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Objectives
What is Continuous Auditing and Monitoring?
What are the goals and objectives?
What are its benefits?
What does it take to perform?

IIIII nm

7TEAO EO (AOOEO #1 Ol OUBO AH+



What is it?

Continuous Auditing Continuous Monitoring
Any method used by auditors The processes management
to perform audit related puts in place to ensure that
activities on a more Its policies, procedures, and

continuous or continual basis ~ PUSINESS processes are
operating effectively
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effectiveness of risk appointed officials

managementand the department heads, financial
effectiveness and efficiency of  managers and supervisors
controls Manage risks and design,

Implement, maintain, and
monitor controls



What is it?

Continuous Auditing and Monitoring are the specific
components of the broader process of Continuous Assurance

Continuous Assurance combines internal auditing (ll1A -
iIndependent objective assurance and consulting services)
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Continuous Assurance Is an opinion or statement to a third
party (internal or external) regarding the state of affairs

relating to governance, risk management, and control
processes

Continuous Assurance applies to transactions, business
processes, or the overall financial performance of business
processes



What are its goals?
Assessment of governance processes and structures

Assessment of risk management processes

Assessment of the adequacy and effectiveness of
controls



What are its objectives?

Implement a combined strategy that uses Continuous Auditing,
traditional auditing, and Continuous Monitoring activities

Satisfy the demands from internal and external influences for
assurance that control procedures are effective and that the
Information produced for decision-making has integrity

Make effective and efficient use of information gathering and
data analysis technologies while maintaining applicable data
confidentiality and access security

Assist in identifying and reducing instances of error, fraud,
waste, abuse, and noncompliance

Assist in providing operational efficiencies
Assist in identifying cost savings opportunities

Perform periodic reviews of the assurance process to assess the
usefulness of the activities, identify new areas for application,
and modify as appropriate



What are its benefits?
Analysis of a larger portion of the transaction population

More timely assessment of transaction activity

More timely assessment of controls and mitigation of
weaknesses or violations

More timely assessment of risks and implementation of
mitigating controls or measures

Auditing and monitoring efficiencies and effectiveness
Integration into other auditing activities and procedures
Increased confidence in financial results and reporting
Financial operation improvements

Reduction of financial misstatements (in financial transactions,
processes, and accounting and reporting due to errors or fraud)
and the reduction of the potential for fraud



What does it take to perform?
Education and Understanding
Cooperation z Management Buy Inz Planning

Understanding of Business Environment and
Processes

u Transactions, System Activities, and Events

u Statutory and Regulatory Requirements

u Control Points, Objectives, and Activities

i Management Responsibilitiesz Reporting Levels

i General Assertions Related to Data and Reporting



What does it take to perform?

Data

u What is available and its characteristics?
u How to access?

u How often to access?

u When to access?

u What can it tell me?

i What are the relationships?




What does it take to perform?

Tools z What to use?
Staffing Requirementsz Skill set

Reporting and Follow-up z Communicating the results
and following up on exceptions



Why?
Public Demand /
Scrutiny

Demand to Do More

Technology
Advancements

Complexity of Financial
Systems

Complexity and Volume
of Activity

Paperless Processes

Decentralization of
Processing

Professional
Requirements



Harris County’s Approach

Internal Control is a processz effected by those

charged with governance, management, and other
personnel-designed to provide reasonable assurance
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regard to reliability of financial reporting, effectiveness
and efficiency of operations, and compliance with
applicable laws and regulations (AICPA SAS 109)



Harris County’s Approach

Five Components of Internal Control

Control Environment z tone of the organization, control
consciousness of its people, provides discipline and structure

Risk Assessmeny identification and analysis of relevant risks
to achieving objectives, how to manage

Information and Communication Systems z identification,
capture, and exchange of information in a form and time
frame that enables carrying out responsibilities

Control Activities z policies and procedures for carrying out
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Monitoring 7 assesses the quality of internal control
performance



Harris County’s Approach

Risk categories help identify potential events or conditions
that may affect the achievement of business objectives

External Environment Operational

Legal Information
Regulatory Human Resources
Governance Financial

Strategic Technology

Risk assessment Is based on two measures

Likelihood z the certainty that the exposure will result in a
loss or negative impact

Severityz the extent to which the impact will be felt



Harris County's Approach

Goal:

To determine the adequacy and effectiveness of controls
within the financial accounting system(s), thereby
providing assurances over data integrity (availability,

accuracy, and reliability), operation of the system(s),
and reporting.



Harris
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Approach ~§ ep%
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Data Integrity

Available
Accurate

Reliable




Harris County's Approach

Business Process z a combination of actions which
produce financial transactions and events that
ultimately result in statutory, regulatory, or financial
reporting as either statement presentation or written
explanation.

