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SUMMARY

This paper explores the evolution of quality management standards in the public accounting profession,
culminating in recent updates like the PCAOB’s QC-1000, Rule 3502, and IAASB’s ISQM-1. Recent requlatory
developments underscore the need for continuous monitoring, proactive risk management, and leadership
accountability to maintain and enhance audit quality. Finally, we outline key questions firms should

consider when evaluating their systems of quality management to ensure they meet new requlatory and
ethical standards.
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History of Focus on Quality
Management

The development of quality management
standards in the public accounting
profession reflects an ongoing commitment
to enhancing transparency, consistency,
and accountability in audit practices. As

the profession evolved, regulatory bodies
and professional organizations recognized
the need for a more structured approach to
quality management. The AICPA’s efforts,
beginning with the SEC Practice Section
and the Peer Review Program in the late
1970’s, laid the foundation for ongoing
improvements. The establishment of the
PCAOB and similar audit regulators in other
jurisdictions, such as the Financial Reporting
Council (FRC) in the UK, created a more
robust regulatory framework that imposed
higher standards and stricter oversight. This
shift marked a transition from voluntary
compliance and peer-driven evaluations to
mandatory inspections, ensuring that firms
adhered to consistent and rigorous quality
Mmanagement measures.

The International Auditing and Assurance
Standards Board (IAASB) played a critical
role in refining and harmonizing global audit
practices through the adoption of clarified
International Standards on Auditing (ISAs)
in 2009. This adoption of new standards was
a milestone, providing clearer guidance and
promoting consistent application of audit

principles across countries. Subsequently,
the IAASB’s development of International
Standard on Quality Management (ISQM) 1
emphasized arisk-based approach to quality
management. This standard introduced
more proactive and dynamic frameworks,
focusing on continuous monitoring and
improvement of audit quality. The evolution
of these standards reflects the profession’s
response to increasing complexity in
financial reporting and the demand for
greater assurance from stakeholders.

In particular, as stated in the IAASB 2015
Invitation to Comment on Enhancing Audit
Quality in the Public Interest, feedback on
the ISA Implementation Monitoring project
identified concerns related to applying ISQC
1 with the following,

“.. Regulators and audit oversight bodies
...[urging] us to take steps to improve the
standard in terms of what they expect from
firms, in particular in relation to: (a) More
direct firm leadership responsibility and
accountability for quality. Firm leadership
needs to set an appropriate “tone at the
top” to focus the firm and its personnel

on continually achieving and enhancing
quality; (b) Understanding causal factors
of findings from both external and internal
inspections. Firms are also expected to take
action to respond to these findings, referred
to as remediation or remedial actions; (c)
Monitoring the effectiveness of those remedial
actions and making adjustments to them if
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they are not achieving the desired results; and
(d) Establishing a more explicit link between
accountability for quality within policies

and procedures addressing human resource
matters (e.g., recruitment, retention, training
and remuneration)...”

The establishment of the PCAOB
and similar audit regulators in
other jurisdictions ... marked

a transition from voluntary
compliance and peer-driven
evaluations to mandatory
inspections, ensuring that firms
adhered to consistent and
rigorous quality management
measures.
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Today’s Changing Environment

The SEC’s recent approval of updates to
PCAOB Rule 3502, “Responsibility Not to
Knowingly or Recklessly Contribute to
Violations,” QC 1000, “A Firm’s System of
Quality Control,” and EI 1000, “Integrity and
Objectivity,” represent the latest iteration of
quality management requirements. Together,
these changes underscore the growing
empbhasis on both firm-wide and individual
accountability within the audit profession. By
approving these rules, the SEC is reinforcing
the expectation that firms not only establish
an effective system of quality management
but also ensure these systems are actively
maintained, monitored, and adhered to by all
personnel.

As noted by Chairman Gensler in his
statements on the adoption of Rule 3502,

“..An accounting firm, like any organization, is
made up of a collection of people. Thus, when
an accounting firm commits a violation of

the public’s trust, an accompanying question
arises: When and how might we hold people
individually responsible for their roles in that

»

violation? ...,
and on the adoption of QC 1000,
“..First, the proposed standard requires firms

to proactively identify and manage risks within
their quality control systems.

Second, the proposed standard reinforces the
risk-based requirements by requiring ongoing
monitoring and remediation—thus, driving
continuous improvement.

Third, the standard holds the firm’s leadership
accountable in the event of quality control
shortfalls. ...”

From 2014 to 2024, approximately
35 firms and individuals faced
sanctions exceeding $50 million for
independence and related quality
management violations alone.

Sobering words indeed, as demonstrated

by the fact that over the span of 10 years
from 2014 to 2024, approximately 35 firms
and individuals faced sanctions exceeding
$50 million forindependence and related
quality managementviolations alone. This is
in addition to the more recent multi-million
dollar sanctions imposed due to quality
management failures concerning client
acceptance and ethical issues.
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As such, establishing and maintaining effective
quality management, including monitoring
how the firm’s business is changing and
whether existing controls remain fit for
purpose, coupled with timely remediation of
any deficiencies will continue to be a critical
focus of regulators. They have clearly stated
they will not hesitate to take action, calling on
firm leadership to be personally responsible
for delivering results.

As Erica Williams stated on approval of QC
1000,

“.. Simply designing elaborate processes on
paper won’t be enough. Firm leadership will
have a personal stake in delivering results and
additional incentives to fix problems quickly. ...",

and as Paul Munter noted in a 2024 Statement
on Tone at the Top,

“.. Tone at the top is also critical for having an
effective quality control system. Leaders who
understand and are dedicated to their role in
protecting the interests of investors through
adherence to professional ethics, values, and
attitudes—and instilling those priorities in their
employees—are the foundation of a strong
quality control system ...”.
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Key Questions to Guide Your Improvement

New quality, ethics, and independence standards require each firm to self-assess and understand where they need to make improvements of
their own. When you are contemplating your firm’s system of quality management, some key questions to ponder are:

« Isleadership reinforcing the importance of quality, ethics, integrity, and
meeting professional obligations? How frequently?

« Whatexamples in your firm show quality and ethics are a core part of the
firm’s culture?

« Are there sufficient resources - people, systems, and budget? If not, where
would additional resources most benefit quality improvement initiatives?
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How frequently are resource needs assessed and communicated to
leadership?

How could communications for resourcing be made more clear?
Which quality management processes are manual vs automated?

Where manual processing is required, how could technology play a bigger
role?

Are systems integrated or stand-alone with manual reconciliations required?

What processes are in place to ensure the manual reconciliations are
effective?

How robust are monitoring processes? How frequently are they performed?

How are deficiencies and remediation tracked and reported to leadership?

We partner with many of the largest
and fastest growing firms to quickly
improve their systems of quality
management. Our product suite
creates an integrated solution that
firms depend on for client acceptance,
relationship tracking, financial
interest independence, conflict

checking, and more.
to
see how your firm can rapidly improve
its quality management systems in the
next 6 months.
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Reach outto
outreach@kingland.com today and see a demo

of Kingland’s automated quality management
capabilities!
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