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We are pleased to present the Strategic Plan of the Quality Assurance Board (QAB), covering a
three-year period from 2081/82 to 2083/84 B.S. (2024/25 - 2026/27 A.D.). This plan sets forth our
strategic direction to strengthen the quality assurance review system and to support practicing firms
in delivering high-quality audit services that serve the public interest.

This strategic plan has been carefully developed to facilitate the achievement of our objectives in a
more structured and efficient manner. It aims to guide the operations of Quality Assurance Reviews
(QARs) in away that adds meaningful value to audit firms in their performance of audit engagements.
Since its inception in 2017, the QAB, as the regulatory arm of the Institute, has been entrusted with
the responsibility of conducting quality assurance reviews of audit engagements undertaken by
practicing audit firms.

In alignment with the Institute’s broader strategic objectives and in accordance with the
International Federation of Accountants (IFAC)’s Statement of Membership Obligations (SMO 1), this
plan reflects insights gained over seven years of conducting QARs. Itincorporates valuable feedback
from reviewed firms and regulatory agencies alike.

The QAB places strong emphasis on the importance of robust quality control systems, procedures,
and methodologies within audit firms. We continue to encourage firms to uphold the Nepal
Standards on Auditing (NSA) and relevant laws and regulations. Accordingly, firms are expected to
establish and maintain internal policies and procedures that foster a culture of quality, recognizing
that audit quality is fundamental to the credibility and effectiveness of audit work.

To further support audit practitioners, the Institute has issued an Audit Practice Manual (APM) as a
practical tool. The QAB remains committed to assisting firms in identifying areas for improvement,
based on observations made during the review of audit files. Additionally, under QAB’s oversight, the
Quality Assurance Division (QAD) not only carries out QARs but also contributes to the professional
development of auditors through various capacity-building initiatives, including workshops, and
interactive sessions.

We acknowledge and deeply appreciate the diligent efforts of the QAD staff in preparing this strategic
document, and we are grateful to allwho contributed their insights throughout the planning process.
We extend our sincere thanks to the Council for their valuable guidance and support in refining the
document.

The successful implementation of this three-year strategic plan will depend on the collective efforts
of all stakeholders. The QAB firmly believes that with the continued support of the Institute’s
Council, practicing audit firms, regulatory bodies, and the dedicated team at the QAD, we can
uphold and enhance public confidence in the auditing profession.
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Auditor General
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Introduction

The Institute of Chartered Accountants of Nepal (ICAN) has role of development of accounting
profession through education and regulating its members through its regulatory setup. One of the
objectives of ICAN is to play the role of a regulatory body to encourage the members to carry on
accountancy within the scope of the code of conduct to consolidate and develop the accounting
profession for the economic development of the nation. In line with this objective, Quality Assurance
Board (QAB) has been established as an independent organ of the ICAN. QAB is an independent
Board formed by the Council in every three years that provides direction, oversight, and control of
operations of Audit Quality Assurance Activities. Rule 103 of Nepal Chartered Accountants
Regulations 2061 (with amendments) has provisioned for the structure, governance, and operation
of quality assurance activities. The Quality Assurance Division (QAD) is working under the guidance,
oversight and control of the Board as authorized by Rule 103 of Nepal Chartered Accountants
Regulations 2061.The QAD is conducting review visits of the audit firms performing audit of the listed
entities and larger audit units gradually. The Audit Quality Assurance Review Procedures 2073
provides operational guidance to the QAB function.

The QAB consists of 7 members including the Chairperson. The chairperson is appointed from
among the past presidents of the ICAN or a retired special class employee of the Nepal Government
who do not have Certificate of Practice (COP). The members comprise of two members from the
Council, 2 members from other than the Council member having experience of at least 10 years and
not holding COP, Chairperson of the Securities Exchange Board of Nepal (SEBON) or the Director
nominated by him, and representative from the Office of the Auditor General Nepal (OAGN). The QAD
is equipped with Chartered Accountants (CA) and administrative staff for its functioning.

