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About the Malaysian 
Institute of Accountants 

MIA’s Functions
Section 6 of the Accountants Act 
1967 (the Act) states that the 
functions of the Institute shall be:

•	To determine the qualifications 
of persons for admission as 
members;

•	To provide for the training and 
education by the Institute or 
any other body, of persons 
practising or intending to 
practice the profession of 
accountancy;

•	To approve the MIA Qualifying 
Examination (QE) and to 
regulate and supervise the 
conduct of that Examination;

•	To regulate the practice of the 
profession of accountancy in 
Malaysia;

•	To promote, in the manner it 
thinks fit, the interest of the 
profession of accountancy in 
Malaysia;

•	To render pecuniary or other 
assistance to members or 
their dependents as it thinks 
fit with a view to protecting 
or promoting the welfare of 
members; and

•	Generally, to do such acts as 
it thinks fit for the purpose of 
achieving any of the aforesaid 
objectives.

Established under the 
Accountants Act 1967, MIA is the 
national accountancy body that 
regulates, develops, supports 
and enhances the integrity, status 
and interests of the profession 
in Malaysia.  MIA accords the 
Chartered Accountant Malaysia 
or C.A. (M) designation to a 
professional in accountancy, 
business and finance with a 
recognised qualification and 
relevant work experience.  

Working closely alongside 
businesses, MIA connects its 
membership to a wide range of 

information resources, events, 
professional development and 
networking opportunities. Presently, 
there are more than 36,500 
members making their strides in 
businesses across all industries in 
Malaysia and around the world. 

MIA’s international outlook 
and connections are reflected 
in its membership of regional 
and international professional 
organisations such as the ASEAN 
Federation of Accountants (AFA) 
and the International Federation of 
Accountants (IFAC). 

VALUES
Integrity, Mutual Trust & Respect, Professionalism, 
Accountability, Commitment, Teamwork, Sustainability

PURPOSE
To regulate and develop 
the accountancy profession 
to support economic 
growth and nation building

VISION
To be a globally recognised 
Professional Accountancy 
Organisation (PAO) in regulating 
and developing the profession for 
nation building
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Foreword from 
Peter Lim Thiam Kee,
Chairman of Practice Review Committee (PRC)

Foreword from Chairman

Dear Stakeholders, 
Over the years, there have 

been tremendous developments 
in the business landscape and 
audit has had to evolve in tandem 
in order to provide enhanced 
assurance and protect the public 
interest. Moreover, the advent 
of the COVID-19 crisis and 
the Government’s subsequent 
containment measures beginning 
in March 2020 adversely affected 
the auditing profession and its 
ability to comply with regulations 
and standards. As such, MIA too has 
had to pivot to ensure that Practice 
Review continues to function as 
a key pillar of MIA’s regulation 
and development of the auditing 
profession.

For the year under review, MIA’s 
Practice Review continued to set 
a higher bar, as depicted in our 
inaugural Practice Review Annual 
Report for the year 2019/2020. 
The introduction of the new Practice 
Review framework back in 2017 set 
a strong foundation for steering our 
work and enforcing improvements 
in the respective audit firms under 
our surveillance. 

Based on the latest Practice 
Review results, many firms continue 
to report improvement in audit 
quality and practice management, 
whereas those that continue to 
underperform are subject to further 

trust deficit, success stories of 
practitioners, instances and risks 
that could result in a Type 4 rating, 
as well as the outlook for SMPs and 
Practice Review going forward. 

Acknowledgements
In ending, I would like to express 

my appreciation to the PRC 
members for their valuable counsel 
and oversight, as well as to the 
Practice Review Department (PRD) 
for their diligent work throughout 
the year. I would also like to thank 
all the stakeholders, especially our 
co-regulators, audit firms and audit 
practitioners, for collaborating with 
MIA to enhance audit quality and 
ensure the continuing relevance of 
the audit profession. 

By working together to 
strengthen the relevance and 
trustworthiness of the audit 
profession in Malaysia, we can 
enhance the sustainability of the 
auditing profession. This in turn will 
secure public trust in the profession 
while protecting the public interest 
- as mandated by the Accountants 
Act 1967 in line with our nation 
building purpose.

monitoring reviews and required to 
submit and implement Remedial 
Action Plans to address their 
deficiencies. 

To foster increased quality and 
trust in the audit profession, MIA’s 
Practice Review places strong 
emphasis on instilling tone at 
the top. Senior auditors and audit 
leaders must take responsibility 
for upholding the profession’s 
principles of Accountability, 
Integrity and Trust and ensuring 
compliance with regulations, 
standards and best practices in their 
respective firms. 

To further cultivate good 
governance and informed 
compliance, MIA emphasises 
sound professional judgement 
and strict auditor independence 
in the conduct of an audit. Various 
stakeholders rely on the auditor 
report for assurance, as a proxy for 
trust and a decision-making tool. 
Any breach in the professional 
standards, MIA By-laws, and 
ethical leadership, including in 
areas related to independence, 
will therefore be deemed a serious 
offence that could be assigned a 
Type 4 unsatisfactory rating. 

This report goes into further 
detail on the issues highlighted 
above, in addition to focusing 
on the results of Practice Review, 
the audit expectations gap and 
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1.0 
Overview of 
MIA Practice Review
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Introduction 

1.0 Overview of MIA Practice Review

In order to uphold integrity, trust and accountability in the audit 
profession, the PRD is given the mission and mandate by the MIA to 
carry out surveillance activities on audit firms (AFs) registered with 
the Institute to ensure that audit practitioners adhere to International 
Auditing Standards (ISAs), professional standards, legal and regulatory 
requirements when they perform their audit work.

For full details of the Section B250 and Appendix VI of the By-Laws of MIA on Practice Review, please visit our website at https://www.mia.
org.my/v2/downloads/handbook/bylaws/2019/06/15/The_Revised_By-Laws_(On_Professional_Ethics,_Conduct_and_Practice).pdf

The Practice Review Programme 
(PRP)
•	 Established	under	Section	

B250: Quality Assurance and 
Practice Review of the By-Laws 
of MIA. PRP is a process where 

the standards and procedures 
of members’ audit practice are 
assessed to ensure that they are 
in compliance with professional 
standards, legal and regulatory 
requirements. 

•	 As	MIA	is	an	IFAC	member,	the	
PRP is a mandatory requirement 
that forms the substance of the 
Statements of Membership 
Obligations (SMOs), in particular 
SMO 1 on the requirement to 
conduct practice review of its 
member firms. 

The Objectives of PRP are 
3-pronged
•	 To	confirm	members’	obligation	

to maintain, apply and observe 
the standards promulgated by 
the Institute.

•	 To	undertake	the	regulatory	
role as provided under the 
Accountants Act 1967, as well as 
to align with some of the latest 
international developments; and

•	 To	enhance	the	confidence	
of the business community 
in our members’ standard of 
professional work.

https://www.mia.org.my/v2/downloads/handbook/bylaws/2019/06/15/The_Revised_By-Laws_(On_Professional_Ethics,_Conduct_and_Practice).pdf
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PRACTICE REVIEW FRAMEWORK
PRD conducts its surveillance 

activities as guided by its Practice 
Review (PR) Framework. 

The implementation of the 
revised PR framework in July 
2017 was a gamechanger in 
the Institute’s surveillance and 
regulation of AFs. Going forward, 
the framework will be subjected to 
further review in order to assess its 
appropriateness and effectiveness 
given the evolving business 
landscape. The assessment will 
take place at the end of the third 
year of implementation, taking into 
consideration changes in business 
complexity and evolving audit 
delivery models. 

For the purposes of the 
year under review, the current 
framework was deemed effective 
based on the recent monitoring 
review results and the subsequent 
submission of remedial action 
plans (RAP) by the respective AFs 
which lay out a clear direction 
and the actions to be taken in the 
rectification process. 

