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Biography

Julia is extensively involved with the ICAEW as a volunteer
and was the ICAEW President and Chair of the Board in
2022-23. She is also a past chair of the ICAEW Technical
Advisory Committee, a former member of the Financial
Reporting Faculty Board and of the AAT's audit committee
and a past President of the Thames Valley Society of
Chartered Accountants.

Julia is a well-known technical author and speaker and has had
many articles published in print and online journals such as
AccountingWeb UK and Audit and Beyond (the ICAEW Audit
Faculty Magazine). Julia revised the Bloomsbury publication
Accounting Principles for Tax Practitioners and was the joint author
revising A Practical Guide to UK Accounting and Auditing
Standards. She has also worked with networks of accountants
providing policies, procedures and training and for software
company Inflo, on their audit products.
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What is root cause analysis (RCA)
Why is root cause analysis important now (ISQM 1 requirement)

How to undertake RCA

Asking why, why, why

Considering category of problems identified
Identifying solutions to the root causes

Recording and tracking implementation of solutions

Examples
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Root Cause Analysis

Digging deeper to find the real
causes of audit quality issues!




JSPenny

+ Consulting

What is RCA®?
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What is root cause analysis (RCA)

RCA is a process designed to establish why something went wrong.

It Is used In lots of industries, though may be new to many in the audit
profession.

The process usually works using structured interviews to dig deep untill
reaching the underlying cause(s) of a quality problem.

Once the underlying cause is known, then remedial action can be taken
to fry and prevent the issue arising again.
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Why is RCA important
NOW'e
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When must you do an RCA

ISQM 1 (or the equivalent audit guality management standard in your region)
requires RCA whenever monitoring procedures identify a deficiency.

|Eﬁjrec’rive date was 15 December 2022 with evaluation of system with one year
ater

The effect of any deficiency in the system of quality management must also be
evaluated.

A deficiency exists when:

A quality objective is not established when needed

A quality risk is not identified or properly assessed

A response or responses does not sufficiently reduce the risk

Another aspect of the SOQM (system of quality management) is missing or noft
properly designed/implemented/operated.
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Findings and deficiencies

Problems might be noted in a file at any stage of review, including the
engagement review, engagement quality review, or cold file review.

It can be helpful to grade the findings to indicate how serious they are.

The most serious or recurring issues will be classed as deficiencies, but
recording, grading and tagging (with the type of issue) other findings will
also help identify recurring themes.
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Finding vs deficiency - example 1

As part of your monitoring procedures, you conduct cold file (peer)
reviews.

During this, the reviewer finds that the completion of tasks on a checklist
hasn't been fully documented.

However, the reviewer notes that there is evidence on file that the tasks
have been completed, albeit not recorded on the checkilist.

The problem is not identified on other files.

Whilst there is a recommendation that in future the checklist is completed
appropriately, the conclusion is that this finding is not a deficiency.
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Finding vs deficiency — example 2

As part of your monitoring procedures, you note that a significant
percentage of files are not locked down within the specified period for
dealing with file administration (usually 60 days).

Whilst an individual file might not be regarded as a deficiency the repeat
of this issue suggests that risks associated with a file being left open (e.g.
material on the file being changed when it is not permitted to be
changed) is insufficiently mitigated.

This means an aspect of the SOQM is not operating properly.
A root cause analysis is undertaken to understand the reasons for this.
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Finding vs deficiency — example 3

A file reviewer notes that work on estimates in ISA 540 on goodwill
Impairment did not cover all the required steps, resulting in a major
shortfall of evidence to support the opinion.

Judgement is required as to whether this constitutes a deficiency, but
due to the major nature of the resulting lack of evidence it is decided
that the item is a deficiency.

The risk of work not being done is supposed to be mitigated by the review
procedures. However, this has not worked, so the SOQM has not
operated as infended, leading o the conclusion that a deficiency exists.
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Planning a root cause analysis

Planning for the RCA should include:

Scope

Methodology to be used

Resources needed

Who will carry it out

Who might have relevant information regarding the issue
Informing those to be interviewed about the process
Timetable for work.

In some cases RCA will be needed on a single file only

In others, the scope will be more wide-ranging, such as a recurring or thematic
Issue with the closure of files to further amendments.
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Conducting an RCA

Interviews/idea storming are usually necessary as part of a root cause analysis,
as you must understand "why" something has happened.

The "5 Whys" method is commonly used, but you may need "What" questions to
gather information.

