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Early History of Auditing : INDIA
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CFO News / Latest CFO News

Audit is a serious business, stay
away from it if you can’t meet
expectation gap: ICAI Pres
Debashis Mitra






Applicability

A Effective Date: 1st April, 2023

A'What is required to be done: evaluation of audit quality maturity by certain firms

A Firms covered: The firms auditing the following types of entities shall be mandatorily required to

undertake an evaluation of their audit quality maturity using AQMM Rev v1.0:
a) Listed entity;
b) Bank other than co-operative bank (except multi-state co-operative banks);

c) Insurance Company

A Firms excluded: The firms conducting only branch audits have been excluded from the

mandate.



Why AQMM Is neede®?
Audit Expectation Gap

Knowledge
Gap

Knowledge Gap

Difference between what the general
users think auditors do and what the
auditors actually do

This recognizes that the public may
misunderstand the role of auditors

Performance

Gap Gap

Performance Gap

Auditors do not perform as per
the requirements of various
technical and professional

standards

Evolution

Audit
Expectation
Gap

Evolution Gap

Areas where there is a need for
evolution taking into account the
information needs of general users,
technological advancements, and
overall audit process



Financial Reporting Eco System
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Technical and Professional Standards

Standards of Quality Control
Standards on Auditing
Ethical Standards
Guidance Notes issued by ICAI
Applicable Regulatory Requirements
Applicable Financial Reporting Framework (AS, Ind AS, etc.

| Notifications/Directions, including those of a sefjulatory nature




Review of the scores and level obtained by the firm using
AQOMM v 1.0

C Mandatory Peer review: The scores and the level arrived at shall be subject to review by a Peer
Reviewer alongside the peer review cycle which falls anytime on or after 1st April 2023.

C Voluntary Peer Review: However, the firm(s) may choose to get their scores reviewed by an
AQMM reviewer before their peer review cycle falls due.

¢C AQMM Reviewer: He is a member of the Institute of Chartered Accountants of India and
empanelled as a peer reviewer. He is appointed by the Peer Review Board for conducting an

AQMM review any time before the peer review cycle of the firm falls due.



Hosting of the level obtained using AQMM wanwvw.ical.org

The level of the firm arrived at, after being reviewed by the peer
reviewer shall be hosted on the website of the ICAI alongside the

details of the peer review certificate.


http://www.icai.org/

Documentationof
procedures
performedby the
Auditoris of critical
Importance




What is AQMM
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Enhancing Audit Quality

Users depend on Audit Quality to have
confidence In financial statements

Audit quality is a complex subject and there

no analysis of it that has achieved universe
recognition

Audit quality should be improved at the
Engagement, Firm and National levels




How does one measure Audit Quality?

wPerforming work w 2YLX @AYy3 gA0GK FTANNVQA
compliant with quality control policies
Professional standards, and procedures
applicable legal and
regulatory requirements

| : Compliance
~ Compliance with a

with law firQos

Etg;;:nal Appropriate

behaviour reporting

wThe engagement tea
should be able to raise
concerns without fear of
reprisals

JIssuing auditor's reports
that are appropriate in
the circumstances




Weakness
ldentified durng

Pear Review

Auditdocumentationis not proper

No Practicemanual or Qualityreviewmanual
maintained

ManagemeniRepresentatiorLetter not taken

Written communicationto those chargeadwith
governancenot issued

Technicastandardshot followed
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Section Categorisation

C AQMM Rev V 1.0 comprises a questionnaire that enables firms to rate their
current level of audit maturity, identify areas where competencies are strong or
lacking, and then develop a road map for achieving a higher level of audit

maturity.

