
 

© 2018 Lean Compliance Consulting, Inc, – All rights reserved 

 

  

WHY COMPLIANCE NEEDS TO CHANGE 

RAIMUND LAQUA, PMP, P.ENG 
LEAN COMPLIANCE CONSULTING, INC. 

Ray.laqua@leancompliance.ca 

MAY 1, 2018 



 

© 2018 Lean Compliance Consulting, Inc. – All rights reserved  1 

Why Compliance Needs to Change 
 

Raimund Laqua  May 1, 2018

What’s Wrong with Compliance 
Increasingly, organizations are observing that their 
compliance programs are not achieving their intended 
outcomes. Compliance is seen as too expensive, 
ineffective and unable to keep up with emerging 
standards and regulations. Compliance appears to be 
falling behind, and in the process, exposing 
organizations to unnecessary risk. 

For many organizations compliance is implemented as 
an audit function and a tax on productivity. This burden 
is significant. A conservative estimate1 of the cost of 
compliance is 10% of a worker’s time and salary just 
dealing with regulations. In high-risk industries this 
can easily be between 20%-30% to support all the 
necessary: quality, safety, regulatory, environmental, 
and dozens of other programs. It is easy to imagine 
that If compliance continues on its present course, 
compliance will require: 

One person to do the work and another 
person to ensure that compliance is met 

Clearly, this is not sustainable or desirable. 

Organizations that invest in compliance programs are 
able to achieve specific benefits2. However, it is not 
clear how effective3 these programs are with respect 
to improving outcomes which are the anticipated 
impacts of meeting obligations. This lack of clarity can 
be partially attributed to an overemphasis on 
retrospective performance indicators which on their 
own are not sufficient to evaluate effectiveness. 

There are other factors that contribute to why program 
effectiveness is difficult to measure and improve: 

• Poorly designed or misunderstood regulatory 
frameworks 

• Lack of defined compliance obligations, 
outcomes and objectives 

• Lack of appropriate models, measures, 
indicators, and controls 

• Not effectively managing uncertainty 
• A focus on conformance over the 

achievement of outcomes 
• A prevailing reactive approach based on 

inspections and audits 
• Viewing compliance as a necessary evil 

Perhaps, the one that is most fatal is the last one. 
Considering compliance as a “necessary evil4” instead 
of a necessary good makes it more likely for 
companies to be reactive, focused mostly on non-
conformance, and with a goal of only passing an audit. 

 

Whereas, considering compliance as a “necessary 
good” produces proactive behavior that leads to 
ownership of outcomes and a goal to meet obligations. 

In this article, the effects of a reactive approach to 
compliance is explored and compared with one that is 
based on proactive strategies.  
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What is Compliance? 
First it is necessary to take a closer look at what is 
meant by compliance which has different meanings 
depending on the industry, business, or business 
function. However, at a basic level compliance is about 
conforming with official requirements5.  

These requirements can manifest themselves as 
mandatory or voluntary commitments6 and may come 
from a variety of sources that include: regulation, 
industry standards, corporate policy, program charters, 
standard operating procedure, and so on. 

Compliance requirements can also vary in how they 
are described based on their design framework.7  A 
useful way to evaluate regulatory designs is by 
comparing them along micro/macro and means/end 
dimensions: 

• Micro-Means – Prescriptive 
• Macro-Means – Management-based 
• Micro-Ends – Performance-based 
• Macro-Ends – General Duty/Liability 

In practice, standards and regulations subscribe 
predominately to a given quadrant although may 
contain elements from each.  

For example, ISO 90018 began as a predominately 
prescriptive standard which facilitated an audit 
approach to compliance. However, recently it is has 
become a “management-based” standard that 
requires companies to establish their own objectives 
and outcomes.  Risk-based thinking9 was also added 
to the latest revision which can be considered as a 
“general duty/liability” requirement. 

