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Biography

Julia is extensively involved with the ICAEW as a volunteer
and was the ICAEW President and Chair of the Board in
2022-23. She is also a past chair of the ICAEW Technical
Advisory Committee, a former member of the Financial
Reporting Faculty Board and of the AAT's audit committee
and a past President of the Thames Valley Society of
Chartered Accountants.

Julia is a well-known technical author and speaker and has had
many articles published in print and online journals such as
AccountingWeb UK and Audit and Beyond (the ICAEW Audit
Faculty Magazine). Julia revised the Bloomsbury publication
Accounting Principles for Tax Practitioners and was the joint author
revising A Practical Guide to UK Accounting and Auditing
Standards. She has also worked with networks of accountants
providing policies, procedures and training and for software
company Inflo, on their audit products.
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ISA 220 Quality Management for an audit of financial statements
Key aspects of ISQM

How to obtain efficiency and quality in:
Pre-audit preparation

Planning an audit
Fieldwork
Review
Completion

Getting it right-first-time
Creatfing an action plan to implement learnings
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Building a culture of quality

Explain
clearly what
is required

Understand
the
requirements
in ISAs and ES

Plan carefully

Ensure
resources
available —
incl client info

Review in
fimely
manner
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The ISA/ISQM and regulatory
requirements

To do a good audit you need to understand what is required under the
ISAS

Ethical Standard

Legal and regulatory requirements

The whole audit team also needs to understand this, as far as their role
requires

The team also needs to understand how to put the requirements into
practice, using the audit programme and guidance that the firm
provides — don't assume they know this already
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[SA 220 Quality management for an audit
of financial statements

ISA 220 links with ISQM (the International Standard on Quality
Management)

ISA 220 sets out the specific requirements on an individual audit whereas
ISQM 1 sets out the general requirements for a system of quality
management

Objective of both is to ensure that audit reports are appropriate and that
work done in accordance with relevant standards and legal or
regulatory requirements
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The system of quality management

The firm's system of quality management or SOQM, will set out the
objectives (per ISQM 1), the risks to quality and the responses to those risks
(I.e. the mitigations put in place by the firm to reduce the risk)

All engagement teams need to be aware of any specific responses that
are relevant to the audit they are working on

Partners also need to consider whether there are additional quality risks

relating to the specific engagement (and also whether these should be

reTﬁor’redO’lr.? those responsible for the SOQM as they might be relevant to
other audits

For instance, if the client is always late providing documents, this is a
specific risk, which should be mitigated by taking extra steps to ensure
documents are received when needed
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Leadership responsibilities for managing
an audit

ISA 220 is very clear that it is the partner's job to:

Take overall responsibility for the quality of the engagement and to
Create an environment that emphasises:

the firm's culture regarding quality

the expected behaviour of the team members

The parther must be sufficiently and appropriately involved throughout
the audit



3
+ ISPenny+

Consulting

Necessary criteria for a quality audit (ISA
220.14)

Create an appropriate environment (per previous slide) emphasising:

All feam members responsible for contributing to the management and
quality of the audit

Importance of professional ethics, values and attitudes among feam

Importance of open and robust communication within the team without
fear of reprisals

Importance of each feam member exercising professional scepticism
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Suggestion

A briefing talk by the partner covering the following points can help to
Tehmphoclese the importance and value of each team member's conftribution to
e audi

Audit Is a public interest service
It allows capital markets and economies to work much better

Audit team members are conftributing to this and therefore their individual roles
are important

All feam members have a responsibility to produce quality work or to raise
concerns that they cannot do this to the partner

Any concerns about audit quality should be raised, either with senior staff or with
the ethics partner
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Ask yourself if all members of
staff would be happy fo raise
quality concerns with the
relevant persone

Would this apply if the :
concerns were about a senior
persone

Would it apply if the concerns
were about your own
INndependence or :
iInvolvement in the audit?
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Relevant ethical requirements

You cannot do a quality audit if you accept/continue with an audit
where the firm/you/the team are not appropriately independent

Acceptance and continuation decisions are therefore vital and must be
done by someone with sufficient knowledge and understanding of the
firm-wide position and the relevant ethical requirements

Don't treat this as a mere tick box — even if you think it is just the same as
last year it might not be e.g.

The ES may have changed

The relationships with the client/client staff may have changed
The non-audit work may have changed

The level of fees may have changed etc.
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Resources

You must have the right resources 1o be able to do a quality audit
These may be people, technology, technical support, external experts...

