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Foreword

The Quality Review Board (QRB) was constituted under the provisions of the Chartered
Accountants Act, 1949. QRB conducts quality reviews of audit services of audit firms which are
covered under its domain. These quality reviews bring out instances of various non-compliances
regarding Standards on Quality Control (SQC), Standards on Auditing (SAs), audit reports,
Companies (Auditor’'s Report) Order (CARO), Accounting Standards (AS), Indian Accounting
Standards (Ind AS), Schedule VI of Companies Act, 1956/ Schedule Il of Companies Act, 2013.

Based on observations noticed during these quality reviews, QRB issues necessary advisories
to concerned audit firms. On the matter, QRB requested the Council of ICAl to bring out
necessary guidance for the members of ICAl based on common non-compliances observed.
The task of developing the guidance was entrusted to the Auditing and Assurance Standards
Board of ICAL.

| am happy to note that the Auditing and Assurance Standards Board has brought out the
publication, “Guidance on Non-Compliances Observed by Quality Review Board During Quality
Reviews (Volume 1)”. The publication is a compilation of some common non-compliances
observed by QRB while conducting quality reviews. The publication also contains suggested
guidance by AASB for the members on these common non-compliances.

I compliment CA. (Dr.) Sanjeev Kumar Singhal, Chairman, CA. Vishal Doshi, Vice-Chairman
and all other members of the Auditing and Assurance Standards Board for their efforts in
developing and bringing out this publication for the benefit of the members at large.

| am confident that the members and other interested readers would find this publication
immensely useful.

April 23, 2024 CA. Ranjeet Kumar Agarwal
New Delhi President, ICAI






Preface

Review of the quality of audit services performed by audit firms is an important mechanism to
improve audit quality. In this regard, the role performed by the Quality Review Board (QRB) over
the years is significant. The quality reviews conducted by QRB bring out instances of various
non-compliances regarding (a) auditing requirements e.g. Standards on Quality Control,
Standards on Auditing, audit reports, CARO, and (b) accounting requirements e.g. Accounting
Standards, Indian Accounting Standards, Schedule VI of Companies Act, 1956/ Schedule Il of
Companies Act, 2013. Based on observations noticed during these quality reviews, QRB issues
necessary advisories to concerned audit firms. QRB requested the Council of ICAI to bring out
necessary guidance for the members of ICAIl. The task was entrusted to the Auditing and
Assurance Standards Board (AASB) of ICAI.

AASB decided to engage various experts to prepare suggested guidance for the members on
the matter. AASB also decided to constitute a consolidating group to review guidance prepared
by these experts. It was also decided by AASB to bring out the guidance in separate volumes
since this task is quite voluminous.

It gives us immense pleasure to place in hands of the members, this publication, “Guidance on
Non-Compliances Observed by Quality Review Board During Quality Reviews (Volume 1)
brought out by AASB. The publication is a compilation of some common non-compliances of
auditing requirements observed by QRB while conducting quality reviews. The publication also
contains suggested guidance by AASB for the members on these common non-compliances.
The publication is in two parts i.e. Part 1 and Part 2. Part 1 contains the observations related to
Engagement and Quality Control Standards. Part 2 contains the observations related to CARO
and internal financial controls.

We would like to thank CA. Ranjeet Kumar Agarwal, President, ICAlI and CA. Charanjot Singh
Nanda, Vice-President, ICAI for their guidance and support in various endeavours of the Board.

We express our sincere thanks to Ms. Shefali Shah, IRS (Retd.), Chairperson, Quality Review
Board and all the members and special invitees of the Quality Review Board for providing us the
various observations noted by the Quality Review Board during quality reviews, which form the
basis of this publication.

We are grateful to all experts viz. CA. Amit Kumar Garg, CA. Harsh Parekh, CA. Nitesh Jain,
CA. Rajiv Sengupta and CA. Sumit Aggarwal for preparing the basic draft of guidance which has
been included in this publication. We are also grateful to all members of the consolidating group
viz. CA. Amit Chugh, CA. Amit Gupta, CA. Ashish Gupta, CA. Gaurav Gupta, CA. Kapil Kedar,
CA. Rajeev Saxena and CA. Viren Shah for their contribution in reviewing and finalizing the
guidance.



We wish to place on record high appreciation of all Council members and all Board members for
their valuable contribution in finalising the publication. We appreciate the technical and
administrative contribution/support provided by CA. Megha Saxena, Secretary, AASB, CA.
Rajnish Aggarwal, Assistant Director, CA. Vikas Kumar, CA Professional, CA. Nidhi Mallick, CA
Professional, Ms. Anitha P., Private Secretary(SU) and other staff of AASB in finalising the
publication.