The design framework plays an important role in the 
way audits are implemented. Management-based 
standards require evidence of the existence of 
management systems and processes. This may also 
include checking for the adherence to prescriptive 
elements such as: is there a documented process to 
manage corrective actions? 

However, validating the effectiveness of compliance 
programs is not addressed by either prescriptive or 
management-based designs. Companies can still 
choose to do so although that would be considered a 
voluntary obligation and given a lower priority against 
mandatory requirements.  This may contribute to why 
over 70% of companies 10  do not measure the 
effectiveness of their programs. They are only doing 
what is considered mandatory rather than what is 
needed to advance program outcomes. 

Design frameworks also determine how much 
autonomy is given to organizations to decide the 
details by which they will achieve compliance. Industry 
as a whole has spent decades under the tutelage of 
prescriptive regulations where there is minimal 
autonomy and therefore minimal accountability for 
outcomes.  Recent changes11 to industry standards 
and regulatory statutes have increased the level of 
autonomy to improve the advancement of outcomes, 
but this also creates significant challenges. Perhaps, 
most importantly, the need to take ownership and for 
companies to assume accountability for the intended 
outcomes of compliance. 

Compliance has changed in other ways particularly 
with the adoption a continuous improvement and risk-
based strategies 12 . These strategies are both 
proactive13 . in nature as they involve: anticipating, 
planning, and striving to have an impact. 

 

The focus of compliance has shifted from 
reactive to proactive behaviors 

Compliance has moved beyond conformance-to-
prescription and is now focused on improvement, 
managing uncertainty, and achieving outcomes 14 . 
These changes impact not only the way in which 
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compliance needs to be implemented but also the role 
that is has within the organization. 

What is the Role of Compliance? 
Fundamentally, the role of compliance is centered on 
managing risk15. 

One way to understand this is by considering the 
concept of a value chain developed by Michael 
Porter16. A value chain considers the effects on margin 
resulting from value generating processes which 
Porter calls, “primary activities.” In addition, secondary 
activities: those that support the primary activities, 
serve to increase margin by improving productivity. 

 

In a similar fashion, compliance programs can be 
considered as secondary activities, however, instead 
of improving productivity, they buy down risk to 
ensure that margins are achieved. 

 

Each program manages uncertainty connected to 
specific risk sources17. To be effective each program 
must achieve conformance at the system level as well 
as achieve the outcomes at the program level.  

The most significant critique 18  with respect to 
compliance is that it is possible to conform to a 
standard or regulation and still not achieve the 
anticipated outcomes. Reasons for why this occurs are 
explored in the following sections beginning with the 
shortcomings attributed to how compliance has been 
implemented. 

How is Compliance Implemented? 
The prevailing approach to compliance is based on a 
reactive model driven by lagging indicators and audits.  

Audits were first introduced by financial institutions to 
identify and prevent fraud. Their focus was to test the 
integrity of accounting procedures and financial data. 
Since then, audit practices have developed alongside 
of changes to standardized accountancy to become a 
crucial role in: governance, risk, and compliance 
activities. 

The audit function has grown beyond the financial 
function to cover other compliance programs such as: 
ethics, occupational health and safety, process safety 
management, environmental, quality, security, and 
others. However, there is an important distinction 
between auditing financial statements and ensuring 
compliance outcomes; particularly when it involves 
quality, safety, and risk. The latter, involves 
preventing what has not yet happened compared 
with verifying what already has. 

Not understanding this distinction has resulted in the 
misapplication of audits as the primary method by 
which compliance is: implemented, measured, and 
improved.  
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The following are four common audit misuses applied 
to compliance programs. 

1. Audits are focused on activity instead of 
outcomes 

The role of audits should be to validate program 
outcomes and verify the integrity of compliance 
systems. However, years of auditing prescriptive 
regulations have created an overemphasis on 
inspecting activity prompted by auditors often 
prescribing "how" compliance should be met even 
when the regulations or standards do not call for it.  