The primary purpose of quality assurance review of auditor/ audit firms is to drive improvements in
audit quality through a review process. QAD also assists practicing firms in determining the root
causes of the problems identified through review so that firms stand at better positions to address
the problems in coming period. Additionally, QAB publishes its annual report as a requirement of 12
(gha) of the Audit Quality Review Procedure 2073 incorporating the activities related to quality
assurance performed during the year. The sixth annual report of the board for F.Y. 2080/81 has
already been published and is available in the website of the ICAN.

Vision
Enhanced Credibility of Audit through Better Audit Quality
Mission

To enhance audit quality in Nepal by ensuring audits are performed complying with Nepal Standards
on Auditing and that the reports issued are appropriate in the circumstances through a robust
Quality Assurance Mechanism.
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Objectives of Quality Assurance Review Mechanism

v -
v

a) To examine whether the audit firms have devised firm's system of quality control/management
in accordance with Nepal Standard on Quality Control (NSQC-1/NSQM-1 and NSQM-2).

b) To examine whether audit firms have complied with the provisions specified by Nepal
Standards on Auditing (NSAs) during the conduct of the audit engagements

c) To examine whether the audit firms have conducted audits in compliance with prevailing
laws, acts, regulations, and directives and in compliance of ethical requirements.

(d) To extend assistance to firm's in making improvements in audit quality by integrating
education with regulation

Current Situation

Mandate

The key function of the QAB is to carry out quality assurance review visits of audit firm selected for
review. Apart from review, the QAB is conducting related activities like developing guidance material
and organizing training, workshop for the practicing audit firms that are directly related to or
supportive to strengthening audit quality of the firms and enhancing quality review system of the

ICAN.

Mandate, Functions, Duties and Powers of QAB

Rule 103 (6) of Nepal Chartered Accountants Regulations, 2061 has entrusted QAB the following
functions, duties and powers:

Prepare policy and program for QAR,

Enforce and conduct reviews of PUs in accordance with the approved policy and program;
and conduct its effective monitoring,

Make the PUs aware if improvements required to be made in any area are noted during the
QAR

Recommend to the Council to prohibit the PUs from carrying out audit of any related entity
or of sector on the basis of issues observed during their QAR, and

Other functions as prescribed by Council.

In order to conduct the QAR, the Council has approved “Quality Assurance Review Unit
Procedures Manual, 2020”. Apart from the manual, separate information sheets for CA and RA
audit firms, check lists etc. are in place to facilitate the review process considering the different
structural and operating characteristics of firms
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Value Propositions of QAB

Enhancing
Public Trust

Improving
Audit

Risk Value

Mitigation Propositions Practices

Maintaining
Professional
Standards

Audit Firms Subject to Quality Assurance Review

Till the end of F.Y 2080/81 B.S. (2023/24 A.D.) altogether 5,477 audit firms were registered at the
Institute out of which 3,527 audit firms were renewed. The total number of audit firms along with the
renewed status at end of FY 2080/81 has been presented below:

Total Firm Registered and Renewed as at end of FY

2,500 100%
2,000 , . 72% 80%
59% % 63% —

1,500 60%

1,000 40%
v ‘ -

- 0%
CA Firm RA'B Class' Firm RA'C Class' Firm RA'D Class' Firm

mmmm Total Firm Registered mmm Total Renewed Firm e %, of Renewal of Firm

The number of audit firms under the purview of quality assurance reviews as of year ended 2080/81
was as follows:
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RA 'D' Class Firms
936
26%

RA 'C' Class Firms
535
15%

Number of Firms With Renewed Status as at end of FY 2080/81

CA Firms
767
22%

RA 'B' Class Firms
1289
37%

B CA Firms H RA'B' Class Firms

m RA'C' Class Firms

H RA'D' Class Firms

Performance review

At the end of F.Y. 2080/81, QAD performed 194 QAR visits with a diverse business nature which
consisted of the review of 168 CA firms and 26 RA firms. Out of the reviews performed, 155 were
routine-1 reviews, 24 were follow-up reviews, 14 were routine-2 reviews and 1 review was conducted
as risk visit. In case of rating of CA firms, 6 reviews obtained satisfactory rating, 58 obtained
Generally Acceptable rating whereas 100 reviews obtained Need Improvement rating and 4 of them

obtained Need Significant Improvement rating.