We are confident that the publication would be well received by the members and other
interested readers. We are of the firm belief that the publication would enhance the knowledge
of auditors and would help them in performing quality audits.

CA. Vishal Doshi CA. (Dr.) Sanjeev Kumar Singhal
Vice Chairman, AASB Chairman, AASB
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Introduction

About the Quality Review Board

With a view to improving the quality of audit services in India, the Ministry of Corporate Affairs,
Government of India has established the Quality Review Board (“QRB”) under Section 28A of
the Chartered Accountants Act, 1949. Section 28B of the Chartered Accountants Act, 1949
authorises the QRB to perform the following functions:

(a) to make recommendations to the Council with regard to the quality of services provided
by the members of the Institute;

(b) to review the quality of services provided by the members of the Institute including audit
services;

(c) to guide the members of the Institute to improve the quality of services and adherence to
the various statutory and other regulatory requirements; and

(d) to forward cases of non-compliance with various statutory and regulatory requirements
by the members of the Institute or firms, noticed by it during the course of its reviews, to
the Disciplinary Directorate for its examination.

QRB conducts quality reviews of audit services of audit firms which are covered under its
domain. These quality reviews involve assessment of the work of statutory auditors so that QRB
is able to assess (a) quality of audit and reporting by the statutory auditors; and (b) quality
control framework adopted by the audit firms in conducting audit.

These quality reviews bring out instances of various non-compliances regarding Standards on
Quality Control, Standards on Auditing, audit reports, CARO, Accounting Standards, Indian
Accounting Standards, Schedule VI of Companies Act, 1956/ Schedule Il of Companies Act,
2013. Based on observations noticed during these quality reviews, QRB issues necessary
advisories to concerned audit firms. QRB also refers these instances to the Council of the
Institute of Chartered Accountants of India (ICAI). On the matter, QRB requested the Council of
ICAI to bring out necessary guidance for the members of ICAI. The task of developing the
guidance was entrusted to the Auditing and Assurance Standards Board (AASB) of ICAI.

About the Publication

This publication is a compilation of some common non-compliances regarding Standards on
Quality Control, Standards on Auditing, audit reports, CARO, internal financial controls observed
by QRB while conducting quality reviews. This publication also contains suggested guidance
developed by the Auditing and Assurance Standards Board on these common non-compliances.
This publication is in two parts i.e. Part 1 and Part 2.

e Part 1 contains the observations related to Engagement and Quality Control Standards.
e Part 2 contains the observations related to CARO and internal financial controls.

In Part 1, observations have been classified standard-wise. In Part 2, observations have been
classified topic-wise. The number of observations is given in Table below.
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Part 1

S. Topic No. of Observations
No.
1 SQC 1 13
2 SA 200 1
3 SA 210 4
4 SA 220 3
5 SA 230 8
6 SA 250 1
7 SA 300 1
8 SA 315 6
9 SA 320 2
10 SA 330 3
11 SA 500 1
12 SA 505 6
13 SA 530 4
14 SA 540 1
15 SA 550 1
16 SA 580 2
17 SA 610 2
18 SA 700 6
19 SA 706 1
20 SA 710 1
21 SA 720 1
Total 68
Part 2
S. No. | Topic No. of Observations

1 CARO 9
2 Internal Financial Controls 1
Total 10

Readers may note that some observations given in this publication are based on the past
provisions of law (e.g. CARO 2003, CARO 2016) and the pre-revised Standards on Auditing. In
case of these observations, guidance has been given based on the current provisions of law
(e.g. CARO 2020) and currently applicable Standards on Auditing. Further, these observations
should be read in the light of any subsequent amendments/developments.

Readers may also note that this publication neither supersedes nor it is a replacement of any
Standards, Guidance Notes, Pronouncements issued by ICAIl. Readers are advised to read or
use this publication in conjunction with the relevant Standards, Guidance Notes,
Pronouncements issued by ICAI.
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Chapter 1

Observations related to SQC 1, Quality Control for Firms that
Performs Audits and Reviews of Historical Financial Information, and
Other Assurance and Related Services Engagements

Observation 1

Not establishing policies and procedures designed to provide the Audit Firm with reasonable
assurance that it has sufficient personnel with necessary capabilities, competence, and
commitment to ethical principles necessary to perform its engagements in accordance with
professional standards and regulatory and legal requirements.

Or

The firm has an overall policy document dealing with the aspects covered by SQC 1 including
the personnel matters. Whilst there is no detailed policy to address the personnel issues like-

1. Recruitment
Performance evaluation
Capabilities
Competence

Career development
Promotion

Compensation and

©® N o a0 bk 0D

Estimation of personnel needs.