CHALLENGES AND 
OPPORTUNITIES 

Despite improvements in the 
Practice Review process, there are 
still challenges to be overcome 
in regulating and developing the 
audit profession. There are also 

Audit 
Process 

Map/Firm's 
System of 

Quality 
Control

Remediation / 
Measure 

of Quality 

Identification 
of Events 

(good/bad)

Monitoring & 
Measurement

ROOT CAUSE 
ANALYSIS

For full details of the Section B250 and Appendix VI of 
the By-Laws of MIA on Practice Review, please visit our 
website at https://www.mia.org.my/v2/downloads/
handbook/bylaws/2019/06/15/The_Revised_By-
Laws_(On_Professional_Ethics,_Conduct_and_
Practice).pdf

Please refer to Appendix 1 for further details on the 
firm selection approach, scopes of review, and 
types of ratings.

opportunities to enhance audit 
practice and quality, guided by the 
findings and recommendations 
of Practice Review. By working 
to address the challenges and 
opportunities, we can achieve 
better trust and sustainability of 
the audit profession.

1.0 Overview of MIA Practice Review

https://www.mia.org.my/v2/downloads/handbook/bylaws/2019/06/15/The_Revised_By-Laws_(On_Professional_Ethics,_Conduct_and_Practice).pdf
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2.0 
Challenges and Opportunities
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Expectation Gap in the 
Audit Profession

2.0 Challenges and Opportunities / 2.1 Expectation Gap in the Audit Profession

A key challenge relates to 
prevailing expectation gaps in the 
industry.

One, the general public has a 
limited knowledge of the function 
and purpose of auditing. Some 
users of financial statements and 
members of the general public 
believe that it is an auditor’s job to 
provide absolute assurance that 
financial statements are free from 
misstatements, or in other words, 
that they are 100% correct. 

Some of the most significant 
differences between the auditors 
and the user groups relate to 
whether the auditor should be 
responsible for preventing and 
detecting fraud, detecting illegal 
acts, reporting whether the 
company is a reliable debtor or 
loan repayment prospect and 
reporting the degree of confidence 
he or she has that the correct audit 
opinion has been issued

In practice, auditors, as indicated 
in the audit opinion issued, seek 
to provide a reasonable level 
of assurance, which is that the 
financial statements are free from 
material misstatements. 

Two, many audit practitioners, 
especially those involved in the 
Small and Medium Practices 
(SMPs), have a common 
perception that the use of an 
inspection process to perform 
oversight tasks is unnecessary 
and creates a non-conducive 
environment for the profession. 

In practice, inspection and 
surveillance improves audit quality 
and enhances public trust.

Three, as the general public 
holds the misperception that 
an AF has the sole and ultimate 
responsibility over the financial 
statements, the AF is often the 
scapegoat in corporate scandals 
that have led to the failure of some 
very large companies.

In practice, boards, management 
and those charged with 
governance hold responsibility 
for financial statements and 
mismanagement. 

 
HOW TO RESPOND

The public’s image of the 
auditing profession can be 
enhanced if the differences in 
views are minimised and the 
expectations gap bridged. This 
can be achieved by righting 

The public’s image 
of the auditing 
profession can be 
enhanced if the 
differences in views 
are minimised and 
the expectations 
gap bridged. This 
can be achieved 
by righting the 
perception of the 
users and general 
public and ensuring 
the consistency 
of audit quality to 
instil confidence in 
audit deliverables.
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the perception of the users and 
general public and ensuring 
the consistency of audit quality 
to instil confidence in audit 
deliverables.

To dispel misperception and 
bridge the expectation gap, audit 
quality and trust building is critical 
to uphold the reputation of the 
profession and the AFs, and to 
secure the audit profession’s 
licence and mandate to protect the 
public interest. 

Consistency of audit quality can 
be achieved through adherence to 
the relevant professional auditing 
and accounting standards as well 
as the laws and regulations in 
place when carrying out audit work.

Adherence is especially critical 
when the general public and users:
•	 Have	high	expectations	of	

auditors as gatekeepers of 
the reliability of the financial 
statements reported

•	 Lack	an	in-depth	knowledge	of	
the auditing function, suspecting 
auditors of culpability for 
fraudulent reporting cases, 
rightly or wrongly.

Compliance and quality are 
especially pertinent when the 
AF practises an active assurance 
provider communication strategy. 
This happens when the AF 
actively promotes their assurance 
services and overpromises on 
the deliverables, to the extent of 
potentially breaching the audit 
scope and areas of conflict of 
interest.

2.0 Challenges and Opportunities / 2.1 Expectation Gap in the Audit Profession

To dispel misperception 
and bridge the expectation 
gap, audit quality and 
trust building is critical to 
uphold the reputation of the 
profession and the AFs, and to 
secure the audit profession’s 
licence and mandate to 
protect the public interest. 
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2.0 Challenges and Opportunities / 2.2 Ethical Leadership - Trustworthiness

Ethical Leadership 
- Trustworthiness 

relevant as the clients and their 
businesses evolve.

As the regulator and developer 
of the audit profession, MIA 
is committed to ensuring that 
practitioners and AFs are kept 
abreast of the latest standards 
and professional practices through 
various continuing professional 
education (CPE) programmes and 
adherence with mandatory CPE 
compliance.

Regaining Trust
Reputation rests on the 

integrity and professionalism of 
the auditors. Trust that has been 
lost needs to be regained. Tough 
as it may be, the onus is on the 
practitioners to make a difference, 
by deciding and committing to the 
right choices in building trust in 
the audit profession. 

Reliable audit reports are 
critical for the public, users 
and stakeholders as actionable 
decisions are taken based upon 
these. The implications of the 
public losing trust in audit extend 
beyond the audit industry to 
impact the capital market, business 
and economy. Diminishing trust 
in the audit profession does not 
only lead to declining trust in the 
AFs, but also affects the public 
and stakeholders’ perception 
that business can be trusted 
to act correctly and to be held 
accountable.

The greatest risk in the 
audit profession is reputation 
risk. Reputation risk is always 
associated with trust and having 
an elevated level of trust often 
translates into good reputation. 

Trust in the audit profession 
must emanate from the 
practitioners. The International 
Standard on Quality Control 
(ISQC) emphasises ethical 
leadership as the standard’s first 
element, or what is essentially 
referred to as the ‘tone at the top’, 
without which the other elements 
of the standard will not be 
achievable. 

Within the context of the audit 
profession, being trustworthy 
means that firms must uphold their 
integrity and ensure adherence 
to the relevant professional 
ethics, laws and regulations, and 
professional standards. 

Trustworthiness and ethical 
leadership are typically tested in 
situations of conflict of interest that 
might compromise the leadership 

of practitioners. One, they may 
have to make tough calls which 
might be conflicting with their 
livelihood, choose to turn down 
potential business opportunities 
that with auditor independence or 
accept a low audit fee and sacrifice 
audit quality by reducing audit 
procedures. 

HOW TO RESPOND
As auditors are trusted for 

their integrity and competency in 
providing a true and fair opinion 
on financial statements, the audit 
profession can only heighten 
its trust and sustainability by 
developing ethical and trusted 
leadership and high competency. 

Developing Competency
To ensure auditors’ skills and 

knowledge grow in tandem with 
the latest professional standards, 
competency is key. Proactiveness 
in continuing professional 
development is essential in 
ensuring that auditors remain 
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3.0 
Practice Review Results 
for 2019/2020



13      MIA Practice Review Annual Report 2019/2020

3.0 Practice Review Results for 2019/2020

Practice Review Results
for 2019/2020

For 2019/2020, the PRD had 
finalised a total of 41 reports, out 
of which 22 reports are from first 
reviews and 19 reports derived 
from monitoring reviews.

The PRD had received 13 RAPs 
submitted by audit firms, of which 
12 RAPs had been approved by 
the PRC.

