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Attention Sir Christopher Hogy, Chairman

FRC

Aldwych House — 5% Floor

71 ~91 Aldwych

London WC2E 44N 14 February 2007

Dear Sir,

British Standards
BS EN 150 9000:2000 & Others

It iz of concern that as { read various pubﬁoahonsismdbythsFR@POB%PShmusnorefmmto recognition of, or apparent
application of any Britieh or inlemational Standard wilh regard to quality mansgemant systems. | befisve the evidence is, as
represented by these publicetions, an FRRC policy failure that such standards have no place or benefit to the accounting fratemity or
even o be in the public’s interest.

The publications that { am referring lo, with some examples of ‘non compliance’ to @ British Standard, are:-

1. Al 200578 Audit Quslity Inspections Public Repart. . Appendix B (page 38) Assessing Audit Quality, this statement ia In complete
contradiciion with 1SO 19011 Paragraph 6.5.4, wiiich states * Only information that i verifiable maybe suxdit avidence®, This

’ becomeapartofmemraﬁmﬁndingsonmamusmbmmmwammanammmmusmnmﬁs

thet, “we can form a view a3 to the adeguacy of the svidence... but we are not usually able to confirm the appropristensss of the
audit opinion”. The AlU is saying that the audit records of the. auditors are incomplate. This contravenas the BS EN IS0 19011
Standard,

2. !SQC1Qua§tyCcM!brﬁmsﬂmtperbrmaudits(eﬁc) This becams effective Juna 2008 and has the same purpose as BS EN
1809000, which i a quality management system standard that has been accepted in 154 countries including the UK and some
761owmmmmmmmmmmmmmmwmmmmmmammsedon
seund management principles with a clear votabulary for communication. 150 8004 is dedicated to performance improvements arxd
is used for syster design and development pUrposes.: 1505001 specifies 250 requireiments for quality menagement eystems (GMS)
and is used for assessmeant puposes, ISQC1.Is based on a presciiption of 18 matters that 'should’ be sstablished implying it is
advisory as corpared to the emphatic 'shall’ of 1IS0-8001, a cleer quality weakriess. By being advisory, correction of non-
compliances cannot be mandated.

3.FRC Discussion Paper — Promoting Audit Quality. There is no réference o any British Starxlerd as having merit in the pursult of
audit quality — Improvemenit - specifically ISO9004; In 1987 the USA Congress créatid the. Malcolm Baidridge National Quatity
Award to recouniss US comipanies that demonsirate outstanding leadershily in the pursult of quality. In 1891, the EFOM Excallonce.
Award was lsiunched in Europs with similar goals. thhtmhﬁatboﬂammmgwnfwwwmm
demonstrate improvement in quality against defined criteria most of which 16 erbodied within 1ISO 9004; So In the last 20 years.

there Iy evidence of ‘one of the principles of 150 8000 being seriously pursued, contk‘nuawnpmveﬂmt. Audit quality exists, itlsa.

reality manifested by its ‘service’. We are all desirous of promoting quamyimpmnmtomme more effective, agoalfbraﬂ
organisations.

Professional sooountants possess a mmmmmmmgmmpmmmm production of financial statements
in compliance: of converition and-all regulations. The purposa of accounting procesess is to produce correct account records and

financisl statamants, The formal atcounting aducation neceseary for qualification doss notindiude knowledge of quality

management.principles or indesd knowledge of 1SO S000/1SO 19011/B56000-2:2006/88:25898/S0 170171 &17(24,

Within the scope ¢f IS0 900G Is the fiexiblity for 15 appiication to any type of organization and derivates for varous sectors have
indeed been published thus accommodating sactor specific requirements and fanguage. if the FRC have given due consideration to

the Standerds to Which'| réfer above but.chosery notﬁaadoptmemqmmmemswmemmmswm upon which they are-

based, asachavtemd MmuememmnwmameMm Imuldmtn!mwwhym&sa

it is coniiared thet the adoption of IS0 5000 atc by e FRC and accounting biodies and thelr membibre is very much intha interast
of achieving a ‘quality’ culture able and wiling to pariicipate In the world of the - "quaiity community’. Wll the FRC ber the leader or wil
it remain outside, Tailing this very public it is ¢harged to profett? I sincesely Fope not.

L CMA (USA) refired.

: Recognising the seriousness and importance of these comments | have been guided by an expert and welf known author on
masubject, mmmgemmsysw“s David Hoyle, to whom |-am very grateful for his ime and patience,
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Dear Jon,
Organisational Integrity — British Standards
Discussion Paper — Promoting Audit Quality

Having examined the article on promoting audit quality it seems that the primary problem with the current
audit process is that by being focused on a ‘true and fair view’ of a set of accounts the integrity of the
organisation generating the financial statements is being overlooked. This is resulting in falling confidence in |
the quality of auditing. if organization integrity were assessed, it would be possible to predict whether or not %
accounting standards would be maintained between audits.
' new approach is needed to provide greater confidence in the integrity of the accounts as weill as the
integrity of those auditing these resulis.

ISQC1 is weak because it is focused on confirming that the accounts are 'true and fair'. The recent troubles
have revealed that it is the integrity of the organisations that failed to ensure a ‘true and fair' set of accounts,
be it either Arthur Andersen or Enron for example.

A better approach is to view the client organisation as a system of processes that function together to
produce the financial statements, an approach advocated by Dr. W. E Deming (US Quality Guru) and many
others in the field of management. These processes would be audited to establish that they have been
designed and are being effectively managed to produce financial statements of integrity and that the
accounts have been generated by these processes and no others. in this context processes include ali
activities, resources and behaviours that produce the organization’s results.

It would be necessary to establish standards against which such audits could be carried out. The existing
British Standards, BS EN ISO 9000:2000 a quality management system standard, are specifically designed
for assessing the capability of organisations to achieve prescribed goals. Accordingly, the audit firms should
be judged to the same standards by independent auditors who are subject to national regulation such as

{ JUKAS, the UK Governments preferred accreditation authority.

The benefit of this new approach is that it links results with the enabling mechanisms for both client and
auditor organisations. This provides confidence that the results are not only ‘true’ at the time of the audit but
will continue to be true so long as the system remains in place.

By examining a set of accounts and the system that produced them, including the culture, values and
behaviours of those managing the business, competent auditors should detect any practices in use that
adversely impact system integrity and cast doubt on the accuracy of the financial statements.

By requiring the audit firms to submit to regulation by UKAS, their credibility and competence is assured.

Yours sincgse

Note: | am\in@ébted to David Hoyle, Hon FCQI for his patience, understanding and guidance in this submission.

cc. Paul Boyle & Paul George FRC, Paui Stennent UKAS.





