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Core Propositions

» More and better traditional auditing is
inversely related to effective control.

» Management should be responsible for
periodically formally assessing and
reporting on the status of risk and
control.

The Traditional Audit Paradigm

» Auditors assessing and reporting on
internal control — auditors doing
management'’s job but only on a fraction
of the universe — is not the route to
continuous assurance.

Auditors and CAATs

» Auditors doing management’s job
with IT tools.

» Automated undermining of
management’s responsibility to
assess and monitor the control
systems they oversee.

NOTES
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External Auditors

» External auditors have been happy to do
management’s work for them — for a fee.

A4

External auditors prior to SOX were
reluctant to candidly report observations on
control effectiveness.

v

Their totally rational behaviour has
undermined good governance.

Auditors and Continuous Auditing

» Continuous auditing, if misapplied, is a
more extreme form of auditors doing
management’s work and undermining
management'’s responsibility for control.

» A core premise of re-engineering is don’t
automate an approach that has serious
flaws to begin with.

Sarbanes-Oxley ushers in
a new auditing paradigm —

the dawn of “Attestation Reporting”

$404(b) Internal Control Evaluation and Reporting
With respect to the internal control assessment required
(a), each public firm

that prepares or issues the audit report for the issuer
shall attest to, and report on, the assessment made by
the management of the issuer. An attestation made under
this subsection shall be made in accordance with

for issued or adopted
by the Board. Any such attestation shall not be the
subject of a separate engagement.
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Integrated Risk Management & Assurance
Attestation Reporting Model
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Implications of the Shift
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Implications of the Shift

For External Auditors

They are being pushed by law makers
towards an integrated audit of the financial
statements but this will only happen

after experience is gained and serious
pressure exerted by the SEC and PCAOB to

modify their auditing methods and tools.

Implications of the Shift
For the discipline
of continuous auditing

Continuous Continuous
auditing monitoring

done by done by
auditors management

Continuous Auditing of
Continuous Monitoring

Implications of the Shift

For Management a New Era of Disclosure

We are:

Q Really, really confident the numbers are good
Q Fairly confident the numbers are good

O Hopeful the numbers are mostly right

Q Relying more on good luck

Q Fairly confident the numbers are wrong but we
think we can get away with it
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Implications of the Shift

For Audit Committees

Require internal and external auditors
provide a report on the quality of
management’s risk and control
assessment processes and results.

The Future

The future is not more and better
auditing by auditors.

% A key step is to make management
\_ /4 assess and report on risk and
‘-—-f control status and require auditors
?F\ report on the reliability of those
reports.

Questions
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