The following statistics 
represent high-risk firms 
selected based on a risk-
based approach and are NOT 
representative of the audit 
profession as a whole. The risk-
based approach would naturally 
result in the selection of firms 
that are more likely to have 
difficulties passing the Practice 
Review process.

Note: 
•	 The 22 reports finalised by the PRD during the year encompasses reviews 

under both the transitional provision of the old and new frameworks.
•	 Type 3 encompasses reviews under both the transitional provisions of the old 

framework and the new framework.
•	 The firms selected for Practice Review generally exclude firms registered 

with the AOB that carries out PIE audits. (Although the AOB is entrusted to 
regulate auditors of PIEs, MIA is still empowered to carry out a PR when the 
need arises)

Reports Finalised
41

22
FIRST REVIEWS

19
MONITORING

REVIEWS

Type 1 (Satisfactory) - 0%

Type 2 (Assurance on Compliance Required) - 22.7%

Type 3 (Unsatisfactory - Follow up/RAP required) - 50.0%

Type 3 (Unsatisfactory - Referred  for Disciplinary Action) - 4.6%

Type 4 (Failure - Referred  for Disciplinary Action) - 22.7%

Satisfactory (Assurance on Compliance Required) - 42.1%

Unsatisfactory (Referred for Disciplinary Action) -57.9%
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3.0 Practice Review Results for 2019/2020 / 3.1 First Review Findings

First Review Findings

RISK-BASED APPROACH 
INCREASES SURVEILLANCE 
EFFECTIVENESS

MIA’s adoption of a risk-
based approach to firm selection 
has increased the effectiveness 
of our surveillance and remedial 
efforts to enhance audit quality. 
Our risk-based approach 
naturally results in the selection 
of firms that are more likely 
to have difficulties passing the 
Practice Review process.

Based on the statistics above, 
the failure rate for Type 3 & 4 
firms during the first review was 
77.3%. This was due to MIA’s 
increased scrutiny into the 
higher-risk AFs, particularly 
those AFs with insufficient 

resources or a high audit client to practitioner ratio. These are 
indicators or red flags that the audit quality might not be up to 
the expected level. Our heightened surveillance of high-risk AFs 
also responds to members’ and stakeholders’ expectations that 
MIA crack down further on bogus auditors to protect the public 
interest.
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3.0 Practice Review Results for 2019/2020 / 3.2 Monitoring Review Progress

Monitoring Review Progress

Those AFs that passed the 
monitoring review showed 
marked improvements in AF 
operations, better audit procedures 
and improved documentation, 
especially in key audit risk areas 
which impact on the sustainability 
of audit quality.

Based on the statistics in pg 
13, the unsatisfactory rate can be 
attributed to increased scrutiny 
into high-risk firms as well as the 
following factors:
•	 Reluctance	to	adopt	best	

practices at the AFs 
•	 Inappropriate	tone	at	the	top	at	

the AFs
•	 Non-punitive	penalties	for	non-

compliance disincentivise change 
at the AFs

ROOT CAUSE ANALYSIS AND 
REMEDIAL ACTION PLANS 
CRITICAL IN ADDRESSING AUDIT 
DEFICIENCIES

Under the current practice 
review framework that has been 
in effect since 2017, an AF that 
has been assigned a rating of 
Type 3 (remedial action required) 
will be accorded an opportunity 
to work on their weaknesses (the 
areas for improvement). After the 
AF has remedied the necessary 
weaknesses in accordance with its 
submitted Remedial Action Plan 
(RAP), PRD will assess if the AF has 
performed the remediation actions 
committed through a process 
known as the monitoring review. 

RESULTS OF MONITORING 
REVIEW

Since the incorporation of RAP 
submissions for AFs rated as Type 
3 in the first review, there has been 
a noticeable improvement in the 
quality of the performance of audit 

work by these AFs. 
These improvements are based 

on the majority of the findings 
focusing on the primary substantive 
procedures from the basic to the 
more complex, such as:
•	 non-observation	of	physical	

inventory count (ISA 501)
•	 non-preparation	of	audit	

planning and/or non-
determination of planning 
materiality

•	 non-assessment	of	risk	of	
material misstatement (ISA 315)

•	 non-compliance	with	auditor’s	
responsibility relating to fraud in 
an audit of financial statements 
(ISA 240) and/or 

•	 inappropriate	usage	of	audit	
sampling (ISA 530).
The use of thorough Root Cause 

Analysis (RCA) and effective RAP 
are key factors in addressing the 
recurring audit deficiencies for AFs 
and improving the passing rate for 
monitoring reviews as compared to 
first reviews. 
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4.0 
Addressing RAP and 
Monitoring Review
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4.0 Addressing RAP and Monitoring Review / 4.1 Common Findings from Practice Review

Addressing RAP and Monitoring Review

Common Findings from 
Practice Review

Below, we analyse 
the factors and 
challenges behind 
audit deficiencies 
based on our 
Common Findings 
from Practice 
Review and 
recommend steps 
to mitigate these 
weaknesses.  

1.  LEADERSHIP 
RESPONSIBILITIES FOR 
QUALITY WITHIN THE FIRM

Common challenges and 
observations
•	 Practitioners	failed	to	invest	in	

sufficient resources to establish 
a formal system of quality 
control within their firms. 

•	 Frequently	during	the	practice	
review, the practitioners were 
unable to demonstrate the 
appropriate system of quality 
control. 

•	 Practitioners	demonstrate	
quality control through informal 
means, such as:
-  verbal communication with 

the staff
-  periodic training or 

meetings without any 
records documenting the 
development needs of their 
staff

-  not maintaining written 
policies and procedures

It is imperative that firms 
adhere to the requirements of 
the ISQC by not just establishing 
and implementing the system of 
quality control, but maintaining 
documentation and records to 
evidence the operation of each 
element. 

As per the ISQC, each firm is 
required to establish policies and 

procedures designed to promote 
an internal culture recognising 
that quality is essential in 
performing engagements. This 
includes establishing policies and 
procedures requiring appropriate 
documentation to provide evidence 
of the operation of each element of 
its system of quality control. 

These policies and procedures 
can be incorporated in the firm’s 
internal documentation that 
demonstrate the existence of an 
adequate system of quality control. 
This is further evidenced through 
the creation and maintenance of 
proper training materials, ISQC 
manual, meeting minutes, staff 
records, and in partner and staff 
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appraisal procedures. 
Such documents will go a long 

way towards supporting and 
reinforcing the firm’s view on the 
importance of quality and how, 
practically, it is to be achieved. 
These formal procedures and 
communication serve to instil a 
quality control culture. Assignment 
of management responsibilities 
(i.e. the role of quality control) can 
also be done so that commercial 
considerations do not override the 
quality of work performed. 

Overcome the challenges
Practitioners’ commitment is 

essential if the firm is to succeed 
in the implementation of its 
quality control system. Therefore, 
practitioners should:
•	 Invest	resources	accordingly	to	

establish a robust system of 
quality control within the firm, 
with the necessary cost and 
effort

•	 Attend	related	training	on	
the ISQC 1 to understand and 
appreciate the essence of ISQC 
1 and the importance of the 
quality control system.

A formal quality control manual 
shall be made available to all staff 
and maintained with hardcopy or 
in the firm’s intranet. Practitioners 
can always refer to the quality 
control guide and/or illustrative 
quality control manual issued 

by IFAC, professional bodies 
and/or regulatory bodies when 
establishing a formal quality 
control manual.

It is important that all levels of 
staff be aware of the policies and 
procedures in the quality control 
manual. This could be achieved 
through training, and consistent 
or frequent formal messages 
from the firm’s management to 
emphasise quality within the firm’s 
operations and processes.

In contrast to the larger firms 
which usually have their own 
internal database to maintain the 
documentation of the operations 
of each element of quality control, 
smaller firms may use simpler 
methods in the documentation of 
their systems of quality control 
such as manual notes, checklists 
and forms. 

