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Exhibit D – Paragraph A168 
Number Coded Text 
040  Paragraph A168: 

The provisions of relevant ethical requirements are relevant in designing the policies or 
procedures addressing the objectivity of the individuals performing the monitoring activities. A 
self-review threat may arise when an individual who performs 
 
• an inspection of an engagement was 
— in the case of an audit of financial statements, an engagement team member or the 
engagement quality reviewer of that engagement or an engagement for a subsequent financial 
period, or 
— for all other engagements, an engagement team member or the engagement quality 
reviewer of that engagement. 
 
• another type of monitoring activity participated in designing, executing, or operating the 
response being monitored. 
 
Paragraph A169: 
In some circumstances, for example, in the case of a less complex firm, there may not be 
personnel who have the competence, capabilities, time, or objectivity to perform the 
monitoring activities. In these circumstances, the firm may use network services or a service 
provider to perform the monitoring activities. 
 
We believe that paragraphs A168 and A169 imply that small governmental audit organizations 
that are required to follow the SQMS would have to contract with service providers to perform 
all monitoring activities. We acknowledge that there is a self-review threat when individuals 
monitor a response that they helped to design, execute, or operate. GAGAS paragraph 5.48 
states, “Monitoring is most effective when performed by persons who do not have 
responsibility for the specific activity being monitored.” However, we believe that there are 
measures that could be implemented to mitigate this threat to objectivity. For example, third-
party inspections would mitigate at least some of the self-review threat discussed in paragraph 
A168. As such, it is possible that individuals within small governmental audit organizations 
could perform certain monitoring activities. 

081 However, we strongly believe paragraphs 40b, A168, and A169 prevent the scalability of the 
standards to sole proprietors and small firms and would require them to outsource monitoring 
activities to external service providers. 

102 The Committee under paragraph A168 sees the wording "A self-review threat may arise when 
an individual who performs another type of monitoring activity participated in designing, 
executing or operating the response being monitoring." The Committee is unclear what this 
means and asks for further clarification via examples and/or other explanatory material. 
 
The present interpretation of A168 is that the individual who designed, executed or operated 
the system is ineligible to be part of the inspection of the system. This will be a burden to the 
small and medium sized firm. 
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156 Paragraph A168 of SQMS No. 1 notes that a self-review threat may arise when an individual 
who performs another type of monitoring activity participated in designing, executing, or 
operating the response being monitored. Many mid to large size firms support national 
practice groups that perform administrative functions over audit practices such as developing 
quality management policies, designing audit methodologies, and creating tools and templates 
to promote understanding and consistency. It would seem that such functions then create a 
self-review threat if those involved then plan or coordinate an internal inspection, even if not 
performing inspections themselves. It would be very helpful to address this common scenario 
in terms of considerations when assessing the self-review threat and safeguards that could be 
employed. 
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