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What is root cause analysis (RCA)?

Root cause analysis is a process designed to establish why something went wrong. It has been
used for many years in industries as diverse as manufacturing and airlines to create an
environment where quality is constantly improved, by considering why something went
wrong (or nearly went wrong) on a previous occasion.

The process of RCA usually works using a series of structured interviews with those in the firm
who may be able to add insight into why something went wrong. The information gained from
interviews will be supplemented with other information, for example idea storming by those
involved in the work, findings in monitoring procedures, information on AQls (audit quality
indicators), surveys of staff and regulatory reviews.

We will look later at a little more detail on how to perform RCA, but the objective is always to
identify the root cause or causes of the problem. So instead of finding an error on an audit file
and telling staff “You made this mistake... don’t do it again” or providing some training to
ensure they understood why it was a mistake, you need to dig much deeper.

For instance, the root cause of a quality issue might be that there wasn’t enough time
allocated to the job, that the client delayed providing documents, but the deadline didn’t
move, so the real time available for the job decreased or any number of other potential root
causes.

Why is root cause analysis important now?

ISQM (UK) 1, the UK’s version of the International Standard on Quality Management, requires
that a root cause analysis is conducted whenever a deficiency is identified during review or
monitoring processes.

ISQM (UK) 1 applies to all firms which:
e Carry out audits of financial statements in accordance with ISAs (UK),
e Have reporting accountants acting in connection with an investment circular,
e Carry out interim reviews of financial information by an independent auditor of the
entity per ISRE 2410 (UK),
e Undertake CASS work reporting to the FCA on client assets and
e Undertake public interest assurance engagements in accordance with (UK) ISAE 3000.

For this course we will assume that the engagement is an audit. However, if you are
undertaking other types of engagement the same principles generally apply, although you
should check the ISQM for specific requirements or guidance that may apply.

It’s worth noting, that even if you have an area (such as tax) where there is no requirement in
a standard to carry out root cause analysis, it is a proven technique which helps to drive quality
and so can be used for any process.

For now though, let’s concentrate on the requirements in ISQM 1 (we will be referring to the
UK version unless otherwise stated) to conduct a root cause analysis for any deficiency that
is identified. The first question that arises is “What do we mean by a deficiency?” The
standard defines a deficiency as follows (Para. 16 (a)):
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Definition extract
Deficiency in the firm’s system of quality management (referred to as a deficiency in this
ISQM). This exists when (Ref: Para. A10, A159-160)
i) A quality objective required to achieve the objective of the system of quality
management is not established;

ii) A quality risk, or combination of quality risks, is not identified or properly
assessed; (Ref: Para.A11)

iii)  Aresponse, or combination of responses, does not reduce to an acceptably low
level the likelihood of a related quality risk occurring because the response(s)
is not properly designed, implemented or operating effectively; or

iv)  An other aspect of the system of quality management is absent or not properly
designed, implemented, or operating effectively, such that a requirement of
this ISQM has not been addressed (Ref: Para. A12).

With respect to the last point above, the other aspects of the system of quality management
(SOQM) are the requirements relating to:

e Assigning responsibilities;

e The firm’s risk assessment process;

e The monitoring and remediation process; and

e The evaluation of the system of quality management.

In practice, it is necessary to look at any of the findings in the monitoring activities such as the
cold file reviews, or live review findings, to identify if the finding indicates that a deficiency
exists. This requires the exercise of professional judgement and in some cases further
information will need to be gathered to establish the seriousness of a finding and to determine
if it is a deficiency.

If it is identified that a deficiency exists, the standard requires root cause analysis to be
undertaken to establish why the deficiency occurred and to identify suitable remedial steps
to reduce the risk of any recurrence. A very serious finding, such as a significant problem with
work on a material area is likely to be a deficiency. However, a more minor issue repeated on
numerous occasions may also meet the definition of a deficiency, as it means the controls in
place are not sufficiently mitigating the risk of an error. Similarly, deficiencies can arise within
particular audit engagements, or more generally because the whole system of quality
management is not set up correctly.

Example 1 — Finding or deficiency?

