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Message from the Chairman

Dear IAFEI members,
Season’s greetings from the Philippines!
It is my pleasure to present to you the 46 issue of the IAFEI Quarterly, the last for 2019.

2019 has been very busy for IAFEI. A lot of initiatives and projects were explored this year with the hope
of expanding our membership and global footprint. Last year, we endeavored to bring more value in
being a member of IAFEI

As we begin the next decade in 2020, let us continue to improve the services that IAFEI provides to your
organization. | hope you can do your share, together with the ExCom and Advisory Council, by providing
articles to the IAFEl Quarterly and updates for the IAFElI Forum, by significantly contributing to the
projects of the Technical Committee and by promoting the advocacies and activities of our global
organization to your peers, among others. | believe, these will help us increase our membership.

At this point, | would like to thank all of you for all the support throughout the year and | hope for the
same in 2020.

For any suggestions and comments, you may share it through the IAFEl Secretariat at
m.vinluan@iafei.org and secretariat.iafei@gmail.com.

A Prosperous New Year to all of us!
Thank you and all the best!
Sincerely,

EDUARDO “Ed” V. FRANCISCO
Chairman
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Intelligent Audit — Getting ready for the next generation
compliance controls

by Mauro Marchiaro, Senior Managing Director Accenture, Italy,
and by Riccardo Volpati, Managing Director Accenture, Italy

In the fast-changing landscape of corporate
digitalization, compliance control activities (commonly
referred to as audit) remained rather unchanged for
decades. But as new technologies such as Al, RPA and
blockchain gain momentum in corporate functions,
internal auditing procedures as well as the activity and
service mix of external auditors are getting reshaped. In
the context of increased regulatory complexity and
growing transparency and information requirements,
this transformation will not only be aimed at cost
reduction, but also at broadening coverage and
improving audit robustness and quality.

Large Organizations spend millions of dollars every year
on audit services and employ hundreds of people
working full time on compliance processes and controls.
In addition, internal and external audit costs are
expected to grow significantly considering some internal
and external factors (e.qg. significant percentage of failed
inspections carried out by Government watchdog
organizations, new regulatory framework and
requirements, acquisitions, etc.).

SEC filers have ineffective
20%) Internal controls over
financial reporting

60% of the audit fees are on
account of auditor’s time in
collecting data

®

Auditors and businesses
surveyed believe

58'% technology will have the
biggest impact on audit over
the next 3-5 years

Auditor’s willingness to
develop enhanced audit
processes and greater

MY it identified as a key

influencer

One in three audits
inspected by PCAOB*,
Govt. watchdog fails
inspection

Survey respondents
suggest that PCAOB
inspection findings will drive
an increase in audit fees.

=X

Leveraging scalable
automated testing solutions
is identified as the single
biggest challenge

Growing demand for data
and analytics usage to
increase speed and
efficiency in audit

i

¥

*PCAOB: Public companies accounting oversight board, A government watchdog; Sources: Financial Executives
Research Foundation survey; Forbes, Accenture Research

In actual facts, in most Corporate environments the
amount of compliance controls to be performed is very
material - in the range of thousands of controls — and
executed manually, involving many parties and
different  organizational units  (corporate  and
operations) and leading to high level of complexity and
increasing risks of errors.

The digital transformation of Audit can be a bold
starting point for the journey of corporate digitalization.
As an example, a large Energy Group recently
leveraged compliance controls digitalization to focus
effort of external and internal audit on high-value
added activities, while improving accuracy of controls
and enabling continuous audit and monitoring.

Like in any other digital transformation, humans will
still remain at the center. New Audit can be considered
as a perfect case that would fall into the definition of
“Missing Middle” as per P. Daugherty’s “Human +
Machine” “While certain job tasks might always be
exclusive province of either human or machine, our
research shows that many old jobs are transforming,
and new jobs are emerging around human-machine
teams....The traditional approach has been to view
human and machines as rivals, but the binary
perspective is overly simplified and neglects the
powerful collaboration that have been occurring in the
Missing Middle between the two sides.”

Like in Daugherty’s “Missing Middle” concept, in the
Digital Audit space external (as well as internal)
auditors will maintain their relevance when it comes to
validating outcomes and robustness of control
processes and tools, however the activity and service
mix required to get there will substantially change, by
being largely delegated to intelligent machines.
Additionally, the quality and pervasiveness of controls
enabled by the New Audit model will empower their
sign-off authority even further, by feeding more
structured information and insights.
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TRADITIONAL AUDIT THE NEW AUDIT
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