The time allocated to the engagement feam is often the most important
aspect

If this is insufficient work might well be missed or rushed

Think about how you established the time needed and booked out the
people for the team
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Partner tasks

N\

\

Determine that nature, fiming and extent of direction, supervision and review is
responsive/compliant

Review audit documentation at appropriate points during the audit

|
Review/discuss with audit team the audit documentation before signing the audit
report to ensure sufficient and appropriate

TCWG/management before issued

[
‘ Review financial statements and draft audit report/formal written communications to
/
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Shall vs shall take responsibility for A

The
engagement
partner shall
take
responsibility
for...

The
engagement
partner shall
[do
something]

Task can be
Essential that allocated to
the partner others, but
does this task the partner is
themselves still
responsible
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Consultation

The partner takes responsibility for

The engagement team
undertaking consultation on
difficult or contentious maftters

Conclusions being agreed with
consultee

Determining that the results of the
consultation have been
Implemented




3
+ ISPenny

ulting

Engagement Quality Review (EQR)

ISQM 2 deals with the requirements  Audit partner must:
for an EQR Determine that an EQ reviewer is

This is a specific type of hot review ~ CPPOINTEC
required for listed or public interest ~ Cooperate with that review and
audits and others where the firm's inform other team members fo also

policies require it do so

- : : Discuss significant
Where one is required the audif
engagement pgr’rner has specific maftters/judgements arising with

responsibilities ihe reviewer
X Not date the audit report until EQR

Is complete
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Cycle of information from and / to
monitoring system

Monitoring

system —eg
cold file review

/

Information
found in audit Information re
relevant to the audit
NOISLY

\

Actions

required to
mitigate risk
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Example

During a cold file review of the Gray Ltd, it becomes apparent that the
work done on going concern, in respect of parent company support,
was not sufficient or appropriate.

The monitoring and remediation team report this to the engagement
partner for Gray Ltd who then:

Informs the team of the finding and the impact that it will have on the
audit work

Ensures the planned work on going concern addresses the weaknesses
previously found

Supervises and reviews this work in a more timely/detailed manner to
help ensure it has been dealt with properly



JSPenny
+ Consulting

[ISQM 1 - objectives

Governance and leadership
Relevant ethical requirements

Acceptance and continuance of client relationships and specific
engagements

Engagement performance
Resources
Information and communication
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Specified responses for engagement
performance

The firm:
Establishes internal quality control system to ensure quality of the audit

Establishes policies and procedures for carrying out audits, coaching,
supervising and reviewing the activities of the firm's personnel and
organising the structure of the file

Uses appropriate systems, resources and procedures 1o ensure continuity
and regularity in carrying out audits
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Practical point

Coaching/providing on the job training is an essential part of being able
to provide a quality audit.

Without allocating sufficient time and expertise to this, both in terms of
upskilling staff who are giving the coaching as well as allowing the fime
for the coaching to take place a cycle of poor, inefficient and costly
mistakes can result.

For example, John doesn't understand how to carry out an impairment
review test. If his manager does not provide coaching (and perhaps
even direct John 1o some elearning on this and the firm's further
resources) the work will likely be done poorly, not just this fime but every
time John does the impairment review.
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Embed coaching into your culture

Consider how much coaching
might be required based on skills
and experience of staff

Ensure time is budgeted on the
audit for coaching

Ensure ways of working embed the
expectation that coaching will
happen

Ensure staff and partners feel
confident in how to coach
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Geftting It right first
fime
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Pre-planning

Acceptance — do this first!
Take carel

Update all relevant information
Time budgets — next slide

Staff and partner allocation
Who has experiencee

Who has the necessary skillse

Is there a firm certification required for this audit type (eg
charity/IFRS/academy)e
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Factors to consider when establishing
time resources

Time taken last year

Adjust for changes in Adjust for any
the feam/monitoring addifional ISA
findings requirements

Adjust for changes at Adjust for changes in
the client strategy
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Do you find yourself in this cycle?

Staff feel ~
overworked and Allocafe same

demotivated as time/staff as last
don't feel they've year
done a good job

Key items are Find that there
rushed and may isn't enough time
not be done so staff move onto
properly next job

Partner/manager
end up finishing
off the work and
recovery drops
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Planning the audit (ISA 300)

You need a strategy
Scope, timing and direction of audit, including resources and objectives

You need a plan

The nature, timing and extent of planned risk assessment and further
procedures as required
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Strategy

ISA 300 has a list of considerations in establishing the overall audit strategy
INn the Appendix it covers details under the headings of:

Characteristics of the engagement
Reporting objectives, fiming of the audit and nature of communications

Significant factors, preliminary engagement activities and knowledge
gained on other engagements

Nature, timing and extent of resources

Consider whether the strategy/plan needs to change compared to prior
periods?



What factors might lead to a change in
strategy or plan?

