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International Standard on Quality Control (ISQC1)

Element 1|LEADERSHIP RESPONSIBILITIES FOR QUALITY WITHIN 

THE FIRM
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Establish policies and procedures designed to promote an 

internal culture recognizing that quality is essential in 

performing engagement.

CEO or managing partners (or equivalent) must assume 

ultimate responsibility for the firm’s system of quality control.

Quality must be embedded in the organisation’s values, code of 

conduct, training and reward policies.

What is REQUIRED by ISQC1?
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Leader emphasizes the importance of quality performance over 

commercial considerations. 

The firm shall select personnel so that the person assigned 

operational responsibility must have sufficient and appropriate 

experience and ability and the necessary authority to carry out 

his work.

What is REQUIRED by ISQC1?
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The firm shall set policies to ensure that: 

 Commercial considerations do not override audit quality.

 HR policies and procedures demonstrate such commitment.

 There are sufficient resources development, documentation

and support of audit quality.

What constitute  good policies?

7



Leadership Responsibility Pyramid
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Leadership 

Responsibility

Quality Oriented 

Internal Culture

Determine Persons 

Responsible for Quality 

Control

Incorporate QC Attitude and 

Messages into all Communications

Source: Guide to Quality Control for Small and Medium-Sized Practices – Third Edition-Published August 2011



 Behavioural example that a

leader sets for his or her

employees to follow.

 Whatever tone management

sets will have a trickle-down

effect on employees of the

company.

TONE AT THE TOP
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How to promote good internal culture?
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Consistency Integrity Work ethic Collaboration

Reward 

integrity

Establish safe 

mechanism to 

report violation

Advise 

employee

Lead by 

example



What a Good Leader should do?
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Sufficient allocation of 

resources
Train your Staff Assign right staff

Engagement Review 

process

Have regular meeting, 

discussing and feed-

back sessions

Periodical review firm 

procedure

Regular Staff Meeting 

& Training

Pre-audit planning 

meeting. 

Exit Meeting (audit 

completion)

Make decisions with 

principle and ethic
Organizational Chart



Reflecting Leadership in working papers
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• YOU signing off all working papers

• Document all Audit Planning, Audit

Discussion, Exit Meeting - YOU review and

sign off

• New client and termination checklist

approve and sign off by YOU



Major areas to reflect Leadership Responsibilities
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Setting the 

right policies

Leadership by 

example/

Communica-

tion

Division of 

responsibility

Performance 

evaluation, 

compensation 

& promotion

Continuous 

monitoring



Communicating the Message…
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Mediums that can be used but are not limited to:

Newsletter

Firm home page

E-mails

Notice board

Bulletin board

Training seminars

Meetings

Formal/informal 

dialogue



Common DEFICIENCIES in ISQC1 Compliance
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 Partner’s involvement in the audit at the planning stage is not clearly

evident. The review of the audit planning memorandum, which would

enable the partner to assess audit risks and identify crucial audit areas,

was not done.

 Policies/procedures not reviewed /documented.

 Staff not confirming have read/understood the policies/procedures



International Standard on Quality Control (ISQC1)

Element 2|RELEVANT ETHICAL REQUIREMENTS
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Firms to establish policies & procedures to provide it

with reasonable assurance that the firm and its

personnel comply with relevant ethical requirements.

What is REQUIRED by ISQC1?
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Fundamental Principles of 

PROFESSIONAL ETHICS

• INTEGRITY 

• OBJECTIVITY

• PROFESSIONAL 

COMPETENCY & 

DUE CARE

• CONFIDENTIALITY

• PROFESSIONAL 

BEHAVIOR

- MIA By-Laws
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 To be straightforward and honest in all professional 

and business relationships. 

 Fair dealings 

 Truthfulness

INTEGRITY
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Not allowing bias, conflict of interest or undue 

influence of others to override professional or business 

judgments

OBJECTIVITY

Its your independence 

of arriving at your 

professional opinion

That your opinion is 

supported by 

documented evidence

That your deliverables 

meet the terms and 

conditions of your 

engagement
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PROFESSIONAL COMPETENCY & DUE CARE
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To maintain professional knowledge and skill at the level 

required.

Ensuring that a client or employer receives competent 

professional services based on current developments in 

practice, legislation and techniques.

Acting diligently and in accordance with applicable technical 

and professional standards

1

2

3



PROFESSIONAL COMPETENCY & DUE CARE

23

Equip yourself with 

up-to-date 

knowledge.