Total Type of the Review

14; 7% \

24; 12%

= First Time = Follow-up = 2nd Cycle = Risk Visit

100; 60%

Total Grading of the CA Firms

6; 4% 58; 34%

4; 2%

Satisfactory
= Generally Acceptable
= Needs Improvement
= Needs Significant Improvement

Inthe case of the review findings, there is lot of scope forimprovement in each stage of audit practice
in the audit firms. Lack of documentation of audit performed is the key issue in most of the firms.
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Likewise, partial non-compliance of few NSAs is also another matter of concern. The leadership of
the audit firms are expected to be serious about establishing a quality control system within their
firms to make a professional workplace that builds on culture emphasizing quality which eventually
contributes to serving the public interest. In this connection audit firms are more responsible and
require them to comply with the extant auditing standards and legislation in performing the audit
engagement.

Environmental Scanning

SWOT Analysis

STRENGTH WEAKNESS

ICAN being a Sole Regulatory Authority
established by the separate Act to regulate
accounting profession in Nepal

QAB established within the organizational
ICAN as

independent regulating arms to review

structure of one of its

the audit quality system in practicing firms
Diverse representation in the QAB
including Council Members, public sector
audit office (OAG) and key regulatory
authorities of listed entities i.e., SEBON.
Independence ensured through
prohibition of its members being in
practice except the Council Members
Quality Assurance Review Procedure
Manual and Other Checklists to guide the
reviewers in place

Lack of a strong statutory base to QAB as it
is formed under the Nepal Chartered
Accountants Regulation rather than Act
Lack of separate Audit Regulations to
regulate the audits which is done on the
limited provision of Nepal
Chartered Accountants Act, Regulations
thereof & Code of Ethics

Lack of awareness of where we stand in

basis of

terms of audit quality in general and where
we need to be

Absence of Strategic Directionin building
the mechanism of review system and
determining the method for securing the
funding to the QA review system

Deficient power of QAB for taking actions
for non-adherence of NSAs by audit firms
resulting in persistent deterioration of
audit quality

High staff turnover and lack of adequate
staff to increase the volume of the QAR
Inability to perform the review in
stipulated time due to firms wanting to
delay the schedule to meet their
convenience.

A room for expanding the QAB structure to
include Practicing Members to the limit
that majority are from non-practice
background in view of ensuring sufficient
expertise in the QAB for monitoring audit
quality
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OPPORTUNITY

Strengthening the legal base for QAR
through provision in the Act

Extension of QAR activities to the entities
with other risk indicators which is currently
limited to the auditors of listed companies
and turnover more than Rs. 50 crores
Compulsory adoption of ISQM 1 and
ISQM 2 as pronounced by IFAC from 2025
Obtaining input in QAR system through
formal consultation with regulators
Demonstrate full compliance with SMO 1
Extension of QA activities to other small
towns and semi-urban areas
Elevation of audit quality
prospective use of audit software
Regional Practices on QA Mechanism
can be accessed through SAFA for
benchmarking our QA System

through

Key Stakeholders of QAB

Regulatory

Audit Firms and

Bodies Practitioner

THREAT

Risk of curtailing Regulatory authority of
the ICAN as conferred by Nepal Chartered
Accountants Act due to poor compliance
and enforcement of professional
standards including Code of Ethics by
establishment of oversight body for
external QAR

