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[CLEAN]
Introduction
The Firm’s System of Quality Management
2A.

The purpose of a system of quality management is to support the performance of quality
engagements, in view of the firm’s responsibility to act in the public interest, through establishing an
environment, including a culture, decision-making process, actions, organization, leadership and
resources that promote compliance with the spirit of professional standards and applicable legal and
regulatory requirements.

3.

[To be further considered in context of feedback from outreach and IESBA] When undertaking
engagements, the firm and its personnel accepts their responsibility to act in the public interest. Acting
in the public interest involves applying professional values, ethics and attitudes in making decisions
that promote a commitment to quality, and take into consideration the legitimate interests of relevant
stakeholders, in particular users of the firm’s reports. The legitimate interests of relevant stakeholders
may change over time and may change the manner in which the firm’s engagements are performed.

5.

The system of quality management is designed to provide the firm with reasonable assurance that
the firm achieves the objectives set out in paragraphs 15(a) and (b). Professional judgment is applied
in designing, implementing and operating a system of quality management that achieves such
objectives. The nature and circumstances of the firm and the engagements it performs, including the
types of entities for which such engagements are undertaken, are factors that are considered when
applying professional judgment in order to make informed decisions about matters related to the
firm’s system of quality management. These factors may change over time, and therefore the firm
maintains and updates the system in response to changes in such factors. (Ref: Para. A4)

6.

The system of quality management is organized into the eight components described below. The
components are connected because the system of quality management is a dynamic, iterative, and
integrated process. A system of quality management is therefore not a linear process where one
component affects only the next, but an integrated process in which all of the components may impact
one another. The eight components are as follows: (Ref: Para. A2–A3)
(a)

The firm’s risk assessment process;

(b)

Governance and leadership;

(c)

Relevant ethical requirements;

(d)

Acceptance and continuance of client relationships and specific engagements;

(e)

Resources;

Prepared by: Natalie Klonaridis (May 2018)

Page 1 of 6

Quality Management: Extracts from the Draft Exposure Draft of Proposed ISQC 1 (Revised) (Clean)
IAASB Meeting (June 2018)

(f)

Engagement performance;

(g)

Information and communication; and

(h)

The monitoring and remediation process.

6A.

The firm’s risk assessment process includes establishing quality objectives, which represent what
needs to be achieved within the system of quality management such that the objectives in paragraph
15(a) and (b) are achieved. The quality objectives established by the firm are the quality objectives
required by this ISQC, which are set out in each of the components, and if determined necessary to
support the achievement of the objectives in paragraph 15(a) and (b), additional or more granular
quality objectives. The firm’s risk assessment process also includes the identification and
assessment of quality risks to the achievement of the quality objectives, and the design and
implementation of responses to address the quality risks. The firm is also required to include the
responses required by this ISQC as part of the responses that are designed and implemented by the
firm.

6B.

The firm is required to establish a monitoring and remediation process to evaluate the system of
quality management as a whole. In doing so, the firm designs and implements monitoring activities
over the firm’s responses to quality risks and the firm’s risk assessment process. The outcome of the
firm’s monitoring activities or other information may indicate that a quality objective or quality risk is
inappropriate or missing. The firm uses the information obtained from the monitoring activities, the
results of external inspections and any other relevant information to maintain and update the system.

7.

A further description of each of the eight components of the system of quality management and how
they interrelate is included in Appendix 1.

Requirements
Applying, and Complying with, Relevant Requirements
18A. The requirements are designed to enable the firm to achieve the objective stated in this ISQC. The
proper application of the requirements is therefore expected to provide a sufficient basis for the
achievement of the objective of this standard. However, if the firm determines that the application of
the requirements does not provide a sufficient basis for the achievement of the objective of this
standard, the firm shall take further actions to support the achievement of the objective of this ISQC.
Such actions shall include consideration of whether additional, or more granular, quality objectives
than those required by this ISQC are necessary to support the achievement of the objective of this
ISQC.
System of Quality Management
19.