2. RELEVANT ETHICAL 
REQUIREMENTS

Common challenges and 
observations
•	 Practitioners	tend	not	to	have	

formal policies and procedures 
to address relevant ethical 
requirements. 

•	 Practitioners	assume	that	all	
levels of staff are always aware 
of ethical requirements as 
stipulated in MIA By-Laws. 

•	 Practitioners	and	staff	presume	
that there is a rare chance 
that an ethical issue will arise 
within the firm and individual 
engagements. Otherwise, all 
ethical issues will be addressed 
informally.

Overcome the challenges
Formal policies shall be written 

in the quality control manual. 
Formal procedures shall be 
established and enforced by the 
firm’s personnel to comply with the 
firm’s policies.

Regardless of the existence of 

4.0 Addressing RAP and Monitoring Review / 4.1 Common Findings from Practice Review

In contrast to the larger firms which usually have their 
own internal database to maintain the documentation 
of the operations of each element of quality control, 
smaller firms may use simpler methods in the 
documentation of their systems of quality control 
such as manual notes, checklists and forms.
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actual or potential ethical issues, 
the firm requires an annual written 
declaration of independence 
from practitioners and staff as 
well as a continuous review by 
practitioners of all situations that 
might compromise independence. 
At the point when the staff makes 
the annual declaration, an updated 
client list should be provided, 
including the types of services 
provided to the client. Safeguards 
shall be applied and documented 
before the firm accepts or 
continues an engagement.

3. ACCEPTANCE AND 
CONTINUANCE OF CLIENT 
RELATIONSHIPS AND 
SPECIFIC ENGAGEMENTS

Common challenges and 
observations

Practitioners have a tendency 
to lay blame on their clients as 
the root cause of audit failure, due 
to low audit fee and/or client’s 
restrictions when auditors perform 
their audit work. Consequently, 
these issues have contributed 
towards a lower than expected 
audit quality in order to meet 
commercial considerations and 
client’s expectations.

Overcome the challenges
Practitioners shall ensure that 

commercial considerations do not 
override audit quality. At all times, 

practitioners shall ensure that the 
audit quality of works performed 
shall not be compromised, 
including in situations where there 
are cost overruns.

Practitioners shall not accept or 
continue any engagement where 
the audit fee is unreasonably 
low and/or the client does not 
cooperate with auditors, such that 
the firm cannot deliver work which 
meets its own standards.

The firm should always review 
their client base and capacity 
building. The firm may consider 
discontinuing an engagement with 
a low fee as a business decision to 
free up capacity for higher value-
added endeavours, such as staff 
development, client servicing or 
growing the client base.

4. HUMAN RESOURCES

Common challenges and 
observations
•	 Practitioners	complain	that	their	

staff may not be competent to 
perform their audit works and/
or the firm finds it difficult to 
hire and/or retain qualified staff.

•	 Practitioners	may	also	be	
reluctant to hire additional staff 
and/or pay higher remuneration 
to the staff due to commercial 
considerations.

Overcome the challenges
Staff turnover and commercial 

considerations are common issues 
irrespective of business sectors. 
Therefore, these should not be 
used as excuses to compromise 
on the audit quality of works 
performed. Rather, firms should 
consider how they can recruit, 

4.0 Addressing RAP and Monitoring Review / 4.1 Common Findings from Practice Review
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retain and develop talent in this 
competitive market.

With regards to new staff, 
candidates without accounting-
related qualifications or accounting 
work experience should be given 
sufficient training on the firm’s 
audit manual and methodology, 
relevant accounting and auditing 
standards, as well as on-the-
job training to equip them with 
the necessary practical skills 
before assigning them on 
audit assignments. Therefore, 
practitioners’ commitment is 
essential to train new staff from 
scratch rather than waiting for the 
right candidates.

Practitioners should invest 
heavily in human capital as this 
is linked to strengthening audit 
quality. The firm shall establish a 
structured system of professional 
development, compensation and 
staff performance evaluation. The 
morale of staff will be improved if 
they are fairly compensated and 
promoted with their performance 
and substantially equipped with 
a structured training programme 
provided by the firm.

5. ENGAGEMENT PERFORMANCE

Common challenges and 
observations
•	 Practitioners	opined	that	

accounting standards are 
too complex and idealistic 

to apply on the audit works 
performed, especially for clients 
of smaller size. Clients would 
not appreciate the audit works 
performed and deem that work 
is done merely for compliance 
purposes.

•	 The	firm	may	not	have	the	
resources to establish an audit 
manual and methodology to 
standardise the documentation 
in working papers and audit 
procedures to be performed. 

•	 Due	to	the	time	constraint,	the	
practitioners may be unable 
to review the audit works 
performed adequately and 
supervise the engagement 
team members thoroughly 
throughout the engagement. 

•	 In	numerous	AFs,	there	was	a	
large number of clients relative 
to the manpower. This brings 
into question the capacity of 
the AFs to discharge their audit 
responsibilities according to the 
professional standards. 

Overcome the challenges
Practitioners’ commitment is 

essential to uphold the audit 
quality of works performed.

Practitioners shall follow the 
professional standards as these 
are the requirements of the audit 
profession. Every profession has its 
own professional standards to be 
adhered to. 

Firms are advised to invest 

4.0 Addressing RAP and Monitoring Review / 4.1 Common Findings from Practice Review

the necessary cost and effort 
to proactively upskill on 
the latest developments in 
professional standards, in order 
to provide competent and reliable 
professional services to clients. 

Ensuring that sufficient and 
competent manpower is available 
is also vital for the performance 
of the engagement. Therefore, 
practitioners and the staff should 
attend accounting standards, 
auditing standards and audit 
methodology-related training 
programmes to improve the 
audit quality and standardise the 
audit works to be performed. MIA 
has made available numerous 
competency development 
initiatives such as the Quality 
Assessment Programme (QAP), 
Practical Auditing Methodology for 
SMPs and publication of illustrative 
MPERS Financial Statements to 
upskill practitioners. 

Firms and practitioners are also 
advised to always refer to the audit 
guide and/or audit manual issued 
by IFAC, professional bodies and/
or regulatory bodies to ensure 
their compliance with standards 
and professional practices.

To overcome the unavoidable 
constraint of deadlines which are 
an inherent feature of the audit 
profession, firms are advised 
to conduct budgeting, team 
planning, and periodic status 
update activities on a timely basis 



21      MIA Practice Review Annual Report 2019/2020

in order to plan their resources 
and timeline upfront and to 
constantly monitor the progress 
of each engagement. A post-
mortem should also be conducted 
at the end of the engagement 
in order to obtain feedback 
for the improvement of future 
engagements.

6. MONITORING

Common challenges and 
observations
•	 Practitioners	misunderstand	

the scope of review under the 
monitoring element of ISQC 1, 
and assume that:
-  the inspection of a completed 

engagement is the only scope 
of review. 

-  the review of quality control 
policies and procedures at 
firm level must be performed 
by practitioners from other 
firms.

•	 Practitioners	misunderstand	the	
difference between a hot review 
and cold review. 

•	 Practitioners	presume	that	
once they have conducted an 
extensive review on the audit 
work performed before the sign-
off of the auditors’ report, their 
“monitoring review” is deemed 
to have been completed.

•	 There	are	instances	where	a	
firm may not have sufficient 
resources to monitor the firm’s 

quality control policies and 
procedures, especially if there 
is only a sole practitioner in the 
firm.

Overcome the challenges
There are two scopes of review 

under the monitoring element of 
ISQC 1, which are the firm level 
and engagement level monitoring. 

At firm level, the review can 
be done by a firm’s personnel 
instead of outsourcing it as long as 
the firm’s personnel is a suitably 
qualified professional. 

At engagement level, the 
review shall be conducted on 
the completed engagement 
after the sign-off of the auditors’ 
report (a.k.a. a cold review) by a 
suitably qualified professional 
who is not involved in the selected 
engagement. The reviewer can be 
sourced from internal or external 
resources.