Difficulties in enforcing the QAR findings
due to lack of effective penalty provision
Credibility threat to the institute and its
membership due to poor enforcement of
professional standards and SMO1
Probable damage to the reputation of the
profession due to continued non-
compliance of NSAs and other
applicable laws by practicing members
Increased use of ICT, digitalization,
artificial intelligence and automation in
auditee organization

A
Council Auditee
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Strategic Plan 2081/82-2083/84 B.S. (2024/25-2026/27)

Need for Strategic Plan

Standards of Quality Assurance Review (IFAC SMO1)

The need for establishing and institutionalization of the QA mechanism is not just the regulatory tools
applied by ICAN at its sole discretion. The Statement of Membership Obligation 1 (SMO1)- Quality
Assurance requires every Professional Accountancy Organizations (PAOs) to have the QA
mechanism within the purview of certain standards pronounced within it as a condition of continued
membership of IFAC. The standard requires that the firms performing audit of financial statements
should be mandatorily subject to Quality Assurance Review. The best international practice of audit
regulation is now a mandatory requirement for all jurisdictions and ICAN is not an exception. The
regulations, policies and procedures related to QA are based on the standards set by SMO-1, and
efforts are continuing to meet them.

ICAN is a full member of the International Federation of Accountants (IFAC) and shall abide by the
Statement of Membership Obligations (SMOs) issued by the IFAC which are the basis of the IFAC
Member Compliance. SMO-1 of IFAC sets out requirements of an IFAC member body with respect
to quality assurance reviews systems for its members who perform audits, reviews, other assurance,
and related services engagements of financial statements. Basically, QAB has been established as
part of compliance with SMO1 and conducting QAR of audit firms accordingly.

Similarly, the newly formulated Strategic Plan of the Institute includes strategy to “strengthen the
regulatory mechanism and enhance supervision framework under Strategic Intent 1 (Expanding
reach and credibility of the profession. The Strategic Action Plan includes a strategy to “strengthen
system of QAR in accordance with international best practices and relevant standards and
expansion of coverage of QAR along with off-site review”. In consonance with this Strategic Intent 1,
the QAB has also considered it as guideline in formulating the strategic plan of the Board.

The proposition of preparing the strategic plan is to create a shared vision of QAB and QAD staff for
the aim of improving the QAR system to support audit firm in performing audit engagement, which
will eventually safeguard the public interest. Some of the key basis for preparing strategic plans are
listed below:

= Strategic planisintended to provide direction to the QAB and QAD to devise each year’s plans
and programs by creating a roadmap for the future

= Strategic Plan helps streamline the QA programs and activities of each year building on the
progress made on each previous year

= Strategic direction with regards to QAR is needed as it is the major regulatory arm of the
Institute and as it embeds Members in Practice at the other end who need to be aware of
where ICAN is heading towards maintaining audit quality

= The QAR results till date indicate below average situation of quality audit services delivered
by audit firm and require dealing with the situation strategically to achieve the objectives as
stipulated by Nepal Chartered Accountant Rule within the planned period.
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= To fulfill the SMO 1 requirements of IFAC and establish a base that it always complies with

= Elevate the confidence of the users of Financial Statement by inculcating trust in them that
the quality initiatives of ICAN are not ad hoc but is institutional

= Toalign QAR and related activities with the upcoming Strategic Plan of the Institute to support
accomplishing the strategic objectives timeliness, high quality audit, enhance independence,
professional development, audit methodology improvement and relationship with
stakeholders.

= This Strategic Plan is to be formulated with due consideration to key hindrances and risks
associated with the review methodology

= Improving QAR process which needs to be expanded in a planned manner

= Strategic Plan will help enhance the confidence of our stakeholders towards the entire
accounting profession as a whole

Motto of the Strategic Plan

The motto of the QAB’s Three Year Strategic Plan 2081/82 — 2083/84 is “Strengthening Audit
Quality” as guiding factor to carryout QAR activities.