You need to decide
who to intferview and/or whether to use a questionnaire

whether 1o have a group discussion (to idea storm as to what the root causes
might be, as well/instead).

On an individual file you may choose to inferview everyone, or someone from
each level of the feam, or a sample of people at certain levels.

You need to be confident that the views received will provide enough
information to reach a conclusion regarding the root cause(s).
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The Five Whys

‘ Problem — the toast burnt

‘ Why — under the grill for too long
‘ Why — doorbell rang and so | was distracted

‘ Why - there was no timer set fo remind me

‘ Why — didn’t seem important to set timer
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Fishbone tool
FISHBONE DIAGRAM

MANPOWER METHOD MACHINE

CAUSE CAUSE CAUSE

CAUSE CAUSE CAUSE

PROBLEM

CAUSE CAUSE

CAUSE CAUSE

- MOTHER NATURE MEASUREMENT
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Practicalities of RCA
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Which methodology?

Planning your RCA is important

Consider whether you are going to use Five Whys, the fishbone tool or
another tool to assist

Consider the points on the following slide whichever methodology you
are using
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No finger pointing or blaming
A no-blame culture is

essential

This is about working
out what didn't work and

doing it better next time

Leaders should explain
this in advance
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Who should do RCA?

They need to be senior

enough to understand

the implications of the
points made

They need to have a

good knowledge of the
audit system and audit
standards etc

They may be external
or internal
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Be open and honest

How will you
do the
RCA?

It may be
better to

IEIEN
junior staff
separately
from senior

ones
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Not just interviews

v
..

As well as information from
Interviews, consider what
else might be useful —

timesheets, the audit files,
the cold file review for
example.
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[SA 540 example - to the person assigned

the work

Why did you not carry out all steps in the work programme for ISA 540
when auditing the potential goodwill impairmente

| thought | had done everything — | ficked all the boxes.

But the boxes cross-refer to other work schedules, why did you not check
these were all completede

| was running out of time as we are 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 was being reviewed?

That's how it always works — the manager finishes off anything that is
missing.
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Example - 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 | frusted 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?e

| assumed they knew that when | allocated a piece of work they should
complete it or let me know...

Why did you assume thise
That's how it has always worked.
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Example - to the partner

Why did you not notice that the work programmes for ISA 540 hadn't all been
completede

! TWSTﬁd ’|r<he manager / | don't have time o 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 @
deadline o stick fo.

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.
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What do you think
might be the root
causese

Write down your
ideas In the chat
0J0)¢

© 2021 JS Penny Consulting
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Example of possible root causes

The team
were running
out of fime -

but why

The client needs more
pro-active
management to
ensure they provide
documents on fime

A culture exists
where things are
left for the
manager/partner
to finish — but why?¢

Team
members did
not fully
understand
their
responsibilities

Clear
expectations
were not set

The team
didn't
understand
the
iImportance of
this piece of
work
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The 5 Whys

1. Why did it happen?

| didn't think it was my responsibility

| ran out of fime

2. Why didn't you think it was your responsibilitye
Nobody made it clear

We always leave it to the manager

3. Why didn't the manager review it?

Ran out of fime

Trusted the team
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The 5 Whys

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.
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Categorising root causes

As you gather information poinfing fo root causes it is helpful to
categorise them, as this will assist in identifying suitable remedial action.

It can also be helpful to think of categories of issues in advance of the
root cause analysis work, as it might help focus your mind on possible
types of issue.
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Categories of problems might commonly
include:

Resources

Time/people

Technology

Technical knowledge/access to guidance

Personal, ethical and attitfude issues (including culture)
Process issues

Is the process good enoughe

Do the teams understand the processe

Project management issues

Client issues
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Categorise root causes - try this

Resources Personal, ethical, Process Project Client

attitudes management
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Categorising root causes

Resources

Personal, ethical,

attitudes

Insufficient time
Insufficient staff

Insufficient
technical
knowledge or
back-up support,
such as technical
department/senior
s 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

Process Project Client
management

Lack of clarity that Individual Client permitted

cross-referenced responsibility for to dictate when

work must be work not made information

completed clear supplied, without
consequences if

Lack of Lack of escalation impacts audit

understanding as to  when work not work

what is completed

necessary/why

important for Client management

particular audit area  issues

of ISA 540
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Remedial actions

Having established possible root causes you need 1o work out
appropriate remedial actions

What actions do you think might be needed for our example?
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Remedial action ideas

Resources

Make sure there is sufficient fime

Bhuild E(i:l bottom up budget as to how long the audit will take, starting with all key areas of
the audit.