EE . mEE
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The client
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Clients will impact audit quality

Good client "Bad" client

Information is provided on time The client's team have a poor
and is clearly labelled/explained understanding of financial
The client is always available to reporting requirements

answer your questions promptly They are constantly late providing

The client provides an appropriate  information or provide poor and

space for you to work in when : : :
needed incomplete information

The client's team have a good They still expect you to meet all

understanding of what isrequired ~ their deadlines af the same fee as
in the financial statements you originally quoted
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What could you do
to help a bad
client become a
good cliente

Write iIdeas In the
chat box

© 2021 JS Penny Consulting
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Training your client

Help them to understand what you
need from them - talk fo them
regularly

Suggest resources for them to improve
their knowledge if needed

Provide a list of items (eg on portal)
required well in advance and monitor
receipt of these whilst checking
quality of documents

Ensure fee quotes are based on the
information being available as agreed

Don't be afraid to be firm with your
client!
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at p
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Analytical procedures at planning

Analytical procedures is required by ISA 315 at the planning stage
This helps to identify areas for focus in the audit

To do this well you need to know your client

What has changed at the client's?

What has changed externally? Eg interest rates, inflation etc

Don't assume that everything will be like last year, without checking!

Don't delegate this part of the audit to staff who are inexperienced - this
IS an ideal opportunity to build rapport with your client
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Performing the audit
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Direction, supervision, review

The partner takes responsibility for this, and must maintain involvement
throughout the audit

Direction — be specific, exactly what is required, what the plan is, what
the deadline is, when and by whom it will be reviewed

Supervision — ensure someone is available fo answer guestions, check on
progress and make sure things are on track

Review — do this in a timely manner, at the client's if that is where
fieldwork is being done.
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Alternative approaches to direction

This...
"Jane, can you do cash and
banke"

llYeS.II

What we don't know is if Jane is
clear on what is required, how long
it should take, how the plan
Impacts this section or that it is fine
to ask questions.

Or this:

"Jane, can you do cash and bank? It
needs to be finished by Thursday and |
expect it to take 2 days. The plan
identifies that we should look for
unusual items that might indicate @
related party transaction, or be
particularly big. But if anything else
looks odd or you have any other
questions then please raise them with
me. All the work needs documenting
and referencing, so just check that is
done before | review it please.”
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Pros and cons of clear direction

Advantages of being explicit

The team member should learn more
quickly exoc’rIK what is expected for
particular wor

They should have confidence to know
It is OK to ask questions

This should help avoid them guessing
as fo what they should do and making
mistakes

Or taking a long fime working out
what to do

Or just copyingr:; last year's work, when
the plan might not want that

Possible downsides

It takes slightly longer to brief staff
#bu’r then they should get it right
Irst time)

Care needs to be taken to ensure
the level of detail is appropriate for
the skill of the staff member, or to
explain that as you don't know,
you like to give very specific
briefings

You will get more questions — but
this should avoid errors occurring!
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Supervision

If your team is working remotely, or partly remotely, and not in the same
room as you, specific efforts are needed 1o ensure supervision takes
place

Arrange regular Teams calls

Check on the software regarding progress if you can see which sections
are done

Talk fo the team, check if they have any questions or concerns
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Review

Don't leave this unftil the end, unless it is a very small audit
If things are going off track you won't know if review is delayed

Ideally review at the client's premises (if that is where work is being done)
to allow conversations with the team member and the client regarding
any questions

If work is being done remotely, you might want the team in the office
whilst you review so that feedback can be given face to face

If not, a virtual meeting will be better than just a document with review
points, which may mean the team member doesn’t understand the
points fully
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Testing

Follow the plan — not last year's audit!

If you have planned well, you know which areas require focus, ie where
the risks of material misstatement are

Don't allow the audit fo go off tfrack because the client hasn't supplied
the necessary documents, or because the tfeam are not following the
plan

Make sure that everyone is clear if certain information is being gathered
for the tax tfeam, rather than for audit purposes, as materiality is not the
relevant point
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Sampling

Sample size calculators are often used

Ensure that estimates of reliance on tests of control or substantive
analytical review are appropriate

Don't randomly decide on a different sample, without a full explanation
of why, that the regulator would be happy with!

If you no longer have a sample size cap and sample size is now very big,
ensure that planning considers alternative approaches, such as data
analytics, semi-automatic testing (like DataSnipper) reliance on conftrols
or substantive analyfical review.