Aligning with this motto, the strategic plan has been crafted focusing on public interest and quality
of audit so as to operate QAR activities in efficient and professional manner to support audit
practicing firms to deliver high quality audit service to the auditee.

Domains of the Strategic Plan

Based on the SWOT analysis and outcome of workshop/ interaction programs as mentioned in the
previous paragraph, the following domain and strategic issues have been identified and objectives
of each domain have also been determined.

'S.N. N Domains Objective Strategy

Quality Assurance | To conduct the Quality | = Carry out quality assurance reviews

Reviews Assurance Reviews in | ® Regularly reviewthe category of audit
the number sufficient firms subject to quality assurance
to meet the stipulated reviews
cycle of review visits | Assess the budget and manpower
and ensure that the requirement for review process and
Quality Assurance engage with Council to secure the
Reviews are effective budget
and meet the SMO1 |= Review on deviations in meeting the
Requirements cycle and develop the mitigating

measures

= Assess the effectiveness of the QA
review program in terms of
international best practices and
compliance to IFAC SMO-1

2.| Guidance and | To develop and | = Issuance of Guidelines and
Standardization disseminate Guidance Notes on key areas of
measures for audit | standardized audit practice to Practitioners
quality resources

Page 8 of 12



Issuance of Advisory Notes and
Informative Publications to the
Stakeholder and Auditees

Revision of Audit Practice Manual
and Audit Documentation Manual

Capacity Building,
Training and
knowledge
management

To enhance the skills
and knowledge of
professionals

Capacity building of the Practitioners
through various trainings

Knowledge Enrichment Program for
the Reviewers

Carry out Interaction with reviewed
audit firms to promote continued
engagement and focus on audit
quality

Research, Advocacy &
Policy and Regulatory
Enhancements

To refine policies to

address identified
weaknesses in audit
quality, practice
environment and
quality assurance
mechanism

Research on key areas of audit
practice in the local context

Recommend changes in policy
based on weaknesses identified in

QAR
Liaison with national regulatory
bodies to promote their

understanding of robustness of audit
practice and their regulation
Liaison with regional PAOs in matters
of Quality Assurance for knowledge
exchange and benchmarking
Enhancing Institutional Coordination

Domain 1- Quality Assurance Reviews

Strategy \ Activities

Carry out
reviews

quality assurance

Enhance the number of on-site reviews to meet the
stipulated cycle of reviews

Introduce partial off-site reviews to shorten the on-site
quality assurance reviews

Regularly review the category of
audit firms subject to quality
assurance reviews

Review the category of audit firms subject to quality
assurance reviews every three years

Assess the budget and manpower
requirement for review process
and engage with Council to secure
the budget

Assess the budget and manpower requirement to meet
the cycle of reviews to the firms subject to QA reviews in
every three years and notify the Council on the required
resources

Review the deviations in meeting
the cycle and develop the
mitigating measures

Carry out review of deviations in meeting the cycle on
annual basis, and determine the changes in cycles, firms
subject to reviews, review methods, and manpower.

Assess the effectiveness of the QA
review program in terms of

Assess the effectiveness of the QA review program in
terms of selection of firms, selection of files, review
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international best practices and
compliance to IFAC SMO-1

methods, review scope and review checklists, report
format on an annual basis

Domain 2- Guidance and Standardization Measures for Audit Quality

Strategy ‘ Activities

Issuance of Guidelines and
Guidance Notes on key areas of
audit practice to Practitioners

Develop and Issue Guidance Note on pertinent areas of
audit practice to guide the firms in the compliance of
NSAs, NSQMs or related regulations

Issuance of Advisory Notes and
Informative Publications to the
Stakeholder and Auditees

Develop and Issue Informative Publications addressing
the requirement to raise awareness to various categories
of auditees and stakeholders on different aspects of audit
practice