The firm shall design, implement and operate a system of quality management, in accordance with
paragraphs 19A to 65, taking into consideration the nature and circumstances of the firm and the
engagements performed by the firm, including the types of entities for which the engagements are
undertaken. (Ref: Para. A16–A17)

The Firm’s Risk Assessment Process
19A. The firm shall establish the quality objectives required by this ISQC and shall achieve the quality
objectives through applying the requirements in paragraphs 19B–19D related to identifying and
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assessing quality risks and designing and implementing responses. The achievement of the quality
objectives enable the firm to achieve the objective stated in this ISQC.
19B. The firm shall identify quality risks that have a reasonable possibility of occurring and which,
individually or in combination with other quality risks, would cause a quality objective(s) not to be
achieved if they were to occur through: (Ref: Para. A40–A42)
(a)

Understanding the conditions, events, circumstances, actions or inactions that may cause a
quality objective not to be achieved, taking into consideration the nature and circumstances of
the firm and the engagements it performs, including the types of entities for which such
engagements are undertaken; and

(b)

Assessing the likelihood of the quality risks identified in subparagraph (a) occurring, before
consideration of any responses, and whether the relative effect of the identified quality risks
would affect the achievement of a quality objective(s), individually or in combination with other
quality risks, if they were to occur.

19C. The firm shall design and implement responses to the identified quality risks. The responses shall:
(a)

Appropriately address the nature of the quality risks and the likelihood of them occurring,
including the particular characteristics of the conditions, events, circumstances, actions or
inactions that give rise to the quality risks; and

(b)

Include the responses that are required by this ISQC, adapted in a manner that is responsive
to the nature of the quality risks identified by the firm and the likelihood of them occurring. (Ref:
Para. A43–A47)

19D. When changes in the nature and circumstances of the firm or the engagements performed by the
firm occur, including the types of entities for which the engagements are undertaken, the firm shall
determine whether the quality objectives, quality risks and responses remain appropriate and if not,
modify them through applying the requirements in paragraphs 19A–19C. (Ref: Para. A48)
Governance and Leadership
20.

The firm shall establish the following quality objectives that address the aspects of the firm’s
environment that support the design, implementation and operation of the other components of the
system of quality management, including the firm’s culture, decision-making process, actions,
organization and leadership: (Ref: Para A18)
…

22.

The firm shall identify and assess quality risks in relation to governance and leadership and design
and implement responses to address the quality risks. The responses designed and implemented by
the firm shall include the following responses:
…

Relevant Ethical Requirements
Acceptance and Continuance of Client Relationships and Specific Engagements
Resources
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Engagement Performance
Information and Communication
Monitoring and Remediation Process
44.

45.

The firm shall establish the following quality objectives that address the firm’s monitoring and
remediation process that support the evaluation of the design, implementation and operation of the
components of the system of quality management: (Ref: Para. A10)
(a)

The firm’s monitoring and remediation process provides relevant, reliable and timely
information about the design, implementation and operation of the components of the system
of quality management.

(b)

The firm takes appropriate actions to respond to identified deficiencies such that deficiencies
are effectively remediated on a timely basis.

(c)

The firm’s monitoring and remediation process provides information to the individual(s)
assigned ultimate responsibility and accountability for the system of quality management
sufficient to support their evaluation of whether the system of quality management provides the
firm with reasonable assurance in relation to the matters described in paragraph 15(a) and (b).

When the firm applies the firm’s risk assessment process, the responses designed and implemented
by the firm shall include the responses in paragraphs 45A–58 for monitoring and remediation.

Designing and Performing Monitoring Activities
45A. The firm shall determine the nature, scope and frequency of the monitoring activities, including the
appropriate combination of ongoing or periodic monitoring activities, taking into consideration: (Ref:
Para. A108–A110)

46.

(a)

In the case of a response that is being monitored, the design of the response and the related
quality risks, including the nature of engagements where quality risks are more likely to occur;
(Ref: Para. A111)

(b)

In the case of the firm’s risk assessment process that is being monitored, the design of the
firm’s process to identify and assess quality risks and design and implement responses;

(c)

Changes in factors that have affected the firm’s system of quality management; (Ref: Para.
A112)

(d)

The previous monitoring activities and remedial actions, including whether previous monitoring
activities continue to be relevant in evaluating the firm’s system of quality management; and
(Ref: Para. A113)

(e)

Other relevant information that may suggest deficiencies exist in the firm’s system of quality
management, including concerns identified regarding the commitment to quality of the firm or
its personnel and information from external inspections. (Ref: Para. A113–A113a)