As part of your monitoring procedures you conduct cold file (peer) reviews. During this the
review finds that the completion of tasks on a checklist has not been fully documented.
However, the reviewer sees that there is evidence on the file that the tasks have been
completed, it is just that the checklist has not been correctly completed to reflect that. The
problem is not repeated on other files that are reviewed, so appears to be an isolated incident.

The conclusion is that this finding is not a deficiency. Whilst a recommendation is given that
the checklist should be properly completed, as it helps in the review process to check that
work has been done, it does not indicate that there would be an impact to the quality of the
engagement, as the underlying work required has been done.
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Example 2 — Finding or deficiency?

As part of the monitoring procedures cold file (peer) reviews find that a significant percentage
of files are not locked down within the specified period for dealing with file administration (60
days after the date of the audit report). Whilst an individual file might not be regarded as a
deficiency, the repeat of the issue suggests that the risks associated with a file being left open
(e.g. allowing material on the file to be changed when it is not permitted) is insufficiently
mitigated.

This means that an element of the SOQM is not operating effectively and so a root cause
analysis is required to understand and then correct, the reasons for this. As the finding is
across several files the root cause analysis will not be considering a single file, but will
essentially be what is often called a thematic review.

Example 3 — Finding or deficiency

A file reviewer notes that work on goodwill impairment, an accounting estimate, as required
in ISA 540, did not cover all the required steps. This resulted in a major shortfall of evidence
to support the opinion. Judgement is needed as to whether this is a deficiency, but due to the
major nature of the lack of evidence it is concluded that the finding is a deficiency.

The risk of work not being done when required is supposed to be mitigated by review
procedures. However, this has not worked, so the SOQM has not operated as intended,
leading to the conclusion that a deficiency exists.

Planning a root cause analysis

Having established that a deficiency exists, it is necessary to conduct a root cause analysis. As
with any task, some planning will help to ensure that the root cause analysis is carried out in
the most effective way. Key areas to consider when planning for RCA include:

e Scope of the review.

e Methodology to be used.

e Resources needed.

e Who will carry out the review.

e Who might have relevant information and so will need to be interviewed or asked for
their views.

¢ Informing those involved as to what is required of them and when (e.g. they will be
interviewed and the purpose of this).

e Timetable for the work.

Scope of a root cause analysis

Having determined that a deficiency exists it is necessary to determine the scope of that
deficiency. As we mentioned, above if a deficiency arises because of repeated issues over
several different engagements, then a thematic review may be needed. The thematic review
will need to consider information from a variety of people involved in the audits of the files
affected. You may also consider including files where there wasn’t a problem, as that may give
useful insights into what was different where the problem didn’t arise and therefore insights
into possible remedial actions.



2020 Innovations — Root Cause Analysis in Audit

If a deficiency only occurs in an isolated file, for example with the ISA 540 situation identified
above, then the root cause analysis scope will focus on that one file. Even here though, it may
be useful to consider the difference between what happened on this engagement, compared
to engagements where the work was done correctly.

Before we can address the rest of the points in the planning of an RCA, we need to look in
more detail at how a root cause analysis works.

Conducting an RCA- methodologies
The purpose of a root cause analysis is to dig deep to find out what the underlying causes are
of the quality issue (deficiency) that has been identified. There are a number of ways that this
can be done, but very commonly a technique called the “Five Whys” is used. This seeks to ask
a series of question (five is a standard level but it may need more or less), each digging deeper
to try and understand why an issue has arisen.

Firstly, imagine a simple example in real life where something went wrong. Let’s say the toast
burnt when making breakfast.

“Why did the toast burn?” (This is the initial statement of the problem which is always the
starting point for a root cause analysis).
“Because it was left in the grill too long.”
“Why was it left in the grill too long?”
“Because the doorbell rang, and | got distracted.”
“Why didn’t you set an alarm to remind you?”
“I'usually just stand and watch the toast so | don’t bother setting an alarm.”

This is a very simple example and only has three questions, but you can probably see that an
obvious solution is that an alarm is set so that even if there is a distraction the person making
the toast is reminded to return to the kitchen. In this case the outcome is only burnt toast,
but of course the scenario could potentially have caused a fire in the kitchen that would have
been much more serious.