C AQMM Rev Version 1.0 includes the following dimensions of audit maturity

organized into three sections:
APractice Management i Operation
AHuman Resource Management

APractice Management-Strategic/Functional



Firm Audit Quality Maturity Rating

SectionReference Total PossiblePoints
Sectionl. PracticeManagementc 280
Operation

Section2. HumanResource 240
Management

Section3. PracticeManagement 80
Strategic/Functional

Total 600




Interpreting the results

Level Result

LevellArm | |ndicates that the firm isery nasceng will have to take
Upto 25%in each
section Immediate steps to upgrade its competency or will be left

lagging

Abovezs¥lo | LevelRArm | Indicates firm has madsome progress will have to finetune
50%in each
section further to reach the highest level of competency
AbovesO¥lo | LevelBArm | Indicates firm has madeubstantial progresg will have to fine
75%in each
section tune further to reach the highest level of competency
Above 75%in Leveld Firm

each section

Indicates firms that have madggnificant adoption of

standards and procedur&sshould focus on optimizing furthe



Interpreting the results ~ Situation 1

Section Reference

Total Possible Points

Points Obtained

Percentage of Points

Obtained

Section |: Practice 280 70 25%
Managementg
Operation
Section II: Human Resource 240 60 25%
Management
Section lll: Practice 80 20 25%
Managementg Strategic/
Functional
Total 600 150 25%

Result Level 1




Interpreting the results ~ Situation 2

Section Reference

Total Possible Points

Points Obtained

Percentage of
Points Obtained

Section I: Practice 280 112 40%

Managementg

Operation

Section Il: Human 240 180 75%

Resource Management

Section IlI; Practice 80 20 25%

Managementg

Strategic/ Functional

Total 600 312 52%
Result Levell




Interpreting the results ~ Situati@n

Section Reference | Total Possible Points Points Obtained Percentage of
Points Obtained

Section I: Practice 280 134 48%
Managementg

Operation

Section II: Human 240 180 75%

Resource Management

Section IlI; Practice 80 56 70%
Managementg
Strategic/ Functional

Total 600 370 61.67%

Result Level2




Interpreting the results ~ Situation 4

Section Reference

Total Possible Points

Points Obtained

Percentage of
Points Obtained

Section I: Practice 280 168 60%

Managementg

Operation

Section Il: Human 240 180 75%

Resource Management

Section IlI; Practice 80 56 70%

Managementg

Strategic/ Functional

Total 600 404 67.33%
Result Level3




Interpreting the results ~ Situation 5

Section Reference

Total Possible Points

Points Obtained

Percentage of
Points Obtained

Section I: Practice 280 224 80%

Managementg

Operation

Section Il: Human 240 180 75%

Resource Management

Section IlI; Practice 80 72 90%

Managementg

Strategic/ Functional

Total 600 476 79.33%
Result Level3




Interpreting the results ~ Situation 6

Section Reference

Total Possible Points

Points Obtained

Percentage of
Points Obtained

Section I: Practice 280 224 80%

Managementg

Operation

Section Il: Human 240 190 79%

Resource Management

Section IlI; Practice 80 72 90%

Managementg

Strategic/ Functional

Total 600 486 81%
Result Level4




Is there any negative scoring as well ! 1/2

Aves

Competency Basis

Score Criteria

Score Basis

Maximum
Score

The number of
statutory audit
engagements
re- worked
(filing errors,
information
insufficiency,
wrong
interpretation
of provisions,
etc.).

Negative
Scoring

based on %

€ € & &€

Less than 5% 0 Point;

More than 5% to 15%:X) Point;
More than 15% to 30%:4) Points;
More than 30% to 50%:3) Points;
More than 50%:-@) Points




Is there any negative scoring as well !l 2/2

ANes
Score Criteria Score Basis Maximum
Score
Number of Negative w Less than 5% 0 Point;
client disputes Scoring w More than 5% to 15%:X) Point;
(other than based on % w More than 15% to 30%:2) Points;
fees disputes) of clients w More than 30% to 50%:3) Points;
and how they o .
are addressed w More than 50%:-@) Points
Any negative Scoring w For Yeg (-5) Points;
assessment in based on w For Noc 0 Point
the report of Presence or
the Quality Not. Yes/
Review Board? No Answers




Section 1- Practice ManagemenOperation

EvaluationCriteria Max Scores
1.1.PracticeAreasof the Firm 12
1.2. Work Flow Practice Manuals 16
1.3. Quality Review Manuals or Audit Tool 24
1.4. Service DeliverEffort monitoring 36
1.5. Quality Control 80
1.6. Benchmarking of Service delivery 16
1.7. Client Sensitisation 16
1.8. Technology Adoption 64
1.9. Revenue, Budgeting & Pricing 16
Total of Sectionl. 280




