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August 31, 2021 

 
 
Ms. Sherry Hazel 
Audit and Attest Standards—Public Accounting 
American Institute of Certified Public Accountants 
1345 Avenue of the Americas, 27th Floor 
New York, NY 10105 

 
Response to the American Institute of Certified Public Accountants’ Proposed 
Statements on Quality Management Standards and Proposed Statement on Auditing 
Standards, Quality Management for an Engagement Conducted in Accordance with 
Generally Accepted Auditing Standards 
 
Dear Ms. Hazel: 
 
This letter provides the Colorado Society of CPAs Peer Review Committee’s (COCPA PRC) 
response to the American Institute of Certified Public Accountants (AICPA) Auditing 
Standards Board (ASB): 
 

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

• Proposed Statement on Quality Management Standards—Engagement Quality 
Reviews: (SQMS No. 2) 

• Proposed Statement on Auditing Standards, Quality Management for an Engagement 
Conducted in Accordance with Generally Accepted Auditing Standards (QM SAS) 

 
We support the ASB’s efforts to strengthen standards for quality management at the audit 
firm and engagement levels and adapt the standards to allow for differences in the size or 
nature of audit organizations and the services they provide.  There are opportunities to 
strengthen the proposed standards without displacing smaller firms and sole practitioners, 
which we discuss in our responses to the request for specific comments. 
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In general, these standards will create a cost burden on small firms and require them to hire 
someone from outside their firm to perform these proposed services. Precluding the inspection 
of completed engagements by those involved in the engagement would cripple sole 
practitioners and small audit firms and could actually preclude them from auditing altogether, 
driving up audit fees for small businesses and not-for-profits, precisely those who can afford it 
the least. Small clients may then be underserved, as they will have trouble finding an auditor. 
It is difficult to understand how these results could possibly be in the best interest of those we 
serve and in the public interest.   
 
Part 1: SQMS No. 1 
 
1a.  Which of the following best describes your view of the proposed SQMS No. 1? 
 
 We somewhat oppose the proposed SQMS No. 1. 
 
1.b.  The fundamental aspects of proposed SQMS No. 1 are summarized in pages 8-14 of the 
Explanatory Memorandum.  Please provide your views on (any or all of) the fundamental 
aspects. 
  

The COCPA has many small accounting firms throughout the state that serve 
nonpublic business entities, as well as many non-business entities such as not-for-profits, 
pension plans, and governmental organizations. Many of these clients are in less populated 
towns or rural communities that most large firms cannot effectively service.  In general, we 
feel the burden of implementing the quality standards can be easily accomplished by larger, 
more well-established audit firms.  However, we believe the burden of implementing these 
standards will be significant to smaller audit firms.  This change in approach may result in 
smaller practice units deciding to exit the audit business.  We also believe that in some cases 
implementing these standards could cause certain smaller clients (i.e., small government 
entities) to be unable to find an auditor or, as a last resort, escalating costs from a larger firm 
not even located in their area. 
 
Role of Managing Partner 

 
For firms where the audit function is not the predominant practice area, it may not be 

practicable for the Managing Partner to have “ultimate responsibility” for the firm’s quality 
control.  Many firms in our state have significant tax or other non-attest services, and as such 
the managing partner may not be suited to have “ultimate responsibility” for the firm’s 
quality control.  In these instances, the responsibility of managing quality for audits would 
default to the audit partner in charge who most probably is also the audit engagement 
partner.  For these instances, it may be appropriate for the standards to enable someone 
other than the managing partner to act in this capacity.  We believe these requirements work 
for large, primarily audit firms, but for firms with smaller audit practices, the added 
responsibilities to the managing partner (who is or may be a tax partner) may not provide the 
desired effect. 
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Monitoring Activities 
 
This requirement will be significant for smaller firms.  Not allowing self-inspection 

would be cost-prohibitive for these smaller firms, especially those located in less populated 
towns or rural communities.  
 
1c.  Are requirements in SQMS No. 1 clear and understandable? Please answer yes or no. 
 
 Yes, the materials are clear and understandable to us, but we have a concern that they 
will not be clear to smaller firms.  We are heavily involved in peer review and the current 
quality standards but doubt that many smaller firms have such in depth knowledge. 
 
1d.  Is the application material in SQMS No. 1 helpful in supporting the application 
requirements? Please answer yes or no. 
 
