest or public accountability characteristics, such as:

Entities that hold a significant amount of assets in a fiduciary capacity for a large
number of stakeholders including financial institutions, such as certain banks,
insurance companies, and superannuation funds.

Entities with a high public profile, or whose management or owners have a high
public profile.

Entities with a large number and wide range of stakeholders.

20 See ASA 260 Communication with Those Charged with Governance, paragraphs 11-13.
21 See ASA 260, paragraphs 18-22.
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Public sector considerations

A128-A129.  The firm may determine it is appropriate to communicate to those charged with
governance of a public sector entity about how the firm’s system of quality management
supports the consistent performance of quality engagements, taking into account the size and
complexity of the public sector entity, the range of its stakeholders, the nature of the services it
provides, and the role and responsibilities of those charged with governance.

Determining When it is Otherwise Appropriate to Communicate with External Parties (Ref. Para:
34(e)(ii))

A129.A130.  The firm’s determination of when it is appropriate to communicate with external
parties about the firm’s system of quality management is a matter of professional judgement
and may be influenced by matters such as:

o The types of engagements performed by the firm, and the types of entities for which
such engagements are undertaken.

o The nature and circumstances of the firm.

o The nature of the firm’s operating environment, such as customary business practice

in the firm’s jurisdiction and the characteristics of the financial markets in which the
firm operates.

o The extent to which the firm has already communicated with external parties in
accordance with law or regulation (i.e., whether further communication is needed, and
if so, the matters to be communicated).

o The expectations of stakeholders in the firm’s jurisdiction, including the
understanding and interest that external parties have expressed about the engagements
undertaken by the firm, and the firm’s processes in performing the engagements.

o Jurisdictional trends.
o The information that is already available to external parties.
o How external parties may use the information, and their general understanding of

matters related to firms’ system of quality management and audits or reviews of
financial reports and other financial information, or other assurance or related services