Similarly, in some audit situations, a failing might only have a minor impact but in others a
similar occurrence could lead to disaster. In an audit environment an error in gathering
evidence on going concern might not lead to a major issue if the company continues in good
financial health. However, if evidence is missing on the going concern assumption and the
company then goes bust the consequences financially and reputationally will be very severe.
A finding is more likely to be a deficiency, if it could lead to a major impact.

The Five Whys

This method was developed by the Toyota Production system and initially employed to
identify the root cause of manufacturing issues. The aim was to eliminate waste, increase
efficiency and improve quality. All of these seem helpful in an audit environment too.

The five whys is not the only tool that can be used to conduct a root cause analysis and as we
have seen, five whys may not be the right number of questions to ask to uncover the root
cause.
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The Fishbone Tool

The fishbone tool is an alternative method which can help to identify possible causes of a
problem. It is a visual way to look at cause and effect and more structured than the five whys
approach. The problem is placed at the head of the fish. The so-called fishbones are the causes
of that problem. Different bones can be used to put together groups of items.

For example, in the image below the issue is being late for work. Some of the causes are to do
with people, some with machines, such as the car not starting. Some are to do with the
method used to wake up and get to work and some to do with the environment, measurement
and materials, for example. The categories can be adjusted to suit the situation.

Categories for audit issues might include:
e Resources — people
e Resources — technology/knowledge/guidance
e Personal, ethical and attitude issues (culture)

e Process
e Project management
e C(Client

The process then works by asking the team to agree on the major categories of issues and
then idea storm all the possible causes. You are still going to be asking “why does this happen”.
As each idea is given it is put as one of the sub-causes in one or more categories using each
“bone” as a sub-cause. The questioning continues to ask why, as with the five whys method,
generating deeper levels of causes to help identify the underlying issues and what to do to
prevent their recurrence.

One way of doing this in practice is to draw the empty fishbone (you don’t need the head and
the tail!) on a poster or flipchart and use post-it notes to add ideas regarding the causes to
relevant bones in the diagram. The advantage of post-it notes compared to just writing ideas
on the flipchart is that you can change the categories you chosen as you get more clarity on
the types of causes.
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FISHBONE DIAGRAM

MANPOWER METHOD MACHINE

PROBLEM

- MOTHER NATURE ~ MEASUREMENT

To get the best results from the Five Whys or the Fishbone Tool, you need to ensure that you
are hearing varied enough views. If you are doing this as a team exercise, ensure that everyone
is enabled and encouraged to speak out. Don’t regard anything as “wrong” or pointless at this
stage, as it may put others off from identifying important issues.

Usually, several causes might be identified, and you might want to hear everyone’s views
regarding which the most likely or most important causes are. Views may differ depending on
the role that an individual has and the perspective from which they are therefore seeing the
problem. Ultimately this might just mean you have different remedial actions, for different
issues, so that all are addressed.

Conducting an RCA — practicalities

Which methodology?

Once you have determined that you need to undertake a root cause analysis, the next step
will be to decide upon the scope as we described earlier. Is a thematic review necessary? Is it
just one engagement that needs considering, or several? The scope may impact your choice
of methodology. For instance with a thematic review you may decide that you wish to gather
a number of people together to idea storm possible causes and note them using the fishbone
tool. But you can use either tool for both thematic and single file cases.

No finger-pointing

Effective RCA requires the firm to have a no-blame culture. This can be hard to achieve as it
tends not to be the natural reaction to a failure. However, if we are to achieve the best in
terms of quality outcomes it is vital that the aim is to find out what didn’t work and do it better
next time and that no-one should be blamed. If an individual who made a mistake is penalised
heavily for admitting to the mistake, it is unlikely that anyone else will admit to a mistake in
the future.

Leaders of the firm have an essential role in creating a culture where it is safe to admit that
something went wrong and to explain why you think it happened. Ultimately everyone is part
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of ateam and an organisation, so even if an individual has made a mistake, it might be because
of factors outside of their control, like not having enough time, or training to do the job
properly. The organisation, rather than the individual needs to take responsibility.

Who should do an RCA?

The person undertaking the root cause analysis, needs to be senior enough, and expert
enough, to understand the implications of the information they are gathering. They need to
have a good knowledge of the audit system, standards, processes etc used within the firm so
that they can appreciate what might be going wrong as they gather information in the five
whys or fishbone approaches.