Considered in relation to the transaction cycle to
which the actions relate or the subsystem in which the
transaction or event is recorded.



Harris County’s Approach

Revenue Cycle

Customer Acceptance /
Setup

Sales, Fees, Fines, and
Taxes

Cash Receipts

Receivables

Allowance for Doubtful
Accounts

Security Deposits

Expenditure Cycle

Vendor Acceptance/
Setup

Purchasing

Accounts Payable

Payroll

Personnel

Cash Disbursements

Accrued Expenditures

Property, Plant,
Infrastructure, and
Equipment

Production /
Conversion Cycle

Capital Asset
Construction /
Betterments /
Maintenance

Property and Deferred
Cost Accounting

Cost / Project
Accounting

Inventory

Financing Cycle
Debt

Investments

Other Financing
Sources / Uses

Equity / Net Assets

Reporting Cycle

Valuation and
Estimation Decisions

Accounting Principle
Application

Unusual and
Nonrecurring Activities
and Decisions

Contingencies




Harris County's Approach

Relevant Controls z comprised of control points, objectives, and
activities, based on contribution to internal control structure
and three general assertions

Control Point 7z an instance in a transaction, system activity, or
event in which management has implemented a step(s) to
provide assurance(s) relating to data integrity, system operation,
and / or reporting

Control Objective z a statement(s) of the desired result or
purpose to be achieved by implementing a Control Point(s) in a
particular Business Process. (authorizations, accuracy,
completeness, validity, efficiency and effectiveness, segregation
of duties, safeguarding of assets, asset accountability, and
regulatory compliance)

Control Activities 7 the policies and procedures that help
ensure management directives are carried out



Harris County's Approach

Control Activities:

Performance reviewsg comparison of actual performance
to budgets, forecasts, prior period performance

Information processing z checks of occurrence, accuracy,
completeness, authorizations

Physical controlsz physical security, access to assets, access
to records, access to computer programs and data,
comparisons of physical counts to recorded data

Segregation of dutiesg assigning responsibilities for
authorizing transactions, recording transactions, asset
custody, and reporting to different individuals



Harris County's Approach

Relevant Assertions Zz the assertions that have a
meaningful bearing on whether an account is fairly
stated (transaction, system activity, and event
assertions, or account balance assertions) or on the
data included in connection with the period -end
financial, statutory, and regulatory reporting process
(presentation and disclosure assertions).



Harris County's Approach

Transaction / System
Activity / Event
Assertions

Occurrence

Completeness

Accuracy

Cutoff

Classification

Account Balance
Assertions

Existence

Rights / Obligations

Completeness

Valuation / Allocation

Presentation /
Disclosure
Assertions

Occurrence / Rights /
Obligations

Completeness

Classification /
Understandability

Accuracy / Valuation




Harris County's Approach

Critical z the significance of the item is determined to be

so crucial within the Business Process that measures will be
taken to assure strict compliance (preventive and approval
activities).

Important z the significance of the item is determined to

be key within the Business Process that measures will be
taken to assure reasonable compliance (detective,
corrective, and approval activities).

Awareness z the significance of the item is determined to
be routine within the Business Process that measures will
be taken to assure satisfactory compliance (allowance
activities).



Harris County's Approach

Analysis Methods:
Traditional auditing
procedures
Exception reporting
Periodic audits and reviews

Application and system
testing

Trend analysis
Mean dispersion analysis

Period to period
comparisons

Data patterning

Event and activity tracking
Routine audits and reviews

Results and activity
verifications

Control set analysis

Pivotal points of change
analysis

Ratio analysis

Data stratification
profiling



Harris County's Approach

Phase | z Directed primarily at the internal controls utilized i,
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of this phase is to provide management with assurance that the

controls that are identified and implemented within the system

are in place and changed only upon proper approval by the

applicable responsible individual (s).

Phase Il z A continuation of Phase | through the performance of
additional analysis of relationships between the controls
identified during Phase | and the beginning of detailed
transaction analysis.

Phase Ill z A continuation of the two previous phases with
further analysis of the controls and transactions while adding
trend analysis of the transactions processed. In addition, other
systems having a financial impact on the activity recorded in the
financial system will be reviewed and considered for inclusion
into the auditing / monitoring approach.



Harris County's Approach
Baseline Comparisons of System Files
Budgetary Controls
Health Insurance Claims
Workers Comp Claims

Position Control Numbers

Payroll Allowances - Car Allowances, Cell Phone
Allowances

Temporary Personnel



Harris County's Approach
Problems Encountered:

Access to Data
Staffing
Scope

Reporting
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