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Conventional (periodic) audit

® Testing Is periodic

e Control effectiveness improves
after audit visit and
recommendations are actioned

e Effectiveness declines between
VISItS

e Overall trend is below expectation

Control Environment Effectiveness
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Continuous audit — for contrgst -

® Testing is continuous

e Control failure detected and fixed
almost immediately

e Effectiveness maintained

e Overall trend is upward
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The model adopted

KOLA : KPMG On Line Audit
Continuous on-line audit approach
Technology tool providing real-time monitoring of client systems

Automation is required to contain costs

Much more than data analysis (ACL, Idea etc) which is point-in-time and
backward-looking

e Monitoring for control failures, producing exception reports, calculating
regular KPIs



KOLA Audit model
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Explanation of the model

® Auditor’s server is connected to the client network — no software is loaded
onto the client system, instead KOLA is pre-installed onto a PC which
remains at the company premises in a secure location. Data stays on the
gllent system — this eases management concerns over loss of or damage to
ata.

® Direct connection to the data allows the extraction of predefined ‘audit
events’, which are defined by the auditor. These can include exceptions,
samples, system changes and control failures. The built-in scheduler
allows reporting to either occur on a predetermined periodic basis (e.g. to
calculate Key Performance Indicators) or as changes happen in the data.

® When a database change occurs which creates an exception event, KOLA
notifies the audit team with the results by email. Different members of the
team can receive personalised emails, depending on materiality.

O The team members can include these results in their workpapers, following
up exceptions as they occur.

© Email distribution also means that client management can be copied in with
the email, to give them early warning of issues.

KPMG :



KOLA —central systems/data ce
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Effect on audit work




Example audit tests

Key Performance
Indicators

Exception
reporting

Standing data
monitoring

Security
monitoring

KPMG

® Monthly extraction of general ledger balance and TB
® Stock wastage comparison by depot

® Calculated ratios

® Credit limit breaches
® Branch banking variations

® Large, round sum or out of hours adjusting journals

® Changes to standard cost or standard price masterfiles
® Accounts payable standing data changes — bank details
® Systems setting changes — controls disabled, credit limit changes

e Out of hours logins, login failures

® Segregation of duties failures

® Unusual changes to access rights, new super users created
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Example emall reports

¥ Insured credit limit breaches - Message (HTML) - Unicode (UTF-8)

ad408kpmg [Fpmgauditpo® c0.k] Senk: Mon 29/12/2003 06:00
‘Anderson, Gareth; Eason, Luke; Handscombe, Kevinj ann.willams®

i Insured credit limit breaches

dit limit breac

Example Client PLC : Accounts Payable

Vendor masterfile changes

Urgent! The following vendor records have changed and the invoice check tolerance has been changed, please]

100.(

100.0

Simple email exception report — Formatted email standing data
customers breaching credit limits monitor — changes to control

settings
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Benefits

For clients For auditors
® No need to download data e Differentiator
e Automated exception report e Automate time consuming tests
production

e \We react when controls stop
® Focus on key Issues working

® Deal with issues when they are e Spread workload over the year

fresh e Greater depth of audit for the

e Demonstrate good governance same cost

e Raise profile of internal audit ® Proactive approach to solve

e Automate testing for Sarbanes- problems as they occur

Oxley
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Audit test management

J@ Console  'Window  Help

| adion vew || & »  Bm@| % BRI XEE| 2

Tree I walert name I Skatus | Descripkion

[ Corsole Root aPotentiaI stock ouks Hald
B @ nSlow maoving stock - sell by Hold
=3 KOLA test folders =S|DW mowing stock - sales histary Hald
Syskem nStock turnover KPI Hold
Templates H Stock outs Hold
(3 Other 1 count differences Hald
-3 Example Client PLC ‘Shrinkage summary f
=121 General
D IT security
(1 General ledger

-] 5ales processing

a Irventory management
[ Payrall

-7 PRL Accaunt

-] Fixed assets

[:| Investments

-1 Debtors
-] Cash & banlk
[ Creditars
D Equity

-{#| Personalization
]--g System

H- Met security

]--El User administration
]@ Drata sources

:I--ﬁ}} Services

Llkilities
H-“| | Logging

Duaily report of sales orders likely to cause a stock out

Monthly report of stock with <30 days to sell by date

Monthly report of stock lines in excess of one year's sales
Monthly report of stock burnover by branch

Monthly summary report of unfulfiled orders by branch

Monthly summary report of adjustments from PI counts by depot
Monkthly ¢

(3 Cash processing Library list of all available tests. Library
[ Purchasing tests can be customised and added to.