RCA can be done by someone within the firm, as long as they are sufficiently senior,
appropriately trained and they have the time and other resources they require. One
disadvantage of internal partners or staff conducting the RCA is that sometimes staff and
partners may be more reluctant to reveal their true thoughts to someone that perhaps they
see as a peer or boss. However, this can be overcome with appropriate leadership action to
demonstrate the importance of RCA and therefore of being honest when asked about
potential root causes.

Be open and honest

Related to the above point of whether someone internal or external does the RCA it is
important to consider with group RCA how happy team members will be to speak frankly in
front of either a boss or a more junior member of staff. Without team members talking openly
about the issues that they think may have contributed to the problem, the root causes are
unlikely to be correctly identified. It may be better to have at least two groups, one with more
senior staff/partners and one with less senior team members. Alternatively, everyone can be
interviewed separately and then the potential causes gathered for consideration as to the real
root causes and therefore the required remedial action.

Not just interviews/idea storming

Although the interviews and /or group idea storming will be vital components of root cause
analysis, don’t forget to use all the information available. For instance, the engagement file
might clearly show that certain forms in the audit system are always completed incorrectly.
This suggests that either there has been inadequate training on the form, and/or that it is
difficult to comprehend by those that must use it.

Timesheets may also be very helpful, identifying when work is done and how much work is
done. For instance, planning left until very late in the day, or rushed, is more likely to lead to
quality issues. Audit planning schedules will often be useful sources of information as well.
For instance, if the audit was allocated 7 days of time, because that’s always what is allocated,
but there are major new standards, or the client has changed significantly this year it is likely
that there was never enough time allocated to the audit.

Example — the Five Whys on ISA 540 issue

If we take our earlier example of a need to conduct root cause analysis because there were
significant problems with the audit evidence on goodwill impairment under ISA 540, we can
consider how the five whys might be applied. Let’s suppose that we decide to interview each
team member separately (or at least to interview those at the same level of seniority
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together).

Questions to the person assigned the work
“Why did you not carry out all the steps in the work programme for ISA 540 when auditing
the potential goodwill impairment?”
“I thought | had done everything; | ticked all the boxes.”
“But the boxes cross-refer to other work schedules, why did you not check that these were all
completed?”
“I was running out of time as we were short-staffed and someone else is reviewing it
anyway.”
“Why did you not think it was your responsibility to complete this piece of work, even if it is
being reviewed?”
“That’s how it always works — the manager finishes off anything that is missing.”

Questions to the manager
“Why did you not notice that parts of the required work on ISA 540 were incomplete?”
“We were running behind schedule and the supervisor given the work is good, so |
trusted them to have completed it.”
“Why didn't you make it clear that your expectation was that each person was fully
responsible for completing their assigned work and they should tell you if there was a problem
and if not why not?”
“I assumed they knew, that when | allocated a piece of work, they should complete it
or let me know...”
“Why did you assume this?”
“That's how it has always worked.”

Questions to the partner

“Why did you not notice that the work programmes for ISA 540 hadn't all been completed?”
“I trusted the manager / | don't have time to look at everything / | didn't regard it is
high risk.”

“Why didn't you have time?”
“The client was late providing the documents requested, but we still had a deadline to
stick to.”

“Why was the client late?”
“They're always late, they are very bad at managing things.”

“Why didn't you ensure they were chased up or had their deadline for signing changed?”
“We don't like to nag our clients.”

Possible root causes — your thoughts
Write in the box below what you think might be the possible root causes for the significant
lack of evidence with regard to the work on the potential goodwill impairment.

10
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Possible root causes — potential answers

Hopefully you have identified some root causes in the box above, but it’s important to ensure
that you are digging deeply enough. For example, you may identify that the team were running
out of time, so that is the root cause. But why were they running out of time? If we look
further, we see that the client had not supplied information on time, but the deadline had not
changed. So, this could be one root cause, that the deadline needed changing and wasn’t
changed.

But if we look again at why the client was late delivering documents, we see they are always
late. This suggests another root cause, i.e., that the client needs more active management to
deliver documents on time. The partner identifies that they don’t like to “nag” clients, but of
course there are other ways to assist a client with being on time.

