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Statements on Quality Management Standards

• Statement on Quality Management Standards 
(SQMS) No. 1, A Firm’s System of Quality 
Management

• SQMS No. 2, Engagement Quality Reviews 
(New!)

• SAS No. 146, Quality Management for 
Engagements Performed in Accordance with 
Generally Accepted Auditing Standards

• Related conforming amendments, including 
SSARS No. 26

SQMS 2

(new)
AU-C 220 

(Revised)

SQMS 1 

(Previously 

SQCS 1)

Affects every firm that performs 
engagements in accordance with 

SASs, SSAEs or SSARS.



Key Changes

1. New risk-based approach focused on quality management 

tailored to the firm’s circumstances

2. Revised components of the system of quality management, 

including information and communication

3. More robust leadership and governance requirements

4. Enhanced monitoring and remediation process

5. New! Requirements for networks and service providers

The five key changes 

clarify and improve 

existing quality 

management 

processesQuality management standards



SQMS No. 1: The system and its components 

• New focus on quality management, 

through a risk-based approach

• Evolved from a linear and soloed 

system, to a system that operated in 

an iterative and integrated manner

• Proactive approach, with a continual 

flow of remediation and improvement 

• Tailored system, scalable to the nature 

and circumstances of the firm and the 

engagements it performs



SQMS No. 1: Governance and leadership 

and overall responsibility for the system 

• Leadership

– Specified responsibilities 

– Required to undertake an annual evaluation of the system and conclude thereon 

– Appropriate qualifications, influence and authority 

– Periodic performance evaluations of leadership 

• Focus on culture that demonstrates a commitment to quality, 

which permeates throughout the firm 

– The firm’s role in serving the public interest

– Links quality to the firm’s strategic decisions and actions 

• Other matters 

– Organizational structure and assignment of roles, responsibilities and authority 

Formerly 

Leadership 

Responsibilities 

for quality within 

the firm



The risk assessment process (NEW!)

• Quality objectives required 

by SQMS No. 1. 

• Additional quality objectives 

when necessary to achieve 

the objective of the system 

of quality management. 

• Design and implement 

firm’s responses and 

include certain 

responses specified in 

the standard. 

• Risks with a reasonable 

possibility of occurring 

and affecting the 

achievement of a quality 

objective. 

• Understand conditions, 

events, circumstances, 

actions, or inactions. 

Design and implement 

responses
Identify and assess 

quality risks

Establish policies or 

procedures to identify 

information indicating the 

need for additions or 

modifications to quality 

objectives, quality risks, 

or responses. 

Establish quality 

objectives



SQMS No. 1: Resources

• Human, technological and intellectual resources used 
in the system and in performing engagements

– Appropriateness of resources (including financial)

– Obtain or develop, implement, maintain, and use resources 

– Includes obtaining external individuals if needed

– Accountability of personnel and their commitment to quality 

• External service providers used in the system or in 
performing engagements 

– Component auditors from outside the firm’s network 

– Determine that the resources from the service provider are 

appropriate for use

Formerly just focused 

on Human Resources



SQMS No. 1: Information and 

communication (NEW!)

• Relevant and reliable information needed to 
operate the system 

— Information exchange embedded in culture of the firm 

—Establish an information system 

• Two-way communication, internally and 
externally 

• Communication with external parties 

—All external communication about the system 

—Firm addresses when it is appropriate to communicate with 
external parties 

—Specific information communicated, form of communication and 
nature, timing and extent of communication determined by the firm 



SQMS No. 1: Monitoring 

and remediation 

• Monitor the whole system 

• Tailor monitoring activities 

—Depends on many factors, e.g., design of 

system, circumstances of the firm, changes in 

the system, information known about the 

system 

• Inspect completed engagements

— Increased focus on appropriate selection taking 

into consideration risk and other monitoring 

activities 

—Select engagement partners on a cyclical basis 



SQMS No. 1: Monitoring and 

remediation (continued) 

• Framework for evaluating findings 

and identifying deficiencies, and 

evaluating severity and 

pervasiveness of deficiencies 

— Includes investigating the root cause(s) of 

deficiencies 

• Appropriate remediation of 

deficiencies, and determining that 

remedial actions are effective 

• Communication to leadership, 

engagement teams and others



SQMS No. 1: The firm responsibilities 

when it uses the network
• Network requirements/services (e.g., policies or procedures, 

methodology, IT applications)

• Firm responsible for its own system – should not place undue 

reliance on network

• Requirements include

– Understand network requirements/services

– Determine effect on the firm’s system (e.g., adapt/supplement)

– Determine effect of network-level monitoring activities on the firm’s monitoring activities 

– Understand network-wide monitoring, including how the network determines that 

network requirements are implemented across the network 

– Exchange information with the network 



SQMS No. 1: Other aspects

• Engagement performance

— Professional judgement and professional skepticism at 

the engagement level

• Selection of engagements for 

engagement quality (EQ) review

— Expanded — includes focus on entities of significant 

public interest and when a review is appropriate based 

on risk

• Relevant ethical requirements

— Principles-based approach

— Includes others external to the firm (e.g., network or 

service providers) to the extent that the firm’s relevant 

ethical requirements apply to them



SQMS 2: An overview 

– Only applies when EQ review performed 

– Eligibility requirements for EQ reviewers 

— Consider threats to objectivity but no cooling-off period required

—Sufficient time to perform EQ review 

—Permitted use of qualified external EQ reviewers and assistants 

—Actions when eligibility of EQ reviewer is impaired 

– Performance of EQ reviews 

—Focus on significant matters and significant judgements 

— Involvement of EQ reviewer at appropriate points in time throughout engagement 

—Stand-back requirement: whether performance requirements of SQMS 2 have been fulfilled 