The firm should have detailed policies and procedures in respect of personnel matters stated
above to comply with SQC 1 requirements.

Or
Paragraph 36 of SQC 1 states:

"The firm should establish policies and procedures designed to provide it with reasonable
assurance that it has sufficient personnel with the capabilities, competence, and commitment
to ethical principles necessary to perform its engagements in accordance with professional
standards and regulatory and legal requirements, and to enable the firm or engagement
partners to issue reports that are appropriate in the circumstances.”

The firm has an overall policy document dealing with the aspects covered by SQC 1, including
personnel matters. Whilst there is no specific detailed policy to address the issues related to
Recruitment, performance evaluation, Capabilities, Competence, Career development,
Promotion, Compensation and Estimation of personnel needs.

Or

Not establishing procedures to assess its staffs’ capabilities and competence.
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What is the issue?

AASB Suggested Guidance

Technical Literature

Why is it necessary
to establish policies
and procedures
designed to provide
reasonable

assurance that the
audit  firm has
sufficient personnel

with necessary
capabilities,

competence, and
commitment to
ethical principles
necessary to
perform its
engagements in
accordance with
professional

standards and

regulatory and legal
requirements?

Is it necessary as
per SQC 1 for an
audit firm to
establish policies
and procedures
related to human
resources?

Why is it necessary

to establish
procedures to
assess the audit
firm’s staffs'
capabilities and
competence?

Para 7 of SQC 1:

Elements of a System of Quality
Control

The firm’s system of quality control
should include policies and
procedures addressing each of the
following elements:

(a)

Leadership responsibilities for
quality within the firm.

Ethical requirements.

Acceptance and continuance of
client relationships and specific
engagements.

Human resources.
(e)
(f) Monitoring.

Engagement performance.

Accordingly, there should be
systematic manner of ensuring the
implementation of  documented

policies and procedures.

Such policies and procedures
address the following personnel
issues:

) Recruitment;

) Performance evaluation;

~

a
b

c) Capabilities;
d) Competence;

e) Career development;
f) Promotion;

(
(
(
(
(
(
(

g) Compensation; and

(h)

Addressing these issues enables the
firm to ascertain following aspects:

Estimation of personnel needs.

Sufficient Personnel

The number and characteristics of

Para 36 of SQC 1:
Human Resources

The firm should establish policies
and procedures designed to
provide it with reasonable
assurance that it has sufficient
personnel with the capabilities,
competence, and commitment to
ethical principles necessary to
perform its engagements in
accordance with professional
standards and regulatory and
legal requirements, and to enable
the firm or engagement partners
to issue reports that are
appropriate in the circumstances.

Para 45 of SQC 1:

The firm establishes procedures
to assess its staff's capabilities
and competence. The capabilities
and competence considered
when assigning engagement
teams, and in determining the
level of supervision required,
include the following:

- An understanding of, and
practical experience  with,
engagements of a similar
nature and complexity through

appropriate  training and
participation.

- An understanding of
professional standards and
regulatory and legal
requirements.

- Appropriate technical
knowledge, including
knowledge of relevant
information technology.

- Knowledge of the relevant

industries in which the clients

2
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the individuals required for the firm’s operate.

engagements. - Ability to apply professional

Capabilities, competence and judgement.

commitment - An understanding of the firm’s

The firm’s recruitment processes quality control policies and
include procedures that help the firm procedures.

select individuals of integrity as well
as the capacity to develop the
capabilities and competence
necessary to perform the firm’s work.

Competence building

Capabilities and competence are
developed through a variety of
methods:

e Professional education.

e Continuing professional
development including training.

o Work experience.

e Coaching by more experienced
staff.

Continuing professional
development

The need for continuing training for
all levels of firm personnel, and
providing the necessary training
resources and assistance to enable
personnel to develop and maintain
the required capabilities and
competence.

The firm may use a suitably qualified
external person for the same.

Performance evaluation

It gives due recognition and reward
to the development and maintenance
of competence and commitment to
ethical principles.

Career Development, Promotion;
Compensation:

The firm:

(a) Makes personnel aware of the

3
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(c)

firm’s expectations regarding

performance and ethical
principles;
Provides personnel with

evaluation of, and counseling on,
performance, progress and
career development; and

Helps personnel understand that
advancement to positions of
greater responsibility depends,
among other things, upon
performance quality and
adherence to ethical principles.

Smaller firms

Smaller firms may employ less formal
methods of evaluating the
performance of their personnel.
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Observation 2

Not documenting the firm's policies and procedures setting out criteria for determining the need
for safeguards to reduce the familiarity threat to an acceptable level when using the same senior
personnel on an assurance engagement over a long period of time.