This appears to not be the only issue though. Team members have identified that they just
leave anything they haven’t finished for the person reviewing it. But why do they do that? It
appears from the answers that this is twofold perhaps. Firstly, that seems to be the culture,
with everyone acting in this way, so that nobody questions it. Secondly it is the culture perhaps
because clear expectations are not set. Such expectations might make explicit that an
individual is expected to finish all the assigned work or inform their superior if there are any
problems with this — not just pass it on as if it is finished when it isn’t.

Next, there appear to be technical or training shortcomings in that some individuals did not
recognise the importance of the work. It can often be difficult to judge the degree to which
the issue wasn’t understood compared to the time pressure issue that meant it wasn’t fully
considered. You might therefore have to dig a little deeper to establish whether there really is
a lack of knowledge or if it was poor planning, execution, lack of time etc that led to
inadequate work. You don’t really want to waste time training teams in something they do
understand but just ran out of time to do properly.

Summary of the five whys for ISA 540 example
1. Why did it happen?
* | didn't think it was my responsibility
* lranout of time
2. Why didn't you think it was your responsibility?
* Nobody made it clear
* We always leave it to the manager
3. Why didn't the manager review it?
* Ran out of time
* Trusted the team
4. Why didn't the partner pick it up?
* Expected the manager to have dealt with it
* Didn't focus on this area as a key risk
5. Why wasn't it regarded as a key risk?
* Insufficient identification of key risks at planning and review stages.

Categorising and tagging of root causes

When carrying out a root cause analysis using the fishbone tool, we saw that possible sub-
causes were classified according to the type of issue that caused them. This categorisation is

11
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useful whichever method of root cause analysis is being used and it helps if you can “tag”
items in your records of deficiencies or findings, so that you can start to see the bigger picture
of where issues arise.

As we mentioned earlier the types of categories you might use for audit quality issues include:

e Resources, including time/people, technology, technical knowledge or access to
guidance.

e Personal, ethical and attitude issues (including culture).

e Process issues such as how well the audit software operates or how well it is
understood.

e Project management issues, including whether planning was sufficient, time allocated
was sufficient and whether the right things were done at the right time (e.g. leaving
critical areas to tackle last can often lead to audit quality issues as the team run out of
time to gather sufficient evidence.

e (lient issues — late delivery of documents, not answering questions promptly or
appropriately, having poor records, poor controls etc.

When carrying out a root cause analysis you might find it useful to categorise items as they
come up, as well as at the end of the process. If your systems allow it, you can tag information
in your remedial tracker, to more easily identify themes or individuals/teams that tend to have
quality issues.

For instance, you could have a tag “people resources” and whenever this was a root cause
identified in an RCA you would tag it as such. The tagging would allow easy searching and
reporting, so that you could then do overall searches on themes. You might find, in the current
environment, that people resources are often a cause of quality problems, because you have
been unable to recruit as many people as you need, or people with the appropriate skills.

You may also find it useful to be able to search on named individuals, maybe partner A never
has any quality issues, or partner B has several. Or perhaps some manager/partner
combinations seem to have more quality issues than others. Again, being able to search and
categorise, ideally over multiple years, will help you to see patterns in quality. Ultimately Al
might be able to do this analysis for you and prepare a report identifying the areas that most
need improvement.

The table below sets out possible categorisation of the issues, to help you identify what needs

correcting to reduce the risk of recurrence. These are the types of issue you may decide to tag
if your recording systems allows for this.

12
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Example — ISA 540 categorising the root causes

Resources

Personal, ethical, attitudes

Process

Project management

Client

Insufficient time
Insufficient staff

Insufficient technical
knowledge or back-up
support, such as
technical
department/seniors to
ask

Attitude of not checking that
own work is complete

Attitude that it's all being
reviewed so | don't have to
worry

Assumption that everyone
knows what to do

Lack of clarity that cross-
referenced work must be
completed

Lack of understanding as to
what is necessary/why
important for particular
audit area of ISA 540

Individual responsibility
for work not made clear

Lack of escalation when
work not completed

Client management issues

Client permitted to
dictate when
information supplied,
without consequences
if impacts audit work

13
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Remedial actions

Of course, the reason that we undertake root cause analysis is so that we can identify suitable
remedial actions to reduce the chance of the quality issue recurring. Once you have identified
potential root causes and the category in which they sit, it can often be relatively easy to
identify possible remedial actions which will address them. On occasions though, it might be
very hard to identify remedial actions which will be effective, as some aspects are outside of
your control.