Where internal resources are 
not available, particularly for a 
sole practitioner, other sources of 
assistance may include peers from 
other firms and other members of 
professional accounting bodies. 
The external reviewer shall be a 
practitioner or a suitably qualified 
external professional.

4.0 Addressing RAP and Monitoring Review / 4.1 Common Findings from Practice Review
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4.0 Addressing RAP and Monitoring Review / 4.2 Shortcomings Observed during the Monitoring Review Process

Shortcomings Observed during 
the Monitoring Review Process

In addition to the common 
findings of Practice Review, we 
also observed the following 
shortcomings during the 
Monitoring Review Process that 
must be addressed to strengthen 
audit quality, and ultimately 
rebuild sustainability and trust in 
the audit profession.

AF’s Non-Commitment to the 
Rectification Process

This occurs when the AF fails 
to embrace the spirit of practice 
review. Therefore, the AF does not 
comprehend the seriousness of 
the rating and its consequences. 
The AF may also not grasp that 
monitoring review represents an 
opportunity for it to rectify and 
ensure its audit quality adheres to 
the requirements of the laws and 
professional standards.

AF’s Inadequate RCA and RAP
This occurs when the AF drafts 

an RCA and RAP without proper 
consideration and understanding 
of the issues at hand. It has 
been observed that certain AFs 
drafted the RCA and RAP merely 
for the purpose of meeting the 
submission requirement but failed 
to understand the actual root 
cause and actions required to be 

taken, hence they were unable to 
appreciate the thought process 
and goals to be achieved. This 
will cause difficulties at the later 
stage when AF implement their 
remediation process. Subsequently 
during the monitoring review, the 
same repeated findings may be 
noted and raised by PRD.  

AF’s Inability to Understand 
and Accept the Practice Review 
Findings

This occurs when the AF does 
not understand and appreciate the 
findings or review points raised by 
PRD; thus, they are unable to fully 
address the points raised and meet 
the requirements. In certain cases, 
the AF refuses to accept the PRD 
findings which were based on the 

relevant standards and regulations. 
As a result, the AF does not take 
proactive measures to understand 
the perspectives and points raised, 
hence a thorough remediation 
could not take place.
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5.0 Success Stories of Practitioners

Success Stories 
of Practitioners

This section analyses case 
studies of AFs that have 
successfully remedied their 
shortcomings to enhance audit 
quality. It is hoped that these 
success stories will provide key 
takeaways and lessons learned 
for these AF’s peers, in order to 
strengthen trust and sustainability.

PROACTIVE APPROACH 
TO IMPROVING AUDIT 
QUALITY – MOVING FROM 
UNSATISFACTORY TO 
SATISFACTORY

AF 1 (PR code: KL 0002 S1) 
The following major findings 

and omissions were noted from the 
first review of this AF:
•	 Non-performance	of	going	

concern assessment, risk 
assessment procedures and 
fraud risk assessment;

•	 No	audit	planning	memorandum	

After acknowledging the 
shortcomings, the practitioner 
made significant efforts to improve 
audit quality. The practitioner 
immediately enrolled in the Audit 
Methodology training conducted 
by MICPA and engaged an 
external monitor to perform a 
quality review on the firm, both at 
the firm’s own cost, demonstrating 
the AF’s commitment towards 
learning and improving.

Subsequently, when the final 
practice review report was issued, 
a Type 3 rating was assigned to the 
AF. 

With a RAP submission due in 
3 months, the AF has proactively 
initiated discussion with the PR 
reviewer to ensure that the RCA 
and RAP proposed are sufficient to 
address the deficiencies identified 
during	the	first	review.	However,	
the first submission of the AF was 
rejected by the PRC, as the AF was 
unable to pinpoint the root causes 
and did not take responsibility on 
some of the review findings noted, 
which translated into an ineffective 
RAP being proposed. 

The AF managed to obtain 
the PRC approval for its second 
submission, after ensuring the 
feedback was appropriately 
taken up and that the RAP met 
the SMART criteria (Specific, 
Measurable, Achievable, Relevant, 
Timing). After the approval, 
the AF has diligently provided 

was prepared, and no planning 
materiality was set;

•	 Non-performance	of	physical	
inventories count;

•	 Basis	of	sampling	–	usage	of	
key item testing approach and 
coverage method resulted in 
untested population above 
materiality with no justification;

•	 Inadequate	audit	procedures	
were performed on trade 
receivables/payables balance; 
and

•	 No	segregation	of	the	cost	
of land and building and no 
documentation on the impact for 
non-segregation.

During the closing meeting, 
the practitioner demonstrated a 
positive attitude to the findings by 
proactively engaging the reviewer 
to understand better the level 
of requirements and extent of 
documentation needed. 
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progress updates on the RAP 
implementation and committed 
towards putting in place all the 
proposed actions prior to the 
monitoring review. 

In the monitoring review, it was 
observed that the major findings 
noted during the first review 
have been rectified by the AF. 
Furthermore, only 3 minor findings 
were noted in this second review. 
As a result, the PRC decided to 
assign a satisfactory rating as 
a clear acknowledgement of 
the firm’s improvement in audit 
quality. 

HOW I HANDLED PRACTICE 
REVIEW – A PERSONAL 
ACCOUNT

The success of the Remedial 
Action Plan (RAP) under the new 
Practice Review framework for AF 
with Type 3 rating depends on 
the practitioners undertaking an 
in-depth analysis to identify the 
root causes that detract from audit 
quality	–	Article	published	in	e-AT	
on Practice Review RAP.

AF 2 (PR code: KL 0045 S1) 
According to this practitioner, 

when his firm was first picked 
by MIA for Practice Review, they 
lacked the experience to handle 
it and even faced difficulties in 
completing the questionaires, as 
they did not know MIA’s exact 
requirements. 

lots of time in discussions with my 
manager, and fortunately, I have 
her support. I held some meetings, 
met our team members to inform 
them of my direction and vision, 
and more importantly to motivate 
them to go along with me.”

As he expected, his firm 
received a type 3 rating, and 
was required to go through a 
monitoring process. Although he 
was disappointed, he accepted the 
rating and examined his choices 
–	which	were	to	quit	and	return	
to employment or to work harder 
to prove to MIA that he could 
improve. 

“Thinking positively, i decided 
to work harder to rectify all the 
weaknesses identified by MIA, 
even though I know this will not be 
an easy task. The first challenge 
was the preparation of RAP. This 
time, unlike previously while I 
was preparing the questionaire, I 
proactively reached out to MIA to 
seek their guidance, opinion and 
sharing.”

With MIA’s guidance, the AF had 
a clearer direction. “I started with 
the Root Cause Analysis (RCA) and 
also referred to publications from 
IFAC. Together with my manager, 
we worked towards drafting the 
RAP. It is important to note that we 
started early and worked diligently 
as the preparation took much more 
time than we anticipated.”

A few months later, MIA came 

In the monitoring review, 
it was observed that the 
major findings noted 
during the first review have 
been rectified by the AF. 
Furthermore, only 3 minor 
findings were noted in this 
second review. As a result, 
the PRC decided to assign a 
satisfactory rating as a clear 
acknowledgement of the 
firm’s improvement in audit 
quality. 

“I do not blame MIA for this as it 
was due to our lack of experience 
in handling this kind of situation 
(being reviewed). My thoughts 
at that time were just to assess 
our level, despite the risk to my 
licence,” explained the practitioner.

During the practice review 
closing meeting, he noticed that 
his AF had multiple weaknesses. 
“There are a lot of areas where 
we either carried out insufficient 
work, or wrongly adopted the 
approaches.”

“In fact, over the years, I always 
wanted to enhance the audit 
quality.	However,	due	to	the	lack	
of support from the ground, this 
plan didn’t work. Since then, I spent 

5.0 Success Stories of Practitioners
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in for the monitoring review. 
“Compared to their first visit, this 
time around I was more confident, 
as we have almost fully complied 
with our RAP. Of course, there is 
always room for improvement. 
Likewise, during the monitoring 
review, I also learnt a lot and am 
continuously working hard to 
improve whatever I can.”