Section 2 Human Resource Management

EvaluationCriteria Max Scores
1.AwS&a2dzNOS tflFyyAy3d g9 az2yAldz2NAyYy3I | d LSRR FANNQa
1.2.Employee Training & Development 44
1.3.Resources Turnover & Compensation Management 104
1.4.Qualification Skill Set of employees and use of expert 32

15t SNF2NXYI yOS S@lftdzad dA2y YSIFadz2NFa Ol NNBSR 2 dzi
Total of Section2. 240




Section 3 Practice Managemenbtrategic/

Functional
EvaluationCriteria Max Scores
3.1. PracticeManagement 20
3.2. Infrastructure ¢ Physical& Others 48
3.3. PracticeCredentials 12
Total of Section3. 80




Documentation

Compliance

Home Reporting
Exercise

Section |
Practice Management Operation



Practice Managemeiat
Operation
Section Xk Various
Questions



1.1 Practice Area of the Firm

(I) Revenue
from audit
and assurance

services

A ForYeso
4 Points

AForNod
O Point

A Max
score=4

Minimum revenue of 50% of the
total revenue from audit and
assurance services is considered
specialisation, when consistently
witnessed for a period of 3 years.
(Exception applies only in case of
acquisition of another firm or a

group of professionals).



1.1 Practice Area of the Firm

(i) Does the firm
have vision and

mission statement ?

Does it address
Forward looking
Practice
statements/Plans?

A ForYesod 4
Points

AForNod 0
Point

A Maxscore=4

Scoring based on
presence and
Implementation or
Not.
Answers: Yes/No



1.2 Work Flowg Practice Manuals

ual.-s A NnnNnt ai n."‘\ g t he

ForYesod 8 Points
ForNod 0 Point
Max score=8

[

ForYesod 8 Points
ForNod 0 Point
Max score=8




1.2 Work Flowg Practice Manuals

(1) Usage of client acceptance/engagement acceptance checklists and AForYesd 4 Points

adequate documentation thereof AForNo 8 0 Point
AMax score=4

(i) Evaluation of Independence for all engagements (partners, managers, staff, trainees) based on

AForYesd 4 Points
AForNo d 0 Point
AMax score=4

the extent required. The firm must identify self T interest threat, familiarity threat, intimidation

threat, self- review threat, advocacy threat and conflict of interest.

(i) Does the firm maintain and use the engagement withdrawal/rejection AForYesd 4 Points

policy . Templates etc? AForNo & 0 Point
AMax score=4



1.3 Quality Review Manuals or Audit Tool

(iv) Availability and use of standard checklists in performance of an

audit for compliance with Accounting and Auditing Standard.

(v) Availability and use of standard formats for Audit documentation of business
understanding, Sampling basis, Materiality determination, Data Analyst and Control

Evaluation.

(vi) Are the documents related to Quality control mentioned from ( i) to (v) above
reviewed and updated on a frequent basis ( say annually) or with each change in the

respective regulation or statue and remedial action taken?

AForYesd 4 Points
AForNo d 0 Point
AMax score=4

AForYesd 4 Points
AForNo d 0 Point
AMax score=4

AForYesd 4 Points
AForNo d 0 Point
AMax score=4



1.4 Service DeliveryEffort Monitoring

ForYesod 4 Points
ForNod 0 Point
Max score=4

[

ForYesod 4 Points
ForNod 0 Point
Max score=4




1.4 Service DeliveryEffort Monitoring

(1) Are budget vs Actual analysis of time and efforts spent carried

out to identify the costing and pricing ?

(iv) Does the firm deploy technology for monitoring efforts spent 1 Utilisation of tools
to track each activity ( similar toproject managementi Say timesheets, task
management etc.) Note: (DCMM) Version 2 may be referred to arrive at the

technical maturity of the firm/ CA.