Ensure the team understand what constitutes an error/exception (eg not
being able to complete the test)
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Documentation

ISA 230 sets out requirements:
Evidence of the basis for conclusions

Evidence that the audit was planned and performed in accordance with
ISAs and legal/regulatory requirements
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Documentation

Overall the documentation should be sufficient to enable an
experienced auditor who has not been involved with the audit to
understand:

Nature, fiming and extent of procedures performed
Results of procedures and evidence obtained

Significant maftters arising, conclusions reached and significant
professional judgements made
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Documentation

For individual pieces of work the documentation should record:

ldentifying characteristics of the specific items or matters tested (eg
Invoice humbper)

Who performed the work and when it was completed
Who reviewed the work, the date and extent of that review
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Documentation

To understand the evidence gained from a test you will need to know:
Objective of test

Method used, including sample size if relevant and how it was selected
Results of the test

Conclusions reached
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Client schedules

Often we receive schedules, such as spreadsheets from clients

There is a high risk that we are not clear that the document is from the
client or elements within the document that are audit work

P/L interest at Carrying
Period Cash flow 6% Amortisation amount
0 95,788 0 95,788 v
1 5,000 5,747 747 96,535 v
2 5,000 5,792 792 97,327
3 5,000 5,840 840 98,167
4 5,000 5,890 890 99,057
5 105,000 5,943 943 100,000
IRR 6%
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Review

5 0 ©2021 JS Penny Consulting
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Review

Review in a fimely manner otherwise:

Staff have moved onfo the next job so not available to correct or
supplement work (this can result in expensive moncger/por’rner time
being used for this insfead, it also means the junior staff don't learn from

previous work)

Staff forget what they have done or need to spend time reminding
themselves

Clients get annoyed if questions come back at a later date or if the
auditor needs to visit again when fieldwork finished

The above create arisk that the extra work will not be done — with the
partner's judgement swayed by the difficulty of gathering the evidence
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Key points for reviewers

Has the plan been executed - don’'t just look at whether all the sections
are ticked off, the important thing is whether the plan has been
completed?

Does the documentation sufficiently explain the work donee

Were any issues noted that needed to be escalated and have they been
resolved?

For infermediate reviews, is the work progressing at the pace expected?

Ensure the nature and extent of the review is documented, fogether with
any review points and explain carefully any additional/corrective work
required and why this is the case
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Partner review — before signing...

ISA 220 sets out specific requirements for partner's review using the phrase
'the engagement partner shall...’

Review audit documentation at appropriate points including those
related to significant maftters/judgements and any other relevant matters

Determine, through review of the audit documentation and discussion
with the tfeam, that sufficient appropriate audit evidence has been
obtained

Review the financial statements and draft auditor's report (and KAM if
applicable) to determine that report is appropriate

Review formal written communications to management/TCWG
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Partner review

The parther must also ensure:

Their own involvement has been sufficient and appropriate throughout
the audit so conclusions reached are appropriate

The nature and circumstances of the audit and any changes to it, and
the firm's policies and procedures have been taken into account in
complying with ISA 220

In effect this is a requirement 1o step back and consider whether
everything has been done correctly, including the partner's involvement.

Obviously, the partner should not wait until the end to consider their
Involvement, but this is a reminder that it must be reconsidered.
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Getting it right first time - a cultural issue

ISQM 1 requires that firms develop a culture where quality is at the heart
of work done

A focus on getting it right first fime helps to ensure that quality audits are
performed, but it also helps efficiency

If remedial work is reduced, it is more likely that the right level of staff
complete the work needed

If tasks are explained carefully it is more likely that mistakes are not made

If review points are raised promptly, staff should learn quickly what is
required and are less likely to repeat an error

Staff are more likely to feel valued, if they develop their skills quickly and
learn the right way to do things right from the start
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Steps to developing a culture of 'right first
time'
Talk to

Start everyone Ensure
plannin about the sufficient time
oy &1 Pew spent on

i n anning —
allocation approac St | o

of resources .
overall time

Giv%

. goo
Rewew feedback
nd to team
timely members

manner
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Create your action plan

On the last but one page of your notes you have a table to fill in, with the
steps that can be taken and why they will help you develop a right first
time culture

Take some time to fill this in straight after the course, or after reviewing the
course notes in detail

Then make sure that you actually stick to the plan!
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Resources

1. ISA (UK) 220
2. ISQM (UK) 1



https://www.frc.org.uk/library/standards-codes-policy/audit-assurance-and-ethics/auditing-standards/isa-uk-220/
https://www.frc.org.uk/library/standards-codes-policy/audit-assurance-and-ethics/auditing-standards/isqm-uk-1/
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Copyright

These slides and any accompanying notes are
the property of JS Penny Ltd unless specific
written agreement to the contrary has been
made. They may be downloaded and printed
for personal use but should not be provided to
anybody else without express permission from
JS Penny Ltd.

Disclaimer

Every care has been taken to ensure that these
slides and any accompanying notes are
accurate. However, no liability is accepted in
respect of errors and readers should
understand that the material is provided as an
aid to learning and does not constitute specific
advice. Should you need specific advice on
the application of standards or guidance then
please contact julia@jspenny.co.uk
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