Or

Para 27 of SQC 1 specifies familiarity threat in the context of financial statement audits of listed
entities and advocates rotation of engagement partner. However, in the present case, all limited
quarterly review reports and yearly audited financial statements are reviewed and signed by a
single partner since the year of allotment till date.

Or

Para 26 of SQC 1 requires firms to establish criteria for determining the need for safeguarding
the familiarity threat. No such evidence was produced for rotation of the Senior Staff and the
rotation of the Engagement partner.

Or

The requirement of SQC 1, para no 25 to 27, for all audits of listed entities, the engagement
partner should be rotated after a predefined period, normally not more than seven years, has
not been complied with.

Or

As per Para 27 of the SQC 1, "In case of financial statement audits of listed entities, the
engagement partner should be rotated after a pre-defined period, normally not more than seven
years". However, it is noticed that in the case of the auditee, the same engagement partner was
signing the Audited Financial Statements on behalf of the audit firm since the financial year
ending 31% March 2004 till 31st March 2012.

What is the
issue?

AASB Suggested Guidance

Technical Literature

What are the risk
factors for using
the same senior
personnel on an
assurance
engagement over
a long period of
time?

What does an
audit firm’s policy
on the rotation of
assurance

engagement team

Para 7 of SQC 1:

Elements of a System of Quality
Control

The firm’s system of quality control
should include policies and procedures
addressing each of the following
elements:

(a) Leadership  responsibilities  for

quality within the firm.
(b) Ethical requirements.

(c) Acceptance and continuance of

Para 25 of SQC 1:

The Code discusses the
familiarity threat that may be
created by using the same
senior personnel on an
assurance engagement over a
long period of time and the
safeguards that might be
appropriate to address such a
threat. Accordingly, the firm
should establish policies and
procedures:

(a) Setting out criteria for

5
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entail in relation to
familiarity threat?

Is engagement

partner rotation
mandatory for
listed entities

according to SQC
1?

client relationships and

engagements.

specific

(d) Human resources.
(e)

(f) Monitoring.

Engagement performance.

Familiarity threat

The familiarity threat that may be created
by using the same senior personnel on
an assurance engagement over a long
period of time and the safeguards that
might be appropriate to address such a
threat.

Listed Entities

The familiarity threat is particularly
relevant in the context of financial
statement audits of listed entities. For
these audits, the engagement partner
should be rotated after a pre-defined
period, normally not more than seven
years.

Impact

Using the same senior personnel on
assurance engagements over a
prolonged period may create a familiarity
threat or otherwise impair the quality of
performance of the engagement.

Criteria

In determining appropriate criteria, the
firm considers such matters as:

(@) The nature of the engagement,
including the extent to which it
involves a matter of public interest.

(b) 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.

(b)

determining the need for
safeguards to reduce the
familiarity threat to an
acceptable level when
using the same senior
personnel on an
assurance  engagement
over a long period of time;
and

For all audits of financial
statements of listed
entities, requiring  the
rotation of the engagement
partner after a specified
period in compliance with
the Code.
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Observation 3

Not documenting the firm's policies and procedures designed to provide it with reasonable
assurance that appropriate consultation takes place on difficult or contentious matters and other

matters.
What is the AASB Suggested Guidance Technical Literature
issue?
Why is there a | Para7 of SQC 1: Para 51 of SQC 1:

need to document
the firm's policies
and procedures
which will provide
a reasonable
assurance that
appropriate
consultation takes
place on difficult or
contentious
matters and other
matters?

Elements of a System of Quality
Control

The firm's system of quality control
should include policies and procedures

addressing each of the following
elements:
(a) Leadership  responsibilities  for

quality within the firm.
Ethical requirements.

Acceptance and continuance of
client relationships and specific
engagements.

Human resources.
(e)
(f) Monitoring.

Engagement performance.

Accordingly, there should be systematic
manner of ensuring the implementation
of documented policies and procedures.

Consultation

Consultation on difficult

contentious matters

or

Appropriate Professional Level

Consultation procedures require
consultation  with  those having
appropriate knowledge, seniority and
experience within the firm or, where
applicable, outside the firm on
significant technical, ethical and other
matters.

Consultation

The firm should establish
policies and procedures
designed to provide it with

reasonable assurance that:

(a) Appropriate  consultation
takes place on difficult or
contentious matters.

Sufficient resources are
available to enable
appropriate consultation to
take place.