AUpto 10% 0 0 Point _
AMore than 10% and up to 30% & 4 Points
AMore than 30% and upto 50% & 8 Points

AMore than 50% and up to 70% ¢ 12 Points
AMore than 70% and up to 90% d 16 Points
AMore than 90% d 20 Points

AMax score=20

A ForYesd 8 Points
A ForNo d 0 Point
A Maxscore=20



1.5 Quality Control for engagements

(1) Does the firm have a partner review/ Quality review for all audit

assignments and is there a document of time spent for review  of all ﬁﬁgm?ggﬁgﬂs

engagements ?

(i) Total engagements having concluded to be

AUpto 10% 6 0 Point
AMore than 10% and up to 30% & 4 Points

satisfactory as per quality review vs No of engagements  /Morethan30%and upto50%3 8 Points

AMore than 50% and up to 70% & 12 Points
AMore than 70% and up to 90% 8 16 Points

q Ual Ity reViewed A Morethan 90% & 20 Points



1.5 Quality Control for engagements

(i) No. of engagements without
findings by ICAI, Committees of ICAI
and regulators that require significant

Improvements

(iv) Documentation of the firm in

accordance with SQC 1

10% to 30% & 4 Points

More than 30% and up to 50% 6 8 Points
More than 50% and up to 70% & 12 Points
More than 70% and up to 90% & 16 Points
More than 90% 6 20 Points

AForthe presenceof documentation in the critical areas
of Ethical requirements, Acceptanceand continuance
of client relationships and specific engagements,and

AEngagementperformance d 6 Points

AForthe presenceof documentation in the areas of
Leadershipresponsibilities for quality within the firm,
Human resources,and Monitoring d 6 Points



1.5 Quiality Control for engagements

ForYeso 8 Points
ForNo o 0 Point
Max score=8

ForYeso 12 Points
ForNo o 0 Point
Max score=12




1.6 Benchmarking of service delivery

(i) Does the firm follow/ implement Standard
delivery methodology 7 the adoption of audit
manuals, adherence to practice standards and
tools?

AForYesd 4 Points
mm) AForNod 0 Point
AMaxscore=4

AlLessthen 5% 0 0 Point

(i) The number of statutory audit engagements AMore than 5%to 15%: (1) Point

re- worked (filing errors, information insufficiency, AMore than 15% to 30%: (-2) Points
: : . AMore than 30% to 50%: (-3) Points
wrong interpretation of provisions, etc.) = B fore tHan E0%:
(4) Points

AMaxscore=0



1.6 Benchmarking of service delivery

(i) Number of client disputes (other than fees disputes) andALessthen5%3 0 Point

A More than 5% to 15%: (-1) Point
how they are addressed. A Morethan 15% to 30%: (-2) Points

A More than 30% to 50%: (-3) Points
A More than 50%: (4) Points
A Maxscore=0

(iv) Are the timing of audit interactions with management

LX I YYSR Ay &dzOK | gl & GKI : a
requirements so that audit timelines can be met? [Review élﬁgmgsg &%gﬁ{ms
frequency of backlog, engagement agreed upon and not AMaxscore=12

commenced, WIP, etc. (Excl. of clisite delays)]

g A0K



1.7 dient Sensitisation




1.8 Technology Adoption
Technology Adoption at Office

A Internal communication 8 chats ( for Yesd 4 Points, for Nod 0 points )

A Hasthe firm automated its office with automated Attendance System and Leave management? ( for
Yeso 4 Points, for Nod 0 points)

A Project or activity management/ Timesheet management, ( for Yesd 4 Points , for No & 0 points )

A Digital storage of records (scan, etc.), ( for Yesd 4 Points, for Nod 0 points )

A Centralised server/ Cloud ( for Yesd 4 Points, for Nod 0 points)

A Digital Library (Own or ICAI) ( for Yesd 4 Points, for Nod 0 points)

A Client interaction (Alerts, updates, availability of information in website, etc), ( for Yesd 4 Points, for No

d 0 points)



1.8 Technology Adoption
Technology Adoption at Office

AVideo conferencing facilities adopted, ( for Yesd 4 Points, for No & 0 points)

ADoes the firm use only licensed operating system, software etc.? ( for Yesd 4
Points, for No o O points)

AOwn E-mail domains, E-mail usage policies, etc. ( for Yesd 4 Points, for Nod 0
points )

AUse of anti-virus and malware protection tools, ( for Yesd 4 Points, for Nod 0
points )

AData security, etc ( for Yesd 4 Points, for No & 0 points)

ACyber security measures ( for Yesd 4 Points, for Nod 0 points)



1.8 Technology Adoption

AForYesd 12 Points
AForNo & 0 Point
Maxscore=12




TECHNDLOG'ADOPTION




TECHNOLOGY ADOPTION




Al/ML?