For instance, if you know you are short-staffed and struggling to recruit because the whole
marketplace is struggling to recruit, then it can be more problematic to identify solutions. Such
solutions might involve resigning from clients, trying to get clients to do more work, such as
presenting you with all the information you need in better formats, or trying to train up other
staff to be able to undertake more complex work. None of these are instant solutions though,
and are likely to need very careful consideration from senior partners.

In our ISA 540 example though, we can probably identify some relatively straightforward

remedial solutions to the issues which have been found. Before we look at some possibilities,
write in the box below your ideas for some potential remedial actions:

Remedial action ideas — ISA 540 example

14
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Remedial action ideas — ISA 540 example suggestions
Resources
* Make sure there is sufficient time:
o Build a bottom-up budget as to how long the audit will take, starting with all
key areas of the audit.
o If client doesn't deliver on time, be ready to change deadlines to ensure
appropriate time available.
o Consider recruitment activities or resign from some audits, or look for
efficiencies.
* Consider extra support on complex technical issues.
* Consider extra training so less technical support needed.

Personal, ethical, attitudes
* Be explicit regarding expectations that individuals finish their own piece of work or
report when they cannot.
* Be explicit as to what "finish" means.

Process
* Ensure audit programme is clear regarding cross-referenced activities.
* Consider whether it is possible to require an attachment/cross-reference in relevant
sections and it not being possible to sign off without the attachment or cross-
reference.

Project management
* Ensure clarity over who is expected to do what, by which deadline.
* Ensure clarity of escalating any problems with completing work to deadline
* Adjust timetable if necessary.

Client
* Manage client more directly to ensure files delivered on time or ensure there are
relevant consequences, such as delays to signing the audit report.

Monitoring, remediation and root cause analysis

Root cause analysis is part of the firm’s monitoring and remediation work. ISQM 1 requires
that the firm takes a risk-based approach to monitoring, just as it does to quality
management overall. The monitoring process must take account of the following aspects,
which determine the nature, timing and extent of monitoring activities (1.37):

(a) The reasons for the assessments given to the quality risks;

(b) The design of the responses;

(c) The design of the firm’s risk assessment process and monitoring and remediation
process; (Ref: Para. A143-A144)

(d) Changes in the system of quality management; (Ref: Para. A145)

(e) The results of previous monitoring activities, whether previous monitoring activities
continue to be relevant in evaluating the firm’s system of quality management and
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whether remedial actions to address previously identified deficiencies were effective;
and (Ref: Para. A146— A147)

(f) Other relevant information, including complaints and allegations about failures to
perform work in accordance with professional standards and applicable legal and
regulatory requirements or non-compliance with the firm’s policies or procedures
established in accordance with this ISQM, information from external inspections and
information from service providers. (Ref: Para. A148—A150)

The area of particular importance from a root cause analysis perspective is (e) above, which
covers the need to consider whether the results of previous monitoring activities continue to
be relevant and whether remedial actions were effective.

Tracking remedial actions

Remedial actions are required to be designed and implemented in a timely manner. You are
also required to evaluate whether they have been effective, which will mean they have
eliminated the deficiency or reduced its probability to within acceptable limits. It is vital,
therefore, that you can demonstrate that for all the deficiencies identified, suitable remedial
actions are designed and implemented. From there, you must check whether the remedial
actions have been effective and if not consider additional steps.

Communication to teams

Not only it is important to carry out the root cause analysis and identified remedial actions,
but it is necessary to communicate to engagement teams and other individuals with roles
within the system of quality management (SOQM):

(a) A description of the monitoring activities performed;

(b) The identified deficiencies, including the severity and pervasiveness of such
deficiencies;

(c) The remedial actions to address the identified deficiencies.