(Your staff too. Its 

firm-wide 

competency)

‘Due Care’ – its 

embedded in your 

firm’s process and 

procedure.

It is manifested in 

your products – e.g. 

Financial Statements



CONFIDENTIALITY
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To respect the confidentiality of information acquired as a 

result of professional and business relationships.

Not disclosing any such information to third parties without 

proper and specific authority, unless there is a legal or 

professional right or duty to disclose.

Not using the information for the personal advantage of the 

professional accountant or third parties. 

1

2

3



CONFIDENTIALITY – Policy Setting
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Not to use information 

obtained for other purposes

Obtain permission from client 

before disclosing

Firms policy on access to files 

and transmission of 

information.

Procedures for retaining 

information & disposing of old 

working papers, soft & hard 

copy

All partners and staff must keep confidential 

any client information according to MIA By-

Laws.  Client information should be used only 

for the purpose for which it was collected



CONFIDENTIALITY – Policy Setting
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The firm communicates its policies 

and provides access to information 

through a quality control manual to 

educate all partners and staff on 

privacy and client confidentiality 

requirements.

The firm maintains industry-standard 

technology, including firewalls, 

hardware, software, data 

transmission and storage procedures 

and protect this information from 

unauthorized access or inappropriate 

use.

The firm may require that a 

confidentiality declaration be signed 

by all personnel upon hire and may 

choose to maintain this 

documentation on file.



PROFESSIONAL BEHAVIOUR
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Complying with relevant laws and regulations and should 

avoid any action that discredits the profession. 

• Be ethical • Be up-right



How to reinforce the fundamental principles?
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The 

leadership 

of the firm

Education 

and training

Monitoring A process 

for dealing 

with non-

compliance



PROFESSIONAL INDEPENDENCE
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An element in ethical consideration is 

Independence (ISQC 1: Para 21 - 25)

It applies to your Firm, your Network Firm, Experts 

contracted by you.

Section 290 of MIA By-Laws on 

Independence – Audit & Review Engagement

It includes yourself, your partners, your staff and your close 

and immediate family.



PROFESSIONAL INDEPENDENCE
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Regardless of whether staff hold a professional 

designation, all members of the assurance team must 

have independence of mind and be independent in 

appearance of their assurance clients.



THREATS to 

INDEPENDENCE

Self-interest 

threats

Self-review 

threats

Advocacy 

threats

Familiarity 

threats

Intimidation 

threats
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PROFESSIONAL INDEPENDENCE
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Examples where independence may be compromised:

Financial dealings 

with client

Loan guarantee 

given or received 

to/by client

Close business 

relationship 

(dealings) with client

Services provided by 

auditors over a long 

period of time on the 

engagement 

(familiarity)

Clients who are 

family members or 

extended family

Providing non-

assurance services

Financial 

dependence (>15% 

of the total fee)



PROFESSIONAL INDEPENDENCE
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Conceptual Framework Approach in  handling the threats:

Identify threats

Evaluate 

significance of 

threats

Apply 

safeguards



PROFESSIONAL INDEPENDENCE
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When threats to independence that are not of an acceptable 

level are identified, and the firm decides to accept or continue 

the assurance engagement, the decision shall be documented.

The documentation should include a description of threats 

identified and the safeguards applied to reduce the threats to 

an acceptable level.



SAFEGUARDS that eliminate or reduce 

the THREATS to  INDEPENDENCE

Reducing 

scope of 

work

Eliminating 

issues, such as 

repaying loan

Resign as 

auditor

Decline 

appointment 

of auditor
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PROFESSIONAL INDEPENDENCE
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Obtain 

confirmation –

paper or 

electronic form

Take action when 

non compliance

Make the issue 

visible to the 

personnel

How to demonstrate the importance of Professional 

Independence?



How to REINFORCE the policies?
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Have an Official Written Operational Policy On 

Conducts and behavior.