Asked how he felt upon being 
reviewed, he replied: “To be frank, 
initially I really did feel annoyed 
and	angry.	However,	after	some	
consideration, I understand that 
MIA is carrying out its duty and 
responsibility to maintain and 
enhance the professionalism of 
this industry.”
He	acknowledged	that	SMPs	

usually blame their shortcomings 
on MIA. “We SMPs used to blame 
MIA for not doing enough when 
our clients are leaving us to look 
for auditors that can offer lower 
fees. We SMPs used to blame 
MIA for not doing enough when 

our staff left us to join big firms 
that can offer better remuneration 
package and career path.”

But what have we as SMPs 
done?	Have	we	ever	improved	
ourselves? Is our business model 
still workable now in this evolving 
and challenging environment? 
I told myself, if I want our audit 
industry to look different, then I 
have to start from myself and my 
own firm.”

Therefore, he started to enhance 
his AF’s quality of service, focusing 
on clients and talent.

It wasn’t easy. “Sometimes our 
clients do not appreciate or do not 
want it (better audit and service 
quality). When facing these clients, 
I have 2 approaches: to educate 
them or to give up on them. 
Educating clients takes time; giving 
up on them is obviously the faster 
way. Either way will have its share 
of pain at the beginning, especially 
financially.	However,	the	former	
option invites future prospects and 

potential, and more essentially, 
sustainability.” 
Internally,	the	AF	began	with	HR,	

making the selection basis stricter 
to ensure only good and capable 
staff are being recruited. “This does 
not mean I bar those candidates 
whose level might be at par or 
below par from seeking a job in 
my firm. If their attitude is good, I 
will still be giving them a chance 
for interview.” 

The AF cited another crucial 
factor for a firm to succeed: staff 
professional development. “Those 
youngsters who opt to join us 
must be able to see their career 
path clearly. Working closely 
with	the	HR	Manager	and	Head	
of Department (Audit Manager), 
we managed to create a working 
culture that provides a clear career 
path for them.”

By taking these proactive 
actions, the AF is optimistic that 
they will be able to manage the 
biggest challenges faced by SMPs 
in Malaysia which are:
•	 complying	with	regulations	and	

standards;
•	 attracting	and	retaining	staff/

talent; and
•	 attracting	new	clients.

This in turn will enable them 
to strengthen the audit quality in 
order to become a more relevant, 
trusted and sustainable AF.

5.0 Success Stories of Practitioners
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6.0 Instances that could Lead to a Type 4 Rating

Type 4 ratings are highly 
damaging for AFs, and places 
their licence at risk. A type 4 
rating could be determined by the 
Practice Review Committee (PRC) 
under the following circumstances. 
High	risk	AFs	are	advised	to	take	
note of the following instances that 
could lead to a Type 4 rating and 
to strengthen their compliance, 
culture, policies and procedures to 
avoid the risks of Type 4 ratings:

AN AF HAS COMMITTED AN 
OFFENCE OR A BREACH AGAINST 
THE LAWS AND REGULATIONS 
OF THE COUNTRY AND THE 
INSTITUTE’S REGULATIONS

This includes any violation 
against the Companies Act 
2016, MIA By-Laws (which 
include but is not limited to the 
professional ethics, conduct and 
practice), and the respective 
regulations and professional 
standards.
(A common finding on the 
professional ethics relates to 
the AF’s independence, where 
there is no or inadequate 
assessment on the threats and 
the corresponding safeguards 
to be put in place to address the 
threats.) 

Examples of breaches against 
the laws and regulations:
(i)  Self-interest threat
 We observed that 

certain AFs have the 
incorrect mindset that it is 
reasonable to cut corners 
in their audit work, claiming 
that the audit fees are low 
and it is not cost effective 
to spend too much time 
to perform the audit. 
This will not be tolerated 
by the PRC. The risk of 
audit failure can only be 
mitigated to a substantive 
extent when practitioners 
are honest in making the 
assessment on whether the 
audit and review structure 
is adequate and ready.  
Every decision on whether 
to earn a fee entails audit 
risk which needs to be 
adequately addressed by 
the AF and if necessary, an 
even greater cost. 

 It is important that the 
AF does not fall into 
the concentration trap, 
where the firm’s revenue 
is concentrated upon a 
handful of audit clients, 
thus giving rise to serious 
implications on the 
ability of the firm to act 
independently as the 
survival of the firm might 
be linked to the audit. 

(ii)  Self-review threat
 From our practice 

review, we observed on 

numerous occasions that 
the AF prepared related 
documents on behalf of 
the audit clients, hence 
raising a self-review 
threat. This may range 
from providing accounting 
and bookkeeping services 
to fair value assessment 
of assets and the 
consolidation worksheet in 
group consolidation.

 With reference to the MIA 
By-Laws Section 600, 
audit practitioners will 
need to ensure they do 
not provide any service 
that has implications on 
their independence. They 
will need to exercise extra 
precautions as different 
measures are expected 
depending on the type 
of clients (e.g. Public 
interest entity (PIE) vs 
non-PIE), the level of 
judgement and estimates 
involved and the level of 
management involvement. 
All the considerations 
and assessments 
(including the applicable 
safeguards) in accepting 
any appointments while 
providing audit services to 
the same client should be 
documented.

Instances that could 
Lead to a Type 4 Rating
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(iii)  Familiarity threat
 Another common finding 

noted was that the AF has 
been auditing the clients 
for several years, thus 
neglecting to perform 
certain audit procedures 
that are required before 
conclusion. In most cases, 
PRD observed that no 
documentation was 
made to justify the non-
performance of audit 
procedures. Instead, there 
was a reliance on the 
historical understanding 
of the said clients. Thus, 
the AF concluded and 
represented that the 
auditee is of low risk, 
particularly given that it is 
a small medium enterprise. 
This invites scrutiny on 
the level of audit evidence 
obtained by the firms prior 
to signing off on the audit 
opinion.  

THE BASIS NEEDED TO FORM 
THE OPINIONS EXPRESSED ON 
THE ENGAGEMENTS REVIEWED 
WAS NOT SUPPORTED FOR THE 
FOLLOWING REASONS, INTER 
ALIA:

- The member failed to 
produce an audit working 
paper for the audit 
engagement (firms engaging 

in essentially no audit at all)
- Inadequate manpower to 

cater to the volume of audit 
services engaged or no 
evidence of involvement by 
the engagement partner in 
the review performed 

- Engaging non-member firms 
who are not within the control 
and supervision of the AF to 
perform the audit work.

(The word “inter-alia” is meant 
to be non-exhaustive and can 
include any other findings that 
materialise after an investigation).

It is critical that the AF has 
considered and assessed every 
material aspect of their audit 
clients and obtained sufficient and 
appropriate audit evidence before 
reaching a conclusion on the audit 
opinion. 

Examples where the basis 

needed to form the opinions 
expressed on the engagement 
reviewed was not supported:

(i)  Work done to be 
performed when there are 
events or conditions that 
may cast doubt on the 
entity’s ability to continue 
as a going concern 
(ISA570)

 Albeit certain auditors 
had identified conditions 
that might cast significant 
doubt on the use of the 
going concern assumption, 
there was no further 
evaluation performed 
on the management’s 
assessment of the entity’s 
ability to continue as a 
going concern. This is 
crucial to ascertain whether 

6.0 Instances that could Lead to a Type 4 Rating
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a material uncertainty 
exists related to the 
entity’s ability to continue 
as a going concern and 
consequently, to determine 
the implications for the 
auditor report. The PRD, 
in many instances, only 
received the justification 
from the AF for the 
issuance of unmodified 
auditor’s	report.	However,	
there was no justification 
on the deviation of opinion 
issued between the 
assessment documented 
and the auditor’s report 
during the review. 