This practice was rightly stopped in the financial sector 
with the separation of audit and advisory functions. 
Unfortunately, this correction has not yet taken hold 
across many regulatory, standards and certification 
organizations.  

2. Audit findings are used as compliance 
obligations 

Audits generate findings that in turn result in a list of 
corrective actions. These are often used directly by 
managers to define compliance obligations. This 
poses several problems particularly when the audit 
findings inappropriately prescribe remedies.  

Those who are responsible for compliance should not 
immediately accept findings or an auditor's particular 
interpretation without proper consideration of: risks, 
level of compliance maturity, and the specific goals of 
the affected compliance program. 

3. Audit findings are used as the only source for 
compliance improvement 

Many companies use audit findings as their only driver 
to improve compliance programs 19 . These are not 
sufficient as audit findings are too slow to provide 
feedback and are too late to influence outcomes that 
have already happened. In the words of Deming20: 

Inspection is too late. The quality, good or 
bad, is already in the product. 

Findings also do not typically cover aspirational or 
voluntary goals that companies may choose to pursue. 
Standards along with regulations are at best minimum 
requirements and not intended as the high-water 
mark.  

The argument that it is enough only to do 
what the law requires is a weak argument 

particularly when it involves safety. 

4. The audit function inappropriately assumes 
managerial accountability for compliance 

The lack of clear accountability for compliance 
obligations often results in the audit function taking on 
this role and determining how compliance should be 
met and what the obligations should be. This 
diminishes the responsibility of managers who are the 
ones that should be accountable.  

Compliance responsibility is a managerial 
role not that of an auditor or committee 

The lack of accountability often manifests itself in the 
form of excessive audits such as: pre-audits to get 
ready for internal audits to get ready for external 
audits. All of these in hopes of satisfying a benchmark 
that is uncertain. 

How to Fix Compliance 
The compliance landscape has changed and is 
moving towards an increased emphasis on achieving 
outcomes. This shift requires that organizations be 
more intentional about their compliance. In fact, it 
requires for them to be proactive. 

A proactive approach to compliance contrasts to 
previous reactive strategies in the following way: 

Reactive Compliance Proactive Compliance 
No Objectives or Goals Clear Objectives and Goals 
Lagging indicators Leading indicators  
Uncertain and Surprised Certain and Anticipating 
Focused on Symptoms Focusing on Root Causes 
Forced Timeline Plan Timeline 
Always behind Always Ahead 
Focused on Output Advancing Outcomes 
Sunk Cost Return on Investment 
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As mentioned previously, proactivity is more than an 
attitude or a bias, it is itself a process of action that 
includes: anticipating, planning, and striving to create 
a future outcome that has an impact13. This is precisely 
what is needed when the goal is to advance outcomes. 

Four Proactive Strategies 
The following four strategies are based on a proactive 
model that addresses the four misuses of audits. 

 

1. Take ownership of all obligations (mandatory 
and voluntary) 

Taking ownership means more than simply complying 
with a given guideline, standard or regulation. 
Ownership means being responsible and answerable 
for the outcomes of compliance obligations – the 
promises made to stakeholders.  

The following steps are recommended to clarify 
compliance obligations and improve the likelihood that 
they are achieved: 

• Document the context and expectations for 
each obligation 

• Define what constitutes evidence of 
compliance  

• Define how progress against outcomes will be 
measured 

• Identify what standard will be used to establish 
normative processes  

• Identify what is needed (structure, resources, 
technology, culture, etc.) by the organization 
to achieve the desired outcomes 

• Identify and evaluate risks (both threats and 
opportunities) for each obligation  

 2. Embed compliance into programs, systems and 
processes 

Compliance requirements manifest themselves inside 
a business in many ways. However, there are two 
contexts that address the majority of an organization’s 
compliance obligations:  

1. management systems: quality, safety, 
environmental, risk management, audit, 
project management, and others. 

2. Processes under regulation 21 : human 
resources, security, finance, design, 
manufacturing, maintenance, supplier 
management, and others. 

