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Background of ISQM project

➢IAASB released an Invitation to Comment (ITC) on the topic:
Enhancing Audit Quality in the Public Interest: A Focus on Professional
Skepticism,Quality Control andGroup Audits in 2015

➢ITC highlighted several public interest issues which included the
need for proactive management of quality and keeping the extant
ISQCs fit for purpose



Background of ISQM project

➢In February 2019, IAASB issued exposure drafts on three interrelated
standards that address quality management [Link], namely:

• International Standard on Quality Management (ISQM) 1 (previously
International Standard on Quality Control (ISQC) 1)

• ISQM 2 (new)

• International Standard on Auditing (ISA) 220 (Revised)

https://www.iaasb.org/publications-resources/exposure-draft-international-standard-quality-management-1-quality


Background of ISQM project

➢A new proactive risk-based approach to an effective system of quality
management that establishes the foundation for consistent engagement quality
was introduced

➢Other enhancements include:

• Increasing firm leadership responsibilities and accountability and improving firm
governance;

• Addressing the impact of technology, networks, and use of external service
providers; and

• More rigorous monitoring of quality management systems and remediating
deficiencies.



ISCA Quality Management Sub-Committee

➢To support the profession with implementation, ISCA set up a
Quality Management Sub-Committee under the Auditing and
Assurance Standards Committee (AASC)

➢In May 2019, the Sub-Committee conducted a focus group to seek
feedback from the profession on the exposure drafts. A comment
letter was submitted to IAASB on 1 July 2019 [Link]

https://isca.org.sg/media/2823098/comment-letter-iaasb-isqm-ed.pdf
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A system of quality management is a continual and iterative 
process and is responsive to changes in the nature and 
circumstances of the firm and its engagements. It does not 
operate in a linear manner (Para 8, ED-ISQM 1)
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Quality risk management system



Objective of ISQM



Identify and assess quality risks



Identify and assess quality risks



Responding to quality risks
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New and enhanced requirements

➢Attracting, developing and retaining personnel with appropriate 
competencies and capabilities and assigning personnel to 
engagements

➢Evaluation of personnel and their compensation, promotion 
and other incentives, which are linked to quality

Human resources

➢Obtaining, developing, implementing and maintaining 
technological and intellectual resources

Technological and intellectual resources



New and enhanced requirements

• Two-way communication within the firm

• Information system 

• External communication (with networks and service providers, 
and to other external parties

Information and communications

• Aligned with revised IESBA Code

Relevant ethical requirements



New and enhanced requirements

➢Financial and operational priorities do not inappropriately influence acceptance 
and continuance decisions

Acceptance and continuance

➢Exercise of professional judgment and skepticism by engagement teams

➢Required response for firm to perform engagement quality reviews, where 
applicable (further guidance under ED-ISQM 2)

➢Overarching requirements on direction, supervision and review (further 
guidance under ED-ISA 220 (Revised))

Engagement performance



Monitoring and remediation process

➢Monitoring activities required to cover all responses

➢More focus on tailoring nature, timing and extent of monitoring
activities

➢Enhanced requirements addressing eligibility of those performing
monitoring activities

➢New framework to guide firms through assessing findings from
monitoring activities, external inspections and other information
in order to identify deficiencies and evaluate their effect on achieving
quality objectives



Monitoring and remediation process

➢New requirements to perform a root cause analysis on deficiencies

➢Enhanced requirements addressing remediation of deficiencies

➢Enhanced and clarified requirements addressing communication on
an ongoing basis about matters relating to M&R with firm
leadership and personnel

➢New requirement for individual with ultimate responsibility to
evaluate whether the system of quality management provides
reasonable assurance



Monitoring and remediation process 
- Evaluating findings and identifying deficiencies



Monitoring and remediation process 
- Evaluating findings and identifying deficiencies



Documentation requirements

➢Principles-based requirement for documentation to be sufficient to
support understanding of system of quality management, consistent
implementation and evidence to support evaluation of system

➢More specific requirements addressing:
• Quality objectives, quality risks and responses

• Monitoring and remediation

• Network and service providers



Some things to start thinking about…
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Implementation challenges

➢Resources for implementation

• Firms would need to set aside resources for implementation (from
performing the risk assessments to documenting the process flows to
demonstrate that requirements have been met)

➢Assigning quality management roles to individuals 

• Firms are required to assign responsibility for relevant requirements to
individuals in the firm

• Sole proprietors or smaller firms will have to think about how this may be
arranged



Implementation challenges

➢Robust screening procedures

• Standard requires firms to obtain information about the client to make the

appropriate assessments before accepting

➢Striking a balance between fees / revenue and quality

• Review how strategic decision-making process affect performance of

quality engagements



Implementation challenges

➢Retaining personnel

• Has always been a challenge in high attrition audit industry

➢In general, need to review the new requirements and relook at
current policies and procedures in place



Next steps

➢Expected to be issued by the IAASB in Q4 2020 and effective from 15 
December 2022

➢Next steps:

• ISCA intends to hold focus groups to seek feedback on the implementation

challenges to identify areas to consider issuing guidance or conducting

other activities

• Extend public consultation period to beyond the usual one-month period



Reminder on ACRA’s expectations
➢A robust system of quality controls establishes the foundation for firms to

ensure consistency in the delivery of high-quality audits.

➢Recognising that the systems of quality controls at many small and
medium practices (SMPs) may be less formal and extensive as compared
to those of larger firms, the ISQM 1 promotes scalability in its application
to cater for firms of varying size, complexity and circumstances.

➢Although the audit firms in the non-listed companies segment have yet to
be subjected to firm-level inspections, ACRA strongly urges the firms in
this segment to ensure that they have in place an effective system of
quality control in accordance with SSQC 1.

➢Once legislated, firm-level inspections will apply to all firms.



Key takeaways

Firms should not underestimate the effort required to

implement quality management systems. Allocate sufficient
time and resources for the implementation.

Firms are encouraged to participate in focus groups and

public consultation when the new standards are issued to

provide feedback on implementation challenges.