(ii)  Irresponsible justification/
responses by the AF 
during the practice review 
and limitation of scope in 
the performance of audit

 Below are selected quotes 
from an AF responding 
to findings raised by the 
reviewer:

 (a) “No alternative 
procedure could be 
performed as the case was 
under state government 
review”;

 (b) “We did not record 
the work done of such a 
procedure because the fee 
is very low. We use our 
judgement and experience 
with such clients in 

determining the scope and 
extent of audit”; 

 (c) “There was no 
assessment of impairment 
performed as our clients 
are a small family-owned 
business and they also 
have not conducted 
analysis of the impairment 
of their assets”; and

 (d) “We therefore used our 
judgement and experiences 
in arriving at the materiality 
amount instead of relying 
100% on the standards.”

The PRC viewed that the comments 
(a) and (c) above from the AF 
indicated a limitation of scope 
in the audit while comments (b) 
and (d) showed that the AF had 
cut down its audit work due to the 
low fees or to reduce the level of 
effort taken for an audit. Based on 
all the comments by the AF, the 
PRC was of the view that multiple 
gaps exist in the performance of 
their audit, but the AF still insisted 
that they had performed adequate 
work.  In conclusion, the auditor 
concerned had not performed 
the fundamental audit work as 
expected of him/her and did not 
comply to the ISAs requirement.

6.0 Instances that could Lead to a Type 4 Rating



31      MIA Practice Review Annual Report 2019/2020

7.0 
Moving forward for 
Small and Medium 
Practitioners (SMPs)



32      MIA Practice Review Annual Report 2019/2020

7.0 Moving forward for Small and Medium Practitioners (SMPs)

The business landscape is 
becoming exponentially more 
complex and challenging, and 
SMPs as the backbone of the audit 
profession will have to upgrade 
their services and competencies 
in order to be relevant, trusted 
and sustainable. The following are 
some of the key developments 
that are expected to affect the 
audit profession’s prospects and 
direction:

Covid-19 Impact
Covid-19 has proved to be 

detrimental, with the potential 
impact exceeding the initial 
forecast. Globally, it has far-
reaching consequences, with few 
sectors being spared from its 
impacts and audit is no exception. 

Given the general consensus 
that the virus is expected to 
remain indefinitely while business 
activities are expected to require 
an extended period of recovery, 
the outlook certainly looks 
challenging for the audit industry. 

AFs, especially the SMPs, are 
encouraged to exercise caution 
and be adaptive to the current 
challenging times. SMPs will need 
to be agile in carrying out their 
operations, flexible in making 
business decisions particularly 
those related to cash flows, and 
responsive to the ever-changing 
landscape. A critical aspect will 
be embracing technology to ease 

the work burden and promote 
efficiency and sustainability, 
especially given the new norms 
including remote working and 
social distancing. 

In view of the adverse situation, 
various regulators and authorities 
have deferred deadlines for 
companies’ submissions to ease 
their pressures. Similarly, MIA 
has implemented a 6-month 
moratorium until end of the year 
2020 for the new practice review 
of AFs, to assist AFs in weathering 
the current crisis. 
However,	the	practice review 

for AFs selected prior to the 
commencement of the MCO on 
18 March 2020, as well as the 
ongoing reviews will proceed 
and be carried out as planned. 
New practice review for high 
risk referral cases that require 
immediate action will also proceed 
without any deferment. 

Audits of Less Complex Entities
Regulators and standard-

setters recognise the challenges 
faced by practitioners in applying 
the ISAs, particularly for 
engagements where the entity 
being audited is less complex. As 
such, the International Auditing 
and Assurance Standards 
Board (IAASB) has issued a 
discussion paper to seek further 
understanding of the challenges 
when using ISAs in the audits of 

less complex entities and to gather 
views about possible actions to 
address these challenges.

MIA organised a roundtable 
session to deliberate the 
discussion paper on 1 August 2019, 
and received constructive feedback 
and comments from various SMPs’ 
representatives. MIA had thereafter 
submitted an official comment 
letter on the discussion paper to 
the IAASB on 11 September 2019.

SMPs are advised to keep 
abreast of the latest developments 
in audits of less complex entities 
and prepare themselves for 
effective implementation when the 
time comes.

International Standard on Quality 
Management (ISQM)

To ensure that firms’ systems 
continue to be vigorous and 
effectively support high quality 
audits and other engagements, 
the IAASB has issued an exposure 
draft that proposed various 
enhancements to address firms’ 
systems of quality management, 
formerly known as systems of 
quality control. The exposure 
draft on ISQM emphasises a new 
proactive risk-based approach 
to an effective system of quality 
management that establishes 
the foundation for consistent 
engagement quality. 

MIA had organised a half-day 
programme for the IFAC updates 

Moving forward for Small and 
Medium Practitioners (SMPs)
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and ISQM on 20 March 2019. MIA 
had also submitted an official 
comment letter to the IAASB on 1 
July 2019.

Although the ISQM is meant 
to be scalable, SMPs may find 
it challenging due to limited 
resources. As such, MIA is looking 
forward to receiving more 
guidance with examples from 
IAASB on how to perform risk 
analysis or assessment and root 
cause analysis. The ISQM 1 Task 
Force is scheduled to present a 
full draft of proposed ISQM 1 for 
IAASB’s approval in September 
2020.

In the meantime, SMPs are 
advised to prepare for this 
significant development of 
ISQM and the practicality of 
implementation within the firm.

Fourth Industrial Revolution (IR 
4.0) for SMPs

MIA strongly advocates that 
the audit profession in Malaysia 
upskill and prepare for the IR 4.0 
economy. The Malaysian audit 
profession must move forward 
in tandem with the global call by 
IFAC for the profession to adopt 
and respond appropriately to 
digitalisation and technology. 

Due to SMPs’ limited resources, 
MIA is committed to advocating 
for their development,  relevance 
and sustainability for IR 4.0. MIA 
has conducted several roundtable 

changes, auditors should be able 
to capitalise on the advancements 
in technology and remain relevant 
to the business community. 

Upgrade Professional Skills and 
Knowledge

The audit profession must move 
in tandem with the fast-moving 
business environment and adapt 
to the evolving needs of financial 
statement users and changes in 
auditing and accounting standards 
in order to remain relevant. 

As professional standards 
become more exacting, audit 
practitioners too need to be more 
rigorous in applying professional 
judgement in their work. SMPs 
may find it tougher to effectively 
adopt these enhanced professional 
standards in their practice. 
Therefore, rather than merely 
complying with the requirements 
of CPE hours for the sake of 
compliance, substantial training 
should be attended by SMPs to 
upgrade themselves with the 
professional skills and knowledge 
in order to provide competent and 
reliable professional services to 
their clients.

Apart from professional 
development, regulations play 
a significant role in upholding 
the trust and sustainability of 
the accountancy profession. 
MIA’s recent surveillance and 
enforcement initiatives have 

MIA strongly advocates 
that the audit profession 
in Malaysia upskill and 
prepare for the IR 4.0 
economy. The Malaysian 
audit profession must move 
forward in tandem with 
the global call by IFAC for 
the profession to adopt 
and respond appropriately 
to digitalisation and 
technology. 

discussions with the relevant 
stakeholders, engaged with 
industry leaders, and conducted 
various conferences and seminars 
relating to digitalisation and 
technology, including programmes 
geared to SMPs’ technology 
adoption. Importantly, MIA is 
operationalising the MIA Digital 
Technology Blueprint which 
aims to guide auditors and 
accountants in developing the 
technology adoption and action 
plans that are appropriate for their 
circumstances. 

So long as members continue to 
adapt successfully to technology 

7.0 Moving forward for Small and Medium Practitioners (SMPs)
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created a drastic impact to the 
profession. In addition to our 
proactive and reactive enforcement 
processes that manifest speedy 
justice, the amendments to the 
Accountants Act 1967 propose 
heavier sanctions and/or fines 
that commensurate with current 
complex conditions and act as a 
deterrent for the bogus auditors 
and accountants in the market. 