(b)

(c) The nature and scope of
such  consultations are

documented; and

(d)

Conclusions resulting from

consultations are
documented and
implemented.
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Consultation within the firm

Quality

Consultation uses appropriate research
resources as well as the collective
experience and technical expertise of
the firm. Consultation helps to promote
quality and improves the application of
professional judgment.

Culture

The firm seeks to establish a culture in
which consultation is recognized as a
strength and encourages personnel to
consult on difficult or contentious
matters.

Consultation with other firms and
professional and regulatory bodies

Effective consultation

All the relevant facts that will enable
them to provide informed advice on
technical, ethical or other matters.

Documentation of consultation

It is agreed by both the individual
seeking consultation and the individual
consulted. The documentation is
sufficiently complete and detailed to
enable an understanding of:

(@) The issue on which consultation
was sought.

(b) The results of the consultation,
including any decisions taken.

(c) The basis for those decisions and
how they were implemented.
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Observation 4

Not documenting the firm's policies and procedures for dealing with and resolving differences of
opinion within the engagement team, with those consulted and, where applicable, between the
engagement partner and the engagement quality control reviewer.

What is the AASB Suggested Guidance Technical Literature
issue?
Why is there a | Para7 of SQC 1: Para 57 of SQC 1:

need to document
the firm's policies
and procedures for
dealing with and
resolving

differences of
opinion within the
engagement team,
with those
consulted and,
where applicable,

between the
engagement
partner and the
engagement
quality control
reviewer?

Elements of a System of Quality
Control

The firm's system of quality control
should include policies and procedures

addressing each of the following
elements:
(a) Leadership  responsibilities  for

(e)
(f)

quality within the firm.
Ethical requirements.

Acceptance and continuance of
client relationships and specific
engagements.

Human resources.
Engagement performance.

Monitoring.

Accordingly, there should be systematic
manner of ensuring the implementation
of documented policies and procedures.

Difference of Opinion

The firm should establish
policies and procedures for
dealing with and resolving

differences of opinion within the
engagement team, with those

consulted and, where
applicable, between the
engagement partner and the
engagement quality control

reviewer. Conclusions reached
should be documented and
implemented.
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Observation 5

Not documenting the firm's policies and procedures for requiring, for appropriate engagements,
an engagement quality control review.

Or

Not establishing policies and procedures requiring,

for

appropriate engagements, an

engagement quality control review that provides an objective evaluation of the significant
judgments made by the engagement team and the conclusions reached in formulating the

report.
Or

As per Para 60(a) of SQC 1, "Require an engagement quality control review for all audits of
financial statements of listed entities" whereas in the case of auditee, the Audit Firm has not
provided documents/ working papers related to Engagement Quality Control Review performed

by them.
What is the AASB Suggested Guidance Technical Literature
issue?
Why is there a | Para7 of SQC 1: Para 60 of SQC 1:
need to documen: Elements of a System of Quality | Engagement Quality Control
an engagement| o, nhtrol Review:
quality control
review for | The firm’s system of quality control | The firm should establish
appropriate should include policies and procedures | policies and procedures
engagements? addressing each of the following | requiring, for appropriate
elements: engagements, an engagement
What IS the (a) Leadership  responsibilities  for qualllty control review. that
purpose of an . e ! provides an objective
quality within the firm. . S
engagement evaluation of the significant
quality control | (b) Ethical requirements. judgments made by the
review (EQCR)? (c) Acceptance and continuance of engage_ment team and th_e
client relationships and specific ;:oncllfspns X reached S 'E
engagements. ormulating the report. Suc

Human resources.

(e)
(f) Monitoring.

Engagement performance.

Engagement Quality Control Review

Criteria for engagements other than
audits of financial statements of
listed entities

e The nature of the engagement,

policies and procedures should:

(a) Require an engagement
quality control review for all

audits of financial
statements of listed
entities.

(b) Set out criteria against

which all other audits and
reviews of historical
financial information, and

10
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including the extent to which it
involves a matter of public interest.

e The identification of unusual
circumstances or risks in an
engagement or class of
engagements.

o Whether laws or regulations require
an engagement quality control
review.

The firm’s policies and procedures are
designed to maintain the obijectivity of
the  engagement quality  control
reviewer. For example, the engagement
quality control reviewer:

(a) Is not selected by the engagement
partner;

(b) Does not otherwise participate in
the engagement during the period
of review;

(c) Does not make decisions for the
engagement team; and

(d) Is not  subject to other
considerations that would threaten
the reviewer’s objectivity.

The engagement partner may consult
the engagement quality control reviewer
during the  engagement. Such
consultation need not compromise the
engagement quality control reviewer’'s
eligibility to perform the role.

other assurance and
related services
engagements should be
evaluated to determine
whether an engagement
quality  control review
should be performed; and

(c) Require an engagement
quality control review for all
engagements meeting the
criteria established in
compliance with sub
paragraph (b).