Employeesare equipped with technological skill sets z Al, Blockchain,Audit & Data analyticaltools,

etc. and sponsoredby the firm to developthe same

C Knowledge of technologicalskill setswill be more relevant for large audits (Audit Engagementsof
Listed entity, Banksother than co-operative banks (except multi-state co-operative banks) and

InsuranceCompanies)Hence,the question shouldbe relevantonly for suchaudit engagements

C Theaudit Teamsshould be aware of Data AnalyticsToolsand comprehendthe results of the

tools to adjustthe audit strategy.

C Technologiedike Al and blockchainmay be consideredasan incrementalfactor for

differentiation purposes,if the firms arescoredat the samelevel.



1.9 Revenue, Budgeting & Pricing

(i) Whether the client wise revenue is in compliance with the Code of

Ethics (currently fees from one client should not exceed 40% of total A ForYesd 4 Poaints
AForNo & 0 Point

revenue) and once the deferred clauses of Part A are implemented this AMax score=4

will be reduced to 15%.

(i) Fee considerations and scope of services should not infringe upon the
quality of work and documentation as envisaged in SQC 1 under A ForYesd 8 Points

. - : . : A ForNo & 0 Point
Leadership is responsible for quality within the firm. A Max score=8

(ill) Adherence to a minimum scale of fees standards éiorkﬂp to tSr?% %l;) tODe ??r?agementﬂ F;OIE?ZS
recommended by ICAI. Sl

AForNoned 0 Point



Human Resource Management

uf
Section |l
Human Resource Management






2.1 Resource Planning & monitoring as per the firm policy

L

" ForYesd 4 Points
ForNo o O Point
Max score=4

N




2.1 Resource Planning & monitoring as per the firm& policy

(iv) Does the firm maintain a minimum Staff to Partner I
Ratio, Partner to Manager, Manager to Articles, Client to Sta ngN‘f;Séo pfi'nnts
ratio, etc. A Maxscore=8

(v) Does the firm monitor the Utilisation & Realisation rate A For Yess 4 Points

per employee A For Nod 0 Point
A Max score=4

(vi) Does the firm document the resource plan for each |
,}& For Yesd 4 Points

engagement and file it for reference during the engagement ror Nod 0 Point
A Max score=4



2.2 Employee Training and development

(i) Does the firm have an
employee training policy?

A ForYesd 4 Points
A ForNo & 0 Point
A Maxscore=4

(ilNumber of
Professional
Development
hours/days spent
(Frequency) as a firmd

per employee

A 60 Hours per year for junio® Level: 2
points for general training and 6 points

for specialized technical training.

| A 3071 60 per year for Mid- Level: 2
Points for general training and 6 points

for specializedtechnical training.

A More than 30 hou rs for partners: 2
Points for general training and 6 points

for specializedtechnical training.



2.2 Employee training & Development

A ForYesd 8 Points
A ForNod 0 Point
A Maxscore=8




2.3 Resource Turnover & Compensation Management

A ForYesd 8 Points
A ForNod 0 Point
A Max score=8

A ForYesd 4 Points A ForYesd 8 Points
A ForNod 0 Point A ForNod 0 Point
A Maxscore=4 A Max score=8




2.3 Resource Turnover & Compensation Management

A ForYesd 4 Points
A ForNod 0 Point
A Maxscore=4

(xiv) Are the employeesof the firm
compensatedas per a defined
approachwhere salaryis mapped to
the knowledge and experiencelevel of

the employee?

A ForYesd 4 Points
A ForNo & 0 Point
A Maxscore=4