 No.  For smaller firms, the information is too general. They will need more 
information and guidance. We believe that providing more detailed information such as 
templates or decision flowcharts would be beneficial to smaller firms. 
 
1e.  Do you have any other comments on proposed SQMS No. 1? 
 
 This document is much too principles based.  Some absolute requirements need to be 
established, such as minimum A&A CPE requirements, either over an annual or two-year 
period. 
 
Part 2: Scalability of SQMS No. 1 
 
2a.  Is the new quality management approach in SQMS 1 scalable?  Please answer yes or no. 
 
 No. It is scalable to a certain extent, but for smaller firms and sole proprietors it will 
be expensive. Many of the smaller firms that we work with may have two or three partners, 
but only one of them has the qualified A&A credentials.  The others may have done some 
compilations but have not performed an audit in several years.  Aside from the high costs of 
implementation as the standards are currently written, the new standards would require these 
firms to hire an engagement quality reviewer and/or quality reviewer. This requirement 
creates an economic burden for smaller firms where these firms will need to merge or 
outsource some of the review and monitoring roles to an individual with suitable skills, 
availability, and abilities to fulfill these roles. Where are these firms going to find appropriate 
individuals to review and monitor them?  We already have problems just finding peer 
reviewers with certain industry expertise. 
 
 As indicated in 1b. above, this requirement alone will cause many smaller firms to 
cease providing audit services especially to those clients that are in less populated towns and 
rural communities, miles from major cities. 
 
2b. Would additional application material be helpful? Please answer yes or no. 
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 Yes, the more guidance the better. Additional application materials, templates, and 
decision flowcharts for smaller firms would be helpful. 
 
2c. Please provide additional details regarding your responses to 2a and 2b.  If applicable, 
identify any requirements in proposed SQMS No. 1 that may inhibit scalability or 
requirements for which additional application material regarding scalability would be helpful. 
 
 As noted above in 2a, the standards are written in such a way that they would require 
a firm with fewer than two or three audit partners to obtain additional resources to comply. 
This outcome will either increase costs for smaller firms to look for outside resources to fulfill 
the engagement quality review (EQR) and/or quality review roles or cause smaller firms to 
cease providing auditing services. Additionally, cost is not the only issue.  There just are not 
enough “good” A&A individuals, and many (including peer reviewers) might be able to help 
firms with inspections but not with EQR or anything requiring pre-issuance.  Our fear is that 
the smaller firms will find a similar small firm and trade services, and neither firm will be 
technically proficient enough to do a good job.  They will catch typos and missing “sign offs” 
but miss the technical issues. These firms will have “technically” met the requirement, but 
quality will not be improved in any substantial way.  
 

We also feel that requirements for timing of an EQR be revisited to take into 
consideration smaller firms performing smaller engagements. It may be difficult to have the 
involvement of the EQR done in intervals. 

 
Part 3: SQMS No. 2 
3a. Which of the following best describes your view of the proposed SQMS No. 2? Please 
choose only one. 

 
We somewhat oppose the proposed SQMS No. 2. 
 

Please provide additional details regarding your response. 
  
 See comments above. 
 
3b.  Are the requirements in SQMS No. 2 clear and understandable? Please answer yes or 
no. 
 

 Yes, the materials are clear and understandable to us, but we have a concern that they 
will not be clear to smaller firms.  We see many design deficiencies where firms do not 
understand engagement quality control review requirements as they are currently written. 
Additionally, firms that do not understand the requirements write their policies and 
procedures in such a way that none of their engagements ever meet the criteria. 
 
3c. Is the application material in SQMS No. 2 helpful in supporting the 
application of the requirements? Please answer yes or no. 
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  Yes, the application materials are helpful but could be expanded and 
clarified for the requirements specifically to smaller firms. 
 
3d. Do you have any other comments on proposed SQMS No. 2? 

 
 No 

PART 4: QM SAS 

 
4a. Which of the following best describes your view of the proposed QM SAS? Please 
choose only one. 

 We somewhat oppose the proposed QM SAS as it applies to smaller firms as 
discussed above. 

4b.  Are the requirements in QM SAS clear and understandable? Please answer yes or no. 
 

Yes, the materials are clear and understandable to us, but we have a concern that they 
will not be clear to smaller firms.  
 