Para 61 of SQC 1:

The firm’s  policies and
procedures should require the
completion of the engagement
quality control review before the
report is issued.

11
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Observation 6

Not documenting the firm's policies and procedures designed to provide it with reasonable
assurance that it deals appropriately with complaints and allegations that the work performed by
the firm fails to comply with professional standards and regulatory and legal requirements.

What is the
issue?

AASB Suggested Guidance

Technical Literature

Whether the firm's
policies and
procedures are in
place to deal with
complaints and
allegations
pertaining to work
performed by the
firm if the firm fails
to comply with
professional

standards and
regulatory and
legal

requirements?

Para 7 of SQC 1:

Elements of a System of Quality
Control

The firm’s system of quality control
should include policies and procedures
addressing each of the following
elements:

(a) Leadership  responsibilities  for

quality within the firm.
Ethical requirements.

Acceptance and continuance of
client relationships and specific
engagements.

Human resources.

(e)
(f) Monitoring.

Engagement performance.

Complaints and allegations originate
1. From within or outside the firm.

2. Firm personnel.

3. Clients or other third parties.

4

Engagement team members or
other firm personnel.

Channels

The firm establishes clearly defined
channels for firm personnel to raise any
concerns in a manner that enables
them to come forward without fear of
reprisals.

Para 101 of SQC 1:

Complaints and Allegations:

The firm should establish
policies and procedures
designed to provide it with

reasonable assurance that it
deals appropriately with:

(a) Complaints and allegations
that the work performed by
the firm fails to comply with
professional standards and

regulatory and legal
requirements; and
(b) Allegations of non-

compliance with the firm’s
system of quality control.

12
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Investigation
By Partner:

The investigation is supervised by a
partner with sufficient and appropriate
experience and authority within the firm
but who is not otherwise involved in the
engagement and includes involving
legal counsel as necessary.

Qualified external personnel

Small firms and sole practitioners may
use the services of a suitably qualified
external person or another firm to carry
out the investigation.

Results of investigation

Where the results of the investigations
indicate deficiencies in the design or
operation of the firm’s quality control
policies and procedures, or non-
compliance with the firm’s system of
quality control by an individual or
individuals, the firm takes appropriate
action to comply with relevant
professional standards and regulatory
and legal requirements. The firm should
also consider obtaining legal advice.

13
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Observation 7

Non-compliance of SQC 1 for not communicating the firm's quality control policies and
procedures to its personnel.

Or

Non-compliance of SQC 1 for not documenting the quality control policies and procedures
addressing each of the six elements of the system of quality control.

Or

Not documenting its policies and procedures on each of the elements of Quality Control, that
should also be sufficiently comprehensive and suitably designed in relation to the firm's size,
nature and complexity of the firm's practice.

What is the
issue?

AASB Suggested Guidance

Technical Literature

Why is it important
for audit firms and
their managing
partners to
document and
communicate the
firm's quality
control policies
and procedures to
all its personnel?

Documentation of Elements of a
System of Quality Control

The firm’s system of quality control
should include:

(@) Leadership  responsibilities  for

quality within the firm.
Ethical requirements.

Acceptance and continuance of
client relationships and specific
engagements.

Human resources.

(e)
(f) Monitoring.

Engagement performance.

Communication

The firm should establish a system of
quality control designed to provide it
with reasonable assurance that the firm
and its personnel comply with
professional standards and regulatory
and legal requirements, and that reports
issued by the firm or engagement
partner(s) are appropriate in the
circumstances. The quality control
policies and procedures should be
documented and communicated to the

Para 8 of SQC 1:

The quality control policies and
procedures should be
documented and communicated
to the firm’s personnel:

Such communication describes
the quality control policies and
procedures and the objectives
they are designed to achieve
and includes the message that
each individual has a personal
responsibility for quality and is
expected to comply with these
policies and procedures. In
addition, the firm recognizes the

importance of obtaining
feedback on its quality control
system from its personnel.

Therefore, the firm encourages
its personnel to communicate
their views or concerns on
quality control matters.

14
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firm’s personnel.

The communication describes the
quality control policies and procedures
and the objectives they are designed to
achieve.

The communication that each individual
has a personal responsibility for quality
and is expected to comply with these
policies and procedures.

The firm recognizes the importance of
obtaining feedback on its quality control
system from its personnel.

15
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Observation 8

Not keeping current the processes for complying with applicable engagement standards for
maintaining consistency in the quality of engagement performance as the checklists for
complying with technical standards were not updated.