—Engagement partner precluded from issuing engagement report until notification of completion from EQ 

reviewer



SAS No. 146, Quality management for an 

engagement conducted in accordance with GAAS

141

4

Evolving use of varying audit delivery models

Engagement team may be located together or across different 
geographic regions

Revised definition of engagement team that includes partner, staff and 
any other individuals who perform audit procedures on the 
engagement, including those engaged by a network firm

Requirements have been enhanced to recognize the use of 
technological resources in the audit

Modernizing 

for an evolving 

environment



The engagement partner’s overall responsibility



Understanding effective dates

Dec. 15, 

2025
Now Dec. 15, 

2026

Perform risk assessment and gap analysis, and design and implement new 

responses

Operate extant system of quality control

Perform the first annual evaluation 

of the system of quality 

management (SQMS No. 1)

Perform EQ reviews when required by firm policy in accordance with 

SQMS No. 2 starting with

• Calendar-year 2026 financial statement audits or review 

engagements

• Other engagements that begin on or after Dec. 15, 2025

Apply the requirements of the QM SAS starting with calendar-year 2026 

financial statement audits

Operate the new system of quality management

Early adoption permitted 

if all three standards are 

implemented at the same 

time.

Consult with your peer reviewer.



Quality management standards

Important! Information on Effective Date

Firms must have completed the risk 

assessment and implemented the risk response, such that 

the system is operational, BY December 15, 2025.

This may seem like a long ways off, but the implementation 

period is long so that you can:

• Start now, 

• Do it right the first time,

• Get it done on time



Understand the standard

Dec. 2025 

New standard 
effective Dec. 15, 
2025

Today

Understand how to perform risk assessment

SQC SQM

Dec., 2026Now May 2022 Dec. 2024 Dec. 2023 Dec. 2022 

Evaluation of SQM 
required by 12/15/2026

Component

Client acceptance & 

continuance

Relevant ethical 

requirements

Governance & leadership

Engagement 

performance

Resources

Information & 

communication

Monitoring

Perform risk assessment 
and identify quality risks

Perform gap analysis (map 
current responses to 
quality risks)

Design and implement 
any necessary new 
responses

QM Standards Implementation Timeline



What should I be doing now?

1. Understand the standards

• Gain an overall understanding of the standards. The 
AICPA has developed the following resources to help you:

• Executive Summaries of the standards 

• Comparison of extant and new AICPA quality 
management standards

• AICPA webcasts

• AICPA Practice Aids

• CPE courses  



What should I be doing now?

2. Develop a plan for implementation

• Who in the firm will own and lead the 
implementation process?

• What resources will be needed for successful 
implementation?

• Talk with your peer reviewer

• Determine how information will be documented

• Develop a timeline



What should I be doing now?

3. Perform the risk assessment

• Establish the required quality objectives 

• Identify and assess quality risks

• No formal ratings or score required

• Can do one component at a time



Risk Assessment Process: Identify and Assess Quality Risks

Understand the factors (that is, conditions, 
events, circumstances, actions or inactions) 
that may adversely affect the achievement 

of the quality objective.

Consider how, and the degree to which, the factors 
may adversely affect the achievement of the quality 

objective.

Assessed quality risk: 

A risk that has a reasonable possibility of:

(i) Occurring; and

(ii) Individually, or in combination with other risks, adversely affecting the achievement of one or more quality 
objectives.



What should I be doing now?

4. Perform a gap analysis

• Match the quality risks to your current responses (that is, 
policies or procedures)

• Identify any quality risk without any appropriate responses

• Identify any current responses that don’t map to a quality 
risk

• Make sure to include responses required by SQMS No. 1



What should I be doing now?

5. Design and implement new responses for those 
risks that are not addressed

• Helpful resources include AICPA Practice Aids, third-party 
providers of Quality Management Materials, and peer reviewers.

• Current responses that don’t map to a risk may no longer be 
necessary.



What should I be doing now?

6. Prepare documentation

• Not required to document every single consideration

• May be helpful to include reasons for conclusions about risk

• Documentation will differ based on firm’s complexity

• For a less complex firm, documentation may include lists of the 
quality objectives and quality risks, and a memorandum that 
explains the responses and how they address the quality risks.

• As the complexity of the firm’s SQM increases, there may be a 
need to have more granular documentation that indicates the 
quality objective, the related quality risk(s), and the related 
responses to address those quality risks



What should I be doing now?

7. Establish process for ongoing monitoring & remediation

• Factors you are required to consider when establishing monitoring activities:

• The reasons for the assessments given to the quality risks

• The design of the responses

• The design of the firm’s risk assessment process and monitoring and remediation 
process

• Changes in the SQM

• Previous monitoring activity



What should I be doing now?

8. Evaluate new system

• A new requirement in SQMS No. 1 is for a firm leader to evaluate, at least 
annually, whether the SQM provides reasonable assurance that the 
objectives of the SQM are being met. 

• The effective date for this evaluation is within one year of December 15, 
2025. 

• Firm leadership is required to make this evaluation even in a peer review 
year. 

• It is comparable to management’s assertion about its system of internal 
control over financial reporting (ICFR), which remains management’s 
responsibility regardless of whether an audit of an entity’s system of ICFR 
is performed.