4c.   Is the application material in QM SAS helpful in supporting the application of the 
requirements?  Please answer yes or no. 
  

Yes, the application material is helpful. 
 
4d.  Do you have any other comments on the proposed QM SAS? 

 
 No, we do not. 

PART 5. Effective dates and implementation period 

5. Are the effective dates clear?  Please answer yes or no. 

Yes, the effective dates and transition path are clear.  As with all new standards, 
consider allowing sufficient time after the standards are approved as final, and if there is a 
significant delay, push the effective date forward accordingly. 
 
6. Is an 18-month implementation period appropriate? Please answer yes or no. 

 
Yes, the 18-month implementation period is appropriate. We believe it may be helpful 

to allow firms which are not also PCAOB registered firms, or firms that do not also provide 
services under the IAASB standards, to allow for an additional one year for implementation. 
This will provide additional time for risk assessment, development of practice aids, and 
internal training. It will also provide for some refinement of application and implementation 
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materials as we anticipate additional application guidance will be forthcoming as firms start 
to implement these new standards. 

 
PART 6. Other issues for consideration 

7. Please indicate your level of agreement that inspection of completed engagements by 
those involved in the engagements should be precluded in order to enhance audit 
quality. Please choose only one. 

Strongly disagree 
 

Please provide additional details regarding your response, and if applicable, provide 
examples of safeguards that could lower the self-review threat to an acceptable level. 

             
             We believe that inspections of completed engagements by someone not involved in the 
engagement is a “best practice,” but we do not believe it is an absolute necessity.  As noted 
previously, this will be a huge burden for smaller firms, not only in terms of cost but also in 
finding a qualified individual who has the time to perform such procedures. In practice, we 
believe that smaller firms will have a difficult time implementing this requirement and that the 
current audit / concurring review / EQR partners would still be able to gain considerable 
knowledge inspecting their own files after a period of disassociation from the engagement. 
We also believe that there is great benefit to even a self-review provided after some period of 
disassociation from the engagement.  We have found firms that receive pass reports on their 
peer reviews often are doing an excellent job in inspecting their own work.  Perhaps there 
could be an additional A&A education requirement for firms that want to continue to inspect 
their own work.   
 
 We recommend as part of the inspection process that a firm have an outside party 
review a must-select audit for each type of must-select audit performed by the firm.  We 
believe that the EQR can be used to meet this requirement.  Additionally, all firms (including 
those which are subject to engagement peer reviews) must have an outside party review at 
least one engagement from its highest level of service. 
 
8a. Should a cooling-off period should be required before a former engagement partner can 
serve as an engagement quality reviewer on that engagement? Please answer yes or no. 
 

 Yes, but perhaps only for firms which are PCAOB registered firms or firms that do not 
also provide services under the IAASB standards. 
 
8b. If you answered YES to 8a, what is the appropriate length of the required cooling-off  
period? Two years, one year, or a different length? 

 
We understand the need for a “cooling off” period for serving as EQR partner. 

However, the two-year requirement may be burdensome for smaller firms. If the “cooling off” 
period is retained, we would highly recommend a one-year period. 
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9a.  Should the engagement quality review should be required to be completed before the 
report is dated, rather than before the report is released?  Please answer yes or no. 

 
 Yes, we believe that engagement quality reviews should be required to be completed 
before the report is dated, rather than before the report is released.  Currently there is no 
consistency in practice.  Some of our firms require the EQR to be completed before the report 
is dated and others do not.  
  
PART 7. Demographic data 
 

The Colorado Society of CPAs (“COCPA”) Peer Review Committee (the “PRC”) has 
the responsibility to oversee the Peer Review Program administered and performed in the 
states of Colorado and New Mexico. The PRC consists of 11 members, of whom 10 are from 
local or regional firms. Members of the PRC are with CPA firms serving public and 
nonpublic business entities, as well as many non-business entities such as not-for-profits, 
pension plans, and governmental organizations. All PRC members must be AICPA members 
in good standing and possess the peer review qualifications required of a team captain in a 
System Review. 

 
* * * * * 

 
We thank you for the opportunity to comment on these matters. We would be glad to discuss 
our opinions with you further should you have any questions or require additional 
information. 
 
Sincerely, 

 
Nick Warnick, Chair 
Peer Review Committee 
Colorado Society of Certified Public Accountants 
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