Stronger Regulations for the 
Audit Profession Globally

Trust is the single most vital 
element in the audit profession, 
as trust assigns value to the 
audit opinion and sign-off by 
the audit practitioner. Thus, it is 
critical that all parties play their 
role in ensuring that trust is built 
upon, maintained and respected. 
Globally, scrutiny into audit quality 
is increasing, as exemplified by 
a number of high-profile public 
cases and the audit profession 
is affected by the ramifications. 
The audit profession in the UK 
has been affected by various 
developments, including the 

Financial Reporting Council (FRC) 
announcement of plans to break 
up the Big Four accounting firms 
and the push for the proposed 
soon-to-be-established Audit, 
Reporting and Governance 
Authority (ARGA) as the audit 
regulator. 

Other countries, including 
Malaysia, are also looking at 
tightening the regulations over the 
audit profession to uphold good 
governance in the public interest. 
As the regulator and developer of 
the audit profession, MIA is taking 
integrated actions to ensure the 
profession’s future relevance. Key 
to this is proposing amendments 
to the Accountants Act 1967 to 
strengthen and enlarge the scope 
and impact of our regulatory and 
development powers and ensuring 
the continuing development, 
compliance and professionalism of 
our members. 

CONCLUSION – WORKING 
TOGETHER FOR TRUST AND 
SUSTAINABILITY

Strategic collaboration 
and engagement between all 
stakeholders and MIA are crucial 
to improving audit quality, and 
hence the trustworthiness and 
relevance of the audit profession. 
The PRC and PRD urge members 
in the audit profession to work 
together with MIA on this mission 
of strengthening audit quality. This 
in turn will foster the profession’s 
trust, relevance and sustainability 
to boost its reputation and public 
perception, while supporting 
MIA’s agenda of sustainable 
development and nation building.

7.0 Moving forward for Small and Medium Practitioners (SMPs)



35      MIA Practice Review Annual Report 2019/2020

Appendix 1

MIA uses a risk-based 
approach for selection of 
audit firms for practice 
review, which has been 
streamlined under the 
New Practice Review 
Framework, to select firms 
based on a risk profiling 
system using information 
extracted from the Annual 
Return submitted by 
Audit Firms.

Audit firms may also 
be selected for review 
based on referrals 
from other regulatory 
bodies in Malaysia or 
other committees of the 
Institute.

The identity of the audit 
firm is kept confidential 
at all times from all 
parties who are not 
directly involved in the 
practice review of the firm, 
including the PRC and 
staff of the Institute.

Firm level Inspections - 
Practice Review inspects 
the audit firm’s system of 
quality control (firm-level 
inspections) to ensure that 
they are in compliance 
with the requirements of 
ISQC 1.

Engagement Inspections - 
Practice Review’s approach 
in performing inspections 
of individual engagements 
comprises detailed 
engagement inspections 
of audit firms to assess 
whether the audit work is 
conducted in compliance 
with relevant professional 
standards. For practical 
reasons, not all partners 
of an audit firm that have 
been selected for practice 
review will be reviewed 
individually with regards 
to the current audit 
engagement files.

However,	in	most	
circumstances, the sample 
of files selected for 
practice review should 
be reflective of the firms’ 
overall operations and 
size.

“Accordingly, a practice 
review report should 
not be understood to 
provide any assurance 
that the firm’s audits, 
or the audit firm’s 
clients’ financial 
statements, are free 
of any deficiencies not 
specifically described 
in the practice review 
report.

Also, the practice 
review reports are not 
intended to serve as 
balanced report cards 
or overall rating tools.”

FIRM SELECTION APPROACH
ONE

SCOPES OF REVIEW
TWO 
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TYPES OF RATINGS
FOUR 

At the conclusion of 
the practice review, a 
reviewer is required to 
table a report to the 
PRC.

Before the deliberation 
of the report, the 
reviewer will delete any 
reference to audit firm’s 
identity to preserve 
confidentiality.

The PRC shall determine 
a rating for the report in 
the following manner, 
taking into consideration 
the practice review 
report and the audit 
firm’s comments.

Type 1
The firm complies with 
ISQC 1 and applicable 
professional standards, legal 
and regulatory requirements. 
No breach of mandatory 
auditing standards noted. 
It signifies a comfortable 
pass and no further action is 
required.

Type 2
Minimal, non-pervasive  
weaknesses are noted in 
compliance with ISQC 1 
and mandatory auditing 
standards. Weaknesses are 
noted in some engagement 
files but not in others. It 
requires a written assurance 
and commitment from audit 
firms that remedial action 
and improvement shall be 
implemented.

Type 3
Where it considers that the 
audit firm has some severe 
weaknesses which were 
pervasive in
complying with applicable 
professional standards, legal 
and regulatory requirements 
during the course of carrying 
out the engagement in which 

the work was performed, and 
evidence obtained thereon 
was inadequate and/or 
inappropriate. Thus,
the basis needed to form the 
opinions was not adequately 
supported. This requires the 
audit firm to submit a RAP to 
rectify all areas of weakness.

Monitoring review on the 
implementation of the 
approved RAP will be 
imposed on the audit firms 
within the specific time 
period as prescribed in the 
MIA By-Laws.

Type 4
A situation where an audit 
firm has committed an 
offence or a breach against 
the laws and regulations
of the country and MIA’s 
regulations or the basis 
needed to form the 
opinions expressed on the 
engagement reviewed was 
not supported for reasons as 
stipulated in the MIA By-
Laws.

If the firm is rated as Type 4, 
a complaint shall be lodged 
with the Registrar.

Appendix 1
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The Malaysian Institute of 
Accountants’ logo appearing on/
in this publication is a registered 
trademark of MIA. No part of this 
publication either in whole or in 
part may be copied, reproduced, 
recorded, distributed, republished, 
downloaded, displayed, posted, 
stored or transmitted in any 
form (tangible or intangible) or 
by any means, including but not 
limited to electronic, mechanical, 
photocopying, scanning or audio/
video recording, information 
storage or retrieval system for 
any purpose whatsoever without 
prior express written permission of 
MIA. Such request can be emailed 
to the Strategic Communication 
Department at: communications@
mia.org.my

Permission is however granted 
to any person to make copies of 
this publication provided that such 
copies are strictly for personal 
use or fair use in the academic 

classrooms. Such copies shall not 
be sold or disseminated, and each 
copy shall bear the following credit 
line	–	“Used	with	the	permission	
of the Malaysian Institute of 
Accountants”.

Any unauthorised use of this 
publication and/or any creation 
of a derivative work therefrom 
in any form or by any means is 
strictly prohibited and may violate 
the relevant intellectual property 
laws. In the event of any violation 
or infringement of MIA’s copyright 
and/or logo, MIA will not hesitate 
to take legal action for such 
violation and/or infringement

Disclaimer
This publication contains 

general information only and 
MIA shall not, by means of this 
publication be construed as 
rendering any professional advice 
in relation to any matter contained 
in this publication. This document 
shall not be used as a basis for 
any decision or action that may 
or may not affect your business. 

Before making any decision or 
taking any action that may or may 
not affect your business, you are 
advised to consult an independent 
professional advisor.

Whilst every reasonable care 
has been taken in preparing/
compiling this document, MIA 
makes no representations or 
warranties of whatsoever nature 
(either expressly or impliedly) 
in respect of this publication 
including but not limited to the 
accuracy, suitability, reliability or 
completeness of the information 
contained in this publication.

Please take notice that under 
no circumstances will MIA, its 
Council members, directors and 
employees be liable to any person 
or business entity for any direct or 
indirect losses, costs or damages 
howsoever arising including due 
to the use of and reliance of any 
information contained in this 
publication.
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