(2 stock Audit test folders reflect audit file




Intuitive GUI interface

Processing
modules

90 0 @ 9 ©

Scheduler HTML Formatker ced recipients Ernail out

® @ o ©

HTML Formatter (1) sed recipients (1) Email out (1)

Formatting
modules

Initiator _,
4

modules
®

OUtpUt 50 Flat file out
modules

Tests are built by dragging appropriate
modules to the desktop and linking
them to execute in the required
sequence.
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Scheduler .

Scheduling
Properties . Days naot Eo run | Time zone | 4
[ Schedule to run immediakely
The Scheduler module
Time determines when and how often
& single the test will run — “fire & forget”

Options for time of
day to run — can be
set to when system
usage is low, usually
early hours of the
morning

{" Repeating

Skart

Options of single,
daily, weekly,
monthly to run test

Cancel
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Databases

available The SQL module provides an
from drop- intuitive interface for non-
down list specialists to build test selections

Tal

Drag & drop
the tables
and fields
required

SQLbuider | Properties |

N nanme

All tables in
the
database
listed

All fields in
the tables
listed



SQL: Point & click selection

SoL builder | Proy

and name

Point & click

selection of

saL operators and x|
oL buder | roperties | available values

T

JDBC conmection
ind

Point & click | Y= S 7 S
table joins

Point & click
selection
criteria with
and/or
inclusion of

kB! fields ' ' -



SQL: Output -

QL builder | Proy

Test properties can be set
to return all results or
“changed data only” — to
check for changes to
standing data

tion name

Click Test to
preview the
results

Results - 46 rows

Point & click selections
are captured into an SQL
statement. Power users
can write the SQL directly
into the tab



Emailing results

Fixed recipients

Admin
Bill 5. Preston, Esq

Point & click users to
receive results of test —
can include audit team
and client staff

Personalise email with
headings

The Email module is the most
often used distribution method,
but also available are Pager,
mobile phone SMS, WAP phone,

Attach files to emails —eg  Voice etc
attach large results tables
in a spreadsheet

Properties File aktachment .
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KOLA Summary —why it works

e \Works with any database %

® Data need not leave the client site IDEDWARDS

® Fast set up, minimal client effort ORACLE

® No software loaded on the client system

e Audit ‘events’ notified by email CODA
® Proactive audit

® Audit of controls, including ‘prevent’
controls

® Monitor remote locations

KPMG 23



Continuous audit - Prerequis_itefZ

e Well organised client — systems knowledge

® Good control environment — report by
exception

e Well organised audit team — audit approach
planned

e Adaptable audit team — change in approach
e Detailed understanding of client systems

e |ldentify control owners —to report failures
® Senior Management/Internal Audit support

KpPm6' 2



Practical Lessons Learned Z

@ Some conventional work Is still required

® The auditor has not been replaced

e Audit planning is also continuous

e Audit work Is more visible for client

e Management like the output — detailed info
e Use of KPIs is not widespread

® Languages can be an asset

KPMG 2
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The information contained herein is of a general nature and is not intended to address the circumstances of any
particular individual or entity. Although we endeavor to provide accurate and timely information, there can be no
guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future.

No one should act on such information without appropriate professional advice after a thorough examination of the
particular situation.

AUDIT = TAX = ADVISORY -

©-2004 KPMG 11 the ti member-firm of KPMG-International: a-Swiss tooperative: Altrights Teserved: The €KPMG togo-and name-are-trademarks of KPMG International.
© 2004 KPMG LLP, the UK member firm of KPMG International, a Swiss cooperative. All rights reserved. Printed in UK



	Continuous Auditing
	Continuous Audit
	Conventional (periodic) audit
	Continuous audit – for contrast
	Practical application
	The model adopted
	KOLA Audit model
	Explanation of the model
	KOLA – central systems/data centres
	KOLA - remote audit model
	Effect on audit work
	Example audit tests
	Example email reports
	Benefits
	The technology tool
	Audit test management
	Intuitive GUI interface
	Scheduler
	SQL: On-screen schematic
	SQL: Point & click selection
	SQL: Output
	Emailing results
	KOLA Summary – why it works
	Continuous audit - Prerequisites
	Practical Lessons Learned