Compliance benefits from being directly embedded 
into each process rather than only through inspections 
and audits. Embedding compliance enables the level 
of compliance to be known at all times rather than only 
after an audit is performed. With this in mind, the 
following are important measures to consider: 

• Measures of Effectiveness (MoE) – 
measures of progress towards compliance 
outcomes; measure of effort 

• Measures of Compliance (MoC) – evidence 
of compliance, key results that are critical to 
compliance 

• Measures of Performance (MoP) – 
measures that relate to the operations of the 
compliance program, systems, and 
processes; measures of capability. 

3. Monitor in real-time the status and the ability to 
stay in compliance 

Regulators and standards bodies are interested in 
knowing whether companies have met their 
compliance obligations in the past, but more 
importantly, that they are able to meet their 
compliance in the future. 
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Companies should establish real-time monitoring, so 
they are always certain of their level and capacity to 
meet compliance.  

Less effort is needed by achieving and staying in 
compliance all the time. This is not unlike trying to lose 
weight. It is easier to keep the weight off rather than to 
gain and lose it time after time.  

However, what is often overlooked is that by keeping 
the weight off you can experience the benefits of a 
healthier life-style all the time. You will have the energy 
to do the things that really matter and are important to 
you.  

The same is true for compliance,  

why wait for an audit when you can 
experience the benefits of always being in 

compliance? 

Perhaps, the reason that companies do wait is that 
they do not understand or have defined goals beyond 
conformance to a standard.  

4. Improve compliance on an incremental and 
continuous basis 

LEAN has taught us22 that improvements done in an 
incremental and continuous fashion can add up to 
substantial benefits that accrue over time. It is not 
surprising that many standards now require 
continuous improvement having adopted the Plan-Do-
Check-Act (PDCA) cycle first introduced by Deming23 
and now central to LEAN.  

However, improvements must be constrained to those 
that advance outcomes to avoid investing too much or 
too little. Improvements must also address risks 
introduced either in implementing the change or by the 
change itself.  This requires a risk-based24 change 
process to effectively implement critical compliance 
changes and address possible impacts to other 
programs and systems. 

Summary 
Compliance has for many years been based on a 
reactive model that for the most part only addressed 
conformance to prescriptive requirements. This has 
unfortunately reinforced reactive behaviors which now 
work against achieving the intended outcomes of 
compliance programs. 

Compliance systems that use a reactive model are at 
risk and vulnerable to the weight of changing and 
increasing regulation and standards. The most 
impactful change is the increase in autonomy which 
brings with it increased accountability. Many 
companies are not prepared to take on these 
obligations. 

Compliance requirements are no longer static and now 
require continuous improvement and the adoption of 
risk-based strategies. These changes not only 
encourage but require proactive behavior. 

Adopting a proactive approach is essential 
to achieving compliance outcomes 

Companies that adopt a proactive approach will 
implement processes that involve: anticipating, 
planning, and striving to create a future outcome that 
has an impact13. 