If client doesn't deliver on time, be ready to change deadlines to ensure appropriate time
available.
Consider recruitment activities or resign from some audits, or look for efficiencies.

Consider extra support on complex technical issues.

Consider extra training so less fechnical support needed.
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Remedial action ideas

Personal, ethical, atftitudes
Be explicit re expectations that individuals finish their own piece of

work or report when they cannof.
Be explicit as to what "finish" means.

Process
Ensure audit programme clear re 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.



3
+ ISEenny+

onsulting

Remedial action ideas

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 fimetable if necessary.

Client

Manage client more directly to ensure files delivered on time or there
are relevant consequences.
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Remedial actions tracking

Remedial actions must be designed and implemented in a fimely
manner.

You will need to then evaluate the remedial actions to check that they
have been effective in dealing with the deficiency.

Factors outside of the normal monitoring activity, such as complaints,
allegations of poor work, regulatory reviews etc should also be
considered.

Your audit programme provider might provide you with a tfemplate for
tracking remedial actions, if not you can use a spreadsheet to ensure
they are implemented and checks are made as required
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Communication and
documentafi
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Communication and documentation

Just doing the root cause analysis and identifying remedial actions isn't enough.

You must communicate to the engagement teams, and others with roles in the
SOQM:

A description of the monitoring activities performed

The identified deficiencies, including the severity and pervasiveness of each
The remedial actions to address the idenftified deficiencies

ISQM sets out specific documentation requirement, including with regard to:
evaluating the findings and identified deficiencies and their root causes and
designing and evaluating remedial actions to address the deficiencies
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Not just for problems

Although the requirements for RCA relate 1o deficiencies, firms may find it
useful to also look at the root causes of good audit files.

What is it that needs to be replicated elsewhere to ensure all files are
good qualitye

These are sometimes called common factors of excellence.
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Summary of common approach (per FRC
thematic review)

Plan the process

Timetable

Allocate resources

Provide training/guidance (Network will provide)

Analyse inspection/monitoring results

Conduct inferviews with audit teams/central functions
Review relevant Audit Quality Indicators (AQIs)

ldentify root causes

Develop firm-wide action plans and monitor effectiveness
Report and communicate on the root causes
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Next steps

Identity who will undertake RCA in your firm
Ensure that they have time and resources to do this

Consider whether you need 1o outsource RCA for instance to those who
do your file reviews

Check what resources you have from service providers or network e.g.
RCA inferview templates
RCA tracking templates
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Questions

44 © 2021 JS Penny Consu Iting
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Resources
1. Generic Five Whys video 5. IFAC Root Cause Analysis is Transforming Audit
2. ICAEW Improving audit quality using root Quality
cause analysis (October 2016) 6. CAANZ An External Auditors Guide to RCA
3. FRC Audit Quality Thematic Review — Root 7. Example of how to use the fishbone tool for
cause analysis a review of the six largest root cause analysis from a US Medicare
UK audit firms (September 2016) provider
4. |AASB A framework for audit quality 8. I1ISQM (UK) 1

(February 2014)

4 5 ©2021 JS Penny Consulting
17/07/2024


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.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.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/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.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.cms.gov/medicare/provider-enrollment-and-certification/qapi/downloads/fishbonerevised.pdf
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/
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Copyright

These slides and any accompanying notes are
the property of JS Penny Ltd unless specific
written agreement to the contrary has been
made. They may be downloaded and printed
for personal use but should not be provided to
anybody else without express permission from
JS Penny Ltd.

Disclaimer

Every care has been taken to ensure that these
slides and any accompanying notes are
accurate. However, no liability is accepted in
respect of errors and readers should
understand that the material is provided as an
aid to learning and does not constitute specific
advice. Should you need specific advice on
the application of standards or guidance then
please contact julia@jspenny.co.uk
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The content of this course, along with the slides and accompanying notes, remains the copyright of the presenter and should not be
reproduced, shared or distributed without permission.

Where this document contains public sector information, this is licensed under the Open Government Licence v3.0

(

Where reference is made to professional body websites, the copyright for the material in question is retained by the relevant
professional body. UK Accounting, Auditing and Ethical Standards are © Financial Reporting Council Ltd (FRC)
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