Revision of Audit Practice Manual
and Audit Documentation Manual

Assess the requirement to update the issued Audit
Practice Manual and Audit Documentation Manual at
least 3 years interval

Domain 3- Capacity Building, Training and Knowledge Management

Strategy ‘ Activities

Capacity Building of the
Practitioners through various
trainings

Capacity building of the Practitioners through targeted
training courses on Audit Practice Manual and Audit
Documentation Manual

Capacity building of the Practitioners on the pertinent area
of implementation of NSAs

Knowledge Enrichment Program
for the Reviewers

Arrange peer-to-peer learning sessions among reviewers

Encourage participation of the reviewers in national and
international training, workshops and seminars

Carry out Interaction with reviewed
audit firms to promote their
continued engagement and focus
on improving audit quality

Carry out interaction with reviewed audit firms on an
annual basis in matters of implementing the
recommendations and brainstorming on finding the
solutions to bottlenecks

Domain 4- Research, Advocacy & Policy and Regulatory Enhancements

Strategy Activities

Research on key areas of audit
practice in the local context

Carry out Research on topics as decided by QAB
considering the area impacting the audit quality

Initiate to develop mechanism for strengthening quality of
Small and Medim Practices (SMPs)

Study on setting up a cut-off limit for audit of various
entities and recommending the concerned bodies for its
enforcement
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Recommend changes in policy
based on weakness identified in
QAR

Recommend changes in existing policy or recommend
new policy measures to Council thatis expected to induce
audit quality

Liaison with national regulatory
bodies to promote their
understanding of robustness of
audit practice and their regulation

Conduct interaction with regulatory authorities in and as
necessary on improving the quality of audit service

Liaison with regional PAOs in
matters of Quality Assurance for

Liaison with regional PAOs in matters of Quality Assurance
through concerned SAFA Committee and directly through

knowledge exchange and | mutual arrangements
benchmarking
Enhancing Institutional | Increase inter-department coordination and consultation

with senior management of the Institute with regards to
registration requirement of new members, develop annual
report of audit firms to be submitted while renewal of
Certificate of Practice etc.

Coordination

Implementation Plan

The successful implementation of the strategic plan necessities coordinated efforts from the QAB,
QAD and the Council. The Council’s approval will play a crucial role in both technical and financial
aspects. Therefore, following the approval from QAB, the strategic plan will be forwarded to the
Councilforendorsement, covering both the budget and the overall plan. Additionally, if required and
feasible, technical support from other committees and senior management of the ICAN shall be
sought.

The first year of the strategic plan, i.e. F.Y. 2081/82, will primarily focus on drafting, reviewing and
approving the plan, as well as implementing feasible components. Consequently, the
implementation of the plan is expected to be implemented in F.Y. 2082/83 and F.Y. 2083/ by way of
recommendation of annual program and policy by QAB based on this strategic plan. The
implementation of the plan shall also be dependent on the adequacy in the number of staffs in the
QAD, strategic plan approval by the council of the ICAN and budget allocation for the approved
strategies. Taskforce wherever required as mentioned in the action plan shall be formed by the QAB.

Monitoring and Evaluation

Framework for Ongoing Evaluation

The QAD will submit the annual evaluation of the strategic plan to the QAB within one month
following the end of the fiscal year. If necessary, this evaluation will also be submitted to the Council.
The annual evaluation will include key aspects such as the percentage of targets achieved, insights
and lessons learned from the plan and recommended corrective actions to enhance the
implementation of the plan in the upcoming fiscal years.

Feedback Mechanism to Refine the Strategy

The feedback mechanism to refine the strategy will incorporate input from regulators and
practitioner firms to receive valuable insights regarding their expectations, the outcomes of the
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strategy, and recommendations for the way forward from the regulators and perspectives on the
QARs, including their expectations and experiences during the review process from the practitioner
firms. This comprehensive feedback will be instrumental in identifying areas for improvement and
ensuring the strategy remains aligned with stakeholder needs and objectives.
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