These companies will find that they no longer wait for 
customer complaints to arrive, or audit findings to be 
found, or for issues to mount up before they act. As a 
result, they will also discover their risks reduced, 
outcomes advanced, and the trust of their 
stakeholders increased. 
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1  The total cost of compliance is difficult to estimate. 
Reported estimates for regulatory compliance include: 8% of 
GDP, 10% of operating costs, $8,000 per employee, and so 
on. The National Association of Manufacturers (NAM) 
reports $9,991 (2014) per employee per year for the cost of 
regulatory compliance alone. 
2 Benefits are those that result from the adoption of best 
practices and not by the standard itself. 
3 Iraj Mohammadfam, (2017), Evaluation of the Quality of 
Occupational Health and Safety Management Systems 
Based on Key Performance Indicators in Certified 
Organizations – the effectiveness of OHS programs is higher 
in certified versus uncertified organizations. 
4  Carlos del Castillo-Peces, (2018), The influence of 
motivations and other factors on results of ISO 9001 
standards, European Research on Management and 
Business Economics – companies motivated by external 
pressures to obtain certification resulted in conforming only 
at an administrative or surface level without optimising the 
QMS’s effectiveness and are likely to fail or gain fewer 
benefits. 
5 Merriam-Webster Dictionary, Definition for Compliance 
6 ISO 19600:2014, Compliance Management Systems 
7  The National Academy of Science, (2018), Designing 
Safety Regulations for High-Hazard Industries, Committee 
for the Study of Performance-Based Safety Regulation 
8 ISO 9001:2015 Quality Management Standard 
9  Risk-based thinking – is not defined in a prescriptive 
manner in the ISO 9001:2015.  This has caused some to 
criticize the authoring committee for their lack of detail.  
However, that is missing the point, which was to elevate the 
role of risk management while allowing the level of rigor to 
be determined by each company based on the risks each is 
facing.  
10  Hui Chen, Eugene Soltes, (2018), Harvard Business 
Review – Why Compliance Programs Fail and How to Fix 
Them, March-April 2018 Issue 
11  Examples include: ISO has moved to a management-
based design, API RP 1173 Pipeline Safety Management 
System while a guideline is also management-based but 
more holistic in its overall approach. These have posed 
challenges to organizations that have structured their 
program based on adherence to prescription and are 
struggling to implement these new systems. 
12 Center for Chemical Process Safety, (2007), Guidelines 
for Risk Based Process Safety, Figure 2.1 Evolution of 
Process Safety and Accident/Loss Prevention Strategies – 
The diagram used in this article is based on Figure 2.1 and 
updated to reflect the current compliance landscape. 

13 “A.M. Grant, S.J. Ashford, (2008), The dynamics of 
proactivity at work, 
https://doi.org/10.1016/j.riob.2008.04.002 
14 This shift can also be explained by how risk itself has 
evolved. Risk management is more than mitigating adverse 
consequences of risk events, it also considers prevention to 
ensure that those risks do not occur in the first place.  
Prevention is a proactive activity. 
15  Compliance programs are the means by which risk is 
managed to ensure business outcomes.  They do not create 
value in the physical sense and this often creates the tension 
between: production and quality, as an example. However, 
they create value in terms of: increased quality, reduced 
safety incidents, reduced regulatory violations, reduced 
environmental impacts, and so on. Without those outcomes 
it is not likely that companies can stay in business. 
16 Michael Porter, (1985), Competitive Advantage: Creating 
and Sustaining Superior Performance 
17 Risk sources – it is not uncommon for companies in high-
risk industries to have dozens of programs that include: 
quality, safety, regulatory, environment, process safety, 
damage prevention, emergency preparedness, etc. 
18 This is the most common critique about ISO 9001. Studies 
have shown that conforming to the standard without an intent 
to improve quality is unlikely to result in any significant 
improvement in quality outcomes. 
19 It is the author’s experience that companies rarely have 
funds to improve their compliance programs, yet when faced 
with an audit finding, they somehow find as much money as 
they need to fix the issue. However, this results in spending 
more money had they been proactive in the first place. 
20 W. Edwards Deming, Out of Crisis, Inspection does not 
improve the quality, nor guarantee quality. Inspection is too 
late. The quality, good or bad, is already in the product. As 
Harold F. Dodge said, “You cannot inspect quality into a 
product.” 
21 In this context, regulation means the act of bringing a 
process into conformance to a standard. 
22  Takehiko Harada, (2015), Management Lessons from 
Taiichi Ohno, Lesson 6 
23 Plan-Do-Check-Act (PDCA) – Also known as the Deming 
wheel or Shewhart cycle. 
24 Risk-based change processes are often referred to as, 
“Management of Change” in industries using process safety 
management (PSM). These industries have implemented 
risk-based processes for decades and as such developed 
deep knowledge and expertise to address uncertainty when 
implementing change. 

                                                   
 