The firm shall design and implement monitoring activities to determine whether the responses
designed by the firm that are required to be implemented at the engagement level have been
implemented. Such monitoring activities shall include inspection of completed engagements based
on criteria established by the firm that takes into consideration the factors in paragraph 45A and
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which include the inspection of at least one completed engagement for each engagement partner on
a cyclical basis determined by the firm. (Ref: Para. A114–A117)
46A. The firm shall establish policies or procedures that require those performing the monitoring activities
to have sufficient time and the competence, experience and knowledge to perform the monitoring
activities effectively. The policies or procedures shall also address the objectivity of the individual
performing the monitoring activity, and shall include requirements for the inspection of completed
engagements that prohibit those performing the engagement or the engagement quality control
review from being involved in the inspection.
Identifying and Evaluating the Deficiencies
47.

The firm shall determine whether the findings arising from the monitoring activities, the results of
external inspections and any other relevant information indicate a deficiency, including a deficiency
in the monitoring and remediation process. (Ref: Para. A118–A122)

50.

The firm shall investigate the root cause(s) of the deficiencies, through performing procedures whose
nature, timing and extent are based on the nature of the deficiencies and their possible severity. (Ref:
Para. A123–A127)

50A. The firm shall evaluate the effect of the deficiencies on the achievement of the quality objectives or
the fulfillment of the requirements of this ISQC, through considering the severity and pervasiveness
of the deficiencies.
Responding to Identified Deficiencies
51.

In circumstances when a deficiency identified relates to an engagement and there is an indication
that the report may be inappropriate or that procedures required were omitted during the performance
of the engagement, the firm shall: (Ref: Para. A128)
(a)

Determine what further action is necessary to comply with relevant professional standards and
applicable legal and regulatory requirements; and

(b)

Consider whether to obtain legal advice.

52.

The firm shall design and implement remedial actions to address the deficiencies that are responsive
to the results of the root cause analysis, including determining whether the quality objectives, quality
risks and responses remain appropriate. (Ref: Para. A129–A130)

53.

The individual(s) assigned ultimate responsibility for the system or quality management or the
individual assigned operational responsibility for the system of quality management, shall evaluate
whether the remedial actions are appropriately designed to address the deficiencies and their related
root cause(s) and determine whether they have been implemented. (Ref: Para. A131)

Ongoing Communication Related to Monitoring and Remediation
54.

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
and the individual(s) assigned operational responsibility for the system of quality management: (Ref:
Para. A132)
(a)

A description of the monitoring activities performed;
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(b)

The deficiencies identified by the firm, including the severity and pervasiveness of such
deficiencies; and

(c)

The remedial actions to address the deficiencies, including the planned communication to firm
personnel and parties that are external to the firm, as necessary.

55.

The firm shall communicate the matters described in paragraph 54 to personnel to the extent that it
is relevant to their responsibilities and enables the personnel to take prompt and appropriate action
in accordance with their responsibilities. (Ref: Para. A133–A135)

56.

The firm shall communicate information in relation to the results of the firm’s monitoring and
remediation process to external parties on a timely basis, in accordance with paragraph 29(f).

Evaluating the Effectiveness of the System of Quality Management
57.

The individual(s) assigned ultimate responsibility and accountability for the system of quality
management shall evaluate whether the system of quality management provides the firm with
reasonable assurance in relation to the matters described in paragraph 15(a) and (b), taking into
consideration:
(a)

The severity and pervasiveness of the deficiencies and whether they indicate that the firm has
not fulfilled the requirements of this ISQC 1;

(b)

The conclusions in paragraph 53 regarding whether the remedial actions are appropriately
designed to address the deficiencies and their related root cause(s), and have been
implemented; and

(c)

Whether there has been appropriate communication of matters related to monitoring and
remediation internally and with external parties.

The evaluation shall be performed at least annually and when the effect of the deficiencies are of a
severity and pervasiveness that there is an indication that the system may not be providing the firm
with such reasonable assurance. (Ref: Para. A137)
58.

If the evaluation described in paragraph 57 indicates that the firm does not have reasonable
assurance, the individual(s) assigned ultimate responsibility and accountability for the system of
quality management shall take prompt and appropriate action in accordance with their
responsibilities, including communicating this fact to personnel to the extent that it is relevant to their
responsibilities. (Ref: Para. A138)

Considerations for Networks
Considerations for Use of Service Providers
Documentation
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