What is the AASB Suggested Guidance Technical Literature
issue?
Why is it | Para 7 of SQC 1: Para 46 of SQC 1:

necessary to keep
current and up to
date the processes
which comply with
applicable
engagement
standards
maintaining
consistency in the
quality of
engagement
performance?

for

Elements of a System of Quality
Control

The firm's system of quality control
should include policies and procedures

addressing each of the following
elements:
(a) Leadership  responsibilities  for

quality within the firm.
Ethical requirements.

Acceptance and continuance of
client relationships and specific
engagements.

Human resources.
(e)
(f) Monitoring.

Engagement performance.

Consistency in the
engagement performance

quality of

This is often accomplished through:
e Written or electronic manuals.

e Software tools or other forms of
standardized documentation.

e Industry or subject matter-specific
guidance materials.

Matters addressed include the following:

e How engagement teams are briefed
on the engagement to obtain an
understanding of the objectives of
their work.

The firm
policies

should establish
and procedures
designed to provide it with
reasonable assurance that
engagements are performed in
accordance with professional
standards and regulatory and
legal requirements, and that the
firm or the engagement partner
issues reports that are
appropriate in the
circumstances.

16
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Processes for complying with
applicable engagement standards.

Processes of engagement
supervision, staff training and
coaching.

Methods of reviewing the work
performed, the significant judgments
made and the form of report being
issued.

Appropriate documentation of the
work performed and of the timing
and extent of the review.

Processes to keep all policies and
procedures current.

17
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Observation 9

The firm obtains independence declarations from its audit team members. It is noted that
declarations of independence obtained for an audit from two partners are undated held on
record i.e., obtained before, during or after completion of audit cannot be commented. Further,
there is no documentary evidence found on record which can elaborate the review for no breach
of independence.

Or

The firm is not in a practice of taking an annual declaration in the form of Independence Policy
from all the personnel.

Or

As per Para 20 of SQC 1, the firm should establish policies and procedures to provide it with
reasonable assurance that it is notified of breaches of independence requirements and to
enable it to take appropriate actions to resolve such situations, etc.

The issue relates to establishing internal checks to identify and communicate the breaches of
independence during the conduct of the audit and after obtaining the due confirmation at the
start of the audit.

What is the issue? AASB Suggested Guidance Technical Literature

Why is it necessary to | Independence is an essential attribute | para 18 of SQC 1:
take written | for audits because it determines how

confirmation on | credible and reliable financial

: statements will be to the users. policies and  procedures
independence from all designed to provide it with

reasonable assurance that
the firm, its personnel and,
where  applicable, others
subject to independence
requirements (including
experts contracted by the firm
and network firm personnel),

The firm should establish

firm personnel? The auditor should be independent of
the client company so that the audit
opinion will not be influenced by any
relationship between them. It provides
a clear picture of a company’s worth,
which helps investors make an
informed decision for example when
considering whether to purchase a o
company’s shares. Financial analysts | Maintain independence where
and brokers also use independent | réquired by the Code. Such
audits to make sound investment | Policies — and  procedures

How can an audit firm
satisfy ethical
requirements?

recommendations to clients. should enable the firm to:

All  Audit firm's personnel should | (@) Communicate its
maintain independence in all required independence
circumstances, perform all requirements to its
professional  responsibilities  with personnel and, where
integrity, and maintain objectivity in applicable, to others
discharging professional subject to them; and

responsibilities.

(b) Identify and evaluate

18
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Guidance on Independence

Comprehensive guidance on threats
to independence and safeguards,
including application to specific
situations are contained in the Code.

Written
independence

confirmation of

Written confirmation may be:
1. In paper.

2. Electronic form.

Breach of independence

A firm receiving notice of a breach of
independence policies and
procedures promptly communicates
relevant information to engagement
partners, others in the firm, as
appropriate and, where applicable,
experts contracted by the firm and
network firm personnel, for
appropriate action.

Action on breach of independence

1. Applying appropriate safeguards
to eliminate the threats to
independence or to reduce them
to an acceptable level.

2. Withdrawing
engagement.

from the

3. The firm provides independence
education to personnel who are
required to be independent.

circumstances and
relationships that create
threats to independence,
and to take appropriate
action to eliminate those
threats or reduce them to
an acceptable level by
applying safeguards, or, if

considered appropriate,
to withdraw from the
engagement.