Have a Risk Assessment Process

Lead by example

Have regular discussions on good governance

Rewards on Competency & Good behavior

Signing Declaration of fit and proper, independence and 

confidentiality (on annual basis) 

1

2

3

6

4

5



Common DEFICIENCIES in ISQC1 Compliance
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No formal policies and 

procedures on professional 

independence instituted by 

the firms

No written confirmation of 

compliance with the firms’ 

policies and procedures on 

professional independence 

from all firm personnel

Letter of Engagement 

showed that services 

provided by the firms 

included other non-audit 

engagement –

independence may be 

impaired

Independence checklist was 

not completed



International Standard on Quality Control (ISQC1)

Element 3|ACCEPTANCE & CONTINUANCE OF CLIENT 

RELATIONSHIP AND SPECIFIC ENGAGEMENTS
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Firms to establish policies & procedures for the acceptance and

continuance of client relationships and specific engagements, designed

to provide the firm with reasonable assurance that it will only undertake

or continue relationships and engagements where the firm:

a) Is competent to perform the engagement and has the capabilities,

including time and resources, to do so;

b) Can comply with relevant ethical requirements; and

c) Has considered the integrity of the client, and does not have

information that would lead it to conclude that the client lacks

integrity.

What is REQUIRED by ISQC1?
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Competence, Capabilities and Resources

42

Firm personnel have 

knowledge of relevant 

industries or subject matters;

Firm personnel have 

experience with relevant 

regulatory or reporting 

requirements or the ability to 

gain the necessary skills and 

knowledge effectively;

The firm has sufficient 

personnel with the necessary 

competence and 

capabilities;

Experts are available, if 

needed;

Individuals meeting the 

criteria and eligibility 

requirements to perform 

engagement quality control 

review are available, where 

applicable; and

The firm is able to complete 

the engagement within the 

reporting deadline.

Points to consider when to accept new engagement or continue with re-appointment



Other Practical Considerations
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New client Check List and 

Assessment Report

•Standard industry-acceptance 

checklist

•Client Profile and Risk 

Consideration template

Firm’s Independence & 

Conflict Checklist and 

possible resolution.

Where external expertise 

is required, identification 

of expert procedures

Resource planning and 

reporting deadline

Discussion on fees and 

terms of payment

Consideration of the 

reliability of the work 

done by the previous 

auditor



Assessing Integrity of Client

44

Matters to consider when assessing the integrity of a client:

The identity and business reputation of the client’s principal owners, key 

management, and those charged with its governance.

The nature of the client’s operations, including its business practices.

Information concerning the attitude of the client’s principal owners, key management 

and those charged with its governance towards such matters as aggressive 

interpretation of accounting standards and the internal control environment.

Whether the client is aggressively concerned with maintaining the firm’s fees as low

as possible.



Assessing Integrity of Client
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Indications of an inappropriate limitation in the scope of work.

Indications that the client might be involved in money laundering or other criminal 

activities.

The reasons for the proposed appointment of the firm and non-reappointment of the 

previous firm.

The identity and business reputation of related parties.

Matters to consider when assessing the integrity of a client (cont’d):



Assessing Integrity of Client

46

Sources of information:

Communications with existing or 

previous providers of professional 

accountancy services to the client in 

accordance with relevant ethical 

requirements, and discussions with 

other third parties.

Inquiry of other firm personnel or 

third parties such as bankers, legal 

counsel and industry peers.

Background searches of relevant 

databases.



Accept/Continue or NOT?  - Decision Tree
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YES NO

Any mitigating 

procedures?

If cannot 

mitigate, better 

to withdraw

Disengagement 

procedures

Evaluate: 

Risk, Capacity, Capability 

Continue to retain 

questionable 

client may be 

good for the 

pocket but may 

not be good 

professionally



Policies and procedures on withdrawal
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 Discussing with the appropriate level of the client’s

management and those charged with its governance the

appropriate action that the firm might take based on the

relevant facts and circumstances.

 If the firm determines that it is appropriate to withdraw,

discussing with the appropriate level of the client’s

management and those charged with its governance

withdrawal from the engagement or from both the

engagement and the client relationship, and the reasons for

the withdrawal.



Policies and procedures on withdrawal
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 Considering whether there is a professional, legal or

regulatory requirement for the firm to remain in place, or for

the firm to report the withdrawal from the engagement, or

from both the engagement and the client relationship,

together with the reasons for the withdrawal, to regulatory

authorities.

 Documenting significant matters, consultations, conclusions

and the basis for the conclusions.



Common DEFICIENCIES in ISQC1 Compliance
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No integrity checks including 

client identification.

There is no formal 

documentation of the 

procedures performed 

during the evaluation and 

acceptance/continuation of 

prospective/existing clients.

Professional clearance not 

obtained.

Engagement letter not 

issued.