Documentation required

ISQM 1 sets out the requirements for documentation in paragraph 1.58 as follows. The areas
relating to the monitoring and remediation have been marked up in bold, for the purpose of
these notes:

In preparing documentation, the firm shall include:

(a) The identification of the individual(s) assigned ultimate responsibility and accountability
for the system of quality management and operational responsibility for the system of
quality management;

(b) The firm’s quality objectives and quality risks; (Ref: Para. A205)

(c) A description of the responses and how the firm’s responses address the quality risks;

(d) Regarding the monitoring and remediation process:

(i) Evidence of the monitoring activities performed;
(i) The evaluation of findings, and identified deficiencies and their related root
cause(s);
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(i) Remedial actions to address identified deficiencies and the evaluation of the
design and implementation of such remedial actions; and
(iv) Communications about monitoring and remediation; and
(e) The basis for the conclusion reached pursuant to paragraph 54.

You can see therefore, that it is vital not just that the results of monitoring activities, such as
peer reviews/cold file reviews etc are documented, but that the findings are evaluated, any
deficiencies identified, and their root cause uncovered. Once that is done the remedial actions
must also be identified, documented, implemented, and evaluated as to their effectiveness.
Communication to engagement teams is also required.

This is a lot to keep track of, so make sure whichever system you use makes it clear who is
responsible for what, the timelines involved and that the results of all the work are properly
documented.

Not just for problems

Although the requirement for root cause analysis is only when a deficiency is identified, it
can be very useful to undertake RCA when things have gone well. If a file, or several files are
examples of excellent audit work, it can be helpful to establish what is different in these
audits that causes them to be excellent (common factors of excellence). Whilst it might
seem it is just the absence of a negative issue this may not always be the case.

Next steps

This course has provided you with an understanding of what root cause analysis is, when it is
required and how to conduct a root cause analysis. However, you still need to ensure that
the firm is ready to proceed. Consider the following:

Area to consider Response
Who will be responsible for root cause
analysis?

Do they have the requisite knowledge,
seniority and resources (including time) to
deal with this?

Does anyone need further training — the
course is recorded so this should be easy to
organise.

What additional training or background
reading might be needed for individuals
undertaking the RCA?
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Are external resources (people/products
etc) that can assist with RCA (e.g.
consultants that will carry out RCA for the
firm?

If using external resources, how will you
evaluate their suitability as required in
ISQM 17

Any other thoughts?

Resources
Generic Five Whys video
ICAEW Improving audit quality using root cause analysis (October 2016)

FRC Audit Quality Thematic Review — Root cause analysis a review of the six largest UK audit
firms (September 2016)

IAASB A framework for audit quality (February 2014)

IFAC Root Cause Analysis is Transforming Audit Quality

CAANZ An External Auditors Guide to RCA

Example of how to use the fishbone tool for root cause analysis from a US Medicare provider

ISOM (UK) 1
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https://www.youtube.com/watch?v=t7FcK8jV2yA
https://www.icaew.com/-/media/corporate/files/technical/audit-and-assurance/practical-help/quality-control/publications-and-learning-material/improving-audit-quality-using-root-cause-analysis.ashx?la=en
https://www.frc.org.uk/getattachment/dc0bba94-d4cd-447c-b964-bad1260950ec/Root-Cause-Analysis-audit-quality-thematic-report-Sept-2016.pdf
https://www.frc.org.uk/getattachment/dc0bba94-d4cd-447c-b964-bad1260950ec/Root-Cause-Analysis-audit-quality-thematic-report-Sept-2016.pdf
https://www.ifac.org/system/files/publications/files/A-Framework-for-Audit-Quality-Key-Elements-that-Create-an-Environment-for-Audit-Quality-2.pdf
https://www.ifac.org/knowledge-gateway/supporting-international-standards/discussion/root-cause-analysis-transforming-audit-quality
https://www.charteredaccountantsanz.com/-/media/b320b3bdbb2d4a1781620c667acff593.ashx
https://www.cms.gov/medicare/provider-enrollment-and-certification/qapi/downloads/fishbonerevised.pdf
https://www.frc.org.uk/library/standards-codes-policy/audit-assurance-and-ethics/auditing-standards/isqm-uk-1/
https://www.frc.org.uk/library/standards-codes-policy/audit-assurance-and-ethics/auditing-standards/isqm-uk-1/
https://www.frc.org.uk/library/standards-codes-policy/audit-assurance-and-ethics/auditing-standards/isqm-uk-1/
https://www.frc.org.uk/library/standards-codes-policy/audit-assurance-and-ethics/auditing-standards/isqm-uk-1/
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