Para 19 of SQC 1:

Such policies and procedures
should require:

(a)

(c)

Engagement partners to

provide the firm with
relevant information
about client
engagements, including
the scope of services, to
enable the firm to
evaluate the overall
impact, if any, on
independence

requirements;

Personnel to promptly
notify the firm  of

circumstances and
relationships that create a
threat to independence
so that appropriate action
can be taken; and

The accumulation and
communication of
relevant information to
appropriate personnel so
that:

() The firm and its
personnel can
readily determine
whether they satisfy
independence
requirements;

(i) The firm can
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maintain and update
its records relating to
independence; and

(iii) The firm can take
appropriate  action
regarding identified
threats to
independence.

Para 20 of SQC 1:

The firm should establish
policies and  procedures
designed to provide it with
reasonable assurance that it
is notified of breaches of
independence requirements,
and to enable it to take
appropriate actions to resolve
such situations. The policies
and procedures should
include requirements for:

(@) All who are subject to
independence
requirements to promptly
notify the firm  of
independence breaches
of which they become
aware;

(b) The firm to promptly
communicate  identified
breaches of these
policies and procedures

to:

(i) The engagement
partner who, with the
firm, needs to
address the breach;
and

(i) Other relevant

personnel in the firm
and those subject to
the independence
requirements who
need to take
appropriate  action;
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and

(c) Prompt communication to
the firm, if necessary, by
the engagement partner
and the other individuals

referred to in
subparagraph (b)(ii) of
the actions taken to
resolve the matter, so
that the firm can
determine  whether it
should take further
action.

Para 23 of SQC 1:

At least annually, the firm
should obtain written
confirmation of compliance
with its policies and
procedures on independence
from all firm personnel
required to be independent in
terms of the requirements of
the Code.

What are the policies
and procedures in
respect of
independence matters
as per SQC 1?

As per the Implementation Guide to
SQC 1, one of the objectives of this
element of Quality Control is to
provide the Firm with reasonable
assurance that it and its personnel
comply with relevant ethical
requirements. Ethical requirements
relating to audits and reviews of
historical financial information, and
other attestation engagements are
contained in the Code of Ethics issued
by the Institute of Chartered
Accountants of India as well as other
relevant pronouncements of the
Institute. The other objective of this
element of Quality Control is that the
personnel maintain independence in
all required circumstances, perform all
professional  responsibilities  with
integrity, and maintain objectivity in
discharging professional
responsibilities.
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The audit firm should satisfy these
objectives by establishing and
maintaining  the policies  and
procedures described below:

Policy 1 - Personnel adhere to ethical
requirements such as those contained
in the Code.

Policy 2 - The Firm establishes
procedures to communicate
independence requirements to Firm
personnel and, where applicable,
others subject to them.

Policy 3 - The Firm establishes
procedures to identify and evaluate
possible threats to independence and
objectivity, including the familiarity
threat that may be created by using
the same senior personnel on an audit
or attest engagement over a long
period of time, and to take appropriate
action to eliminate those threats or
reduce them to an acceptable level by
applying safeguards.

Policy 4- The Firm withdraws from the
engagement if effective safeguards to
reduce threats to independence to an
acceptable level cannot be applied.

Policy 5- The Firm obtains written
confirmation, at least annually, of
compliance with its policies and
procedures on independence from all
Firm personnel and others, if any, who
are required to be independent.

Policy 6 - The Firm establishes
procedures for  confirming the
independence of another Firm that
performs part of the engagement.

What are the
procedures to
implement Policy 1 -
Personnel adhere to
ethical requirements
such as those
contained in the

Policy 1 of Implementation Guide to
SQC 1

Personnel adhere to ethical
requirements such as those contained
in the Code.

The audit firm should implement this
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Code?

policy through the

procedures:

following

» Having the managing partner
designate an Independence and
Ethics partner who is responsible
for all aspects of the
independence and ethics of the
Firm's partners and professional
staff. The designated
Independence and Ethics partner
may be the same individual as the
designated Quality Control partner
if the Firm so desires.

»  Empowering the Independence
and Ethics partner to perform such
checks as may be required to
ensure that all personnel respect
and follow the independence and
ethics policies of the Firm.

Breaches, if any, should be
promptly reported to the Managing
Partner, who should take such
disciplinary action as is warranted.

+ Establishing a system for
identifying all services performed
for each client and evaluating
whether any of those services
might impair independence.

* Regularly consulting the ICAl's
journal and website for information
about changes in professional
ethics and independence
standards/ requirements.

* Ensuring that all professional
personnel attend training in ethics
and independence.

What are the
procedures to
implement Policy 2 -
The Firm establishes
procedures to
communicate

independence

requirements to Firm

Policy 2 of Implementation Guide to
SQC 1

The audit firm should establish
procedures to communicate
independence requirements to Firm
personnel and, where applicable,
others subject to them.
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personnel and, where
applicable, others
subject to them?

The au