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Mental Exercise

* When was the last time you came up with an idea to improve what you are
doing or the things around you (technology- and work-related)?
* This morning
* Yesterday

e Last week \ Postjit
e Last month | Exercise
 Lastyear

* What was it?
* What motivated you to think about it?
* What did you do with the idea?



Common Al Application in Auditing

* What They Can Do - Common Al / ML Applications in Auditing
* These tools are enabling auditors to do new things or perform existing audit tasks more efficiently:

. Anoma(l}/ detection in transactional data — instead of just sampling, whole populations can be
scanned to flag outliers. Thomson Reuters+1

* Risk assessment / profiling — Al helps identify high-risk areas to focus audit effort. Thomson Reuters
Tax+2Fieldguide+2

* Document/ contract review using natural language processing (NLP) — extracting relevant clauses,
spotting deviations, automating parts of the evidence collection. Thomson Reuters Tax+2Bacancy+2

* Continuous auditing / monitoring — rather than periodic audits, some tools allow continuous
collection and analysis of data to flag issues earlier. Thomson Reuters Tax+1

* Workflow automation — automating repetitive tasks, client request management, preparing
workpapers, coordinating collaboration. Fieldguide+1

* Predictive analytics & forecasting — predicting where future risk or misstatements might occur;
checking reasonableness of management projections. Thomson Reuters Tax



https://www.thomsonreuters.com/en/press-releases/2024/september/thomson-reuters-unveils-ai-powered-audit-intelligence-solutions-to-reimagine-auditing-practices?utm_source=chatgpt.com
https://tax.thomsonreuters.com/en/insights/white-papers/what-can-ai-do-for-auditing?utm_source=chatgpt.com
https://tax.thomsonreuters.com/en/insights/white-papers/what-can-ai-do-for-auditing?utm_source=chatgpt.com
https://tax.thomsonreuters.com/en/insights/white-papers/what-can-ai-do-for-auditing?utm_source=chatgpt.com
https://tax.thomsonreuters.com/en/insights/white-papers/what-can-ai-do-for-auditing?utm_source=chatgpt.com
https://www.fieldguide.io/solutions/financial-audit?utm_source=chatgpt.com
https://tax.thomsonreuters.com/en/insights/white-papers/what-can-ai-do-for-auditing?utm_source=chatgpt.com

The challenges

 Data quality / availability: Al works well when data is clean, comprehensive, and in
usable format. Many audit clients don’t have that including the Philippine
government

* Interpretability & trust: Auditors have to understand what the Al flags mean; false
positives / negatives need human judgement.

* Regulation & standards: Assurance bodies / regulators are still catching up.
Auditors need to ensure their Al tools comply with audit standards, professional
judgment requirements, evidential matter, etc. Also concerns about bias.

» Skill / capacity: Auditors need training not only in using tools but in interpreting
outputs, adjusting audit plans based on Al findings.

* Cybersecurity / confidentiality: Using Al, especially cloud or external tools,
involves handling sensitive financial data — must ensure security, privacy.

* Cost/implementation: Upfront cost, integration with existing systems, change
management can be barriers.



* ltis believed that advancement in technology such as Al worsens
corruption by making it more sophisticated and harder to detect

* My own observation is that the many fraud or government fund
scam has never been sophisticated, neither are they hard or
difficult to detect

* Corruption opportunities thrive in the absence of information and
the rise of disinformation

* Our PFM system remains fragmented, government transactions
are still paper based, record keeping has never been systematic



REVISITING AUDIT
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Auditing

Auditing is a systematic process of objectively obtaining and

evaluating evidence regarding assertions about economic actions
and events to ascertain the degree of correspondence between

those assertions and establishing criteria and communicating the
results to interested users.

- James Hall



Internal Audits

* Internal auditing: independent appraisal function established within an

organization to examine and evaluate its activities as a service to the
organization

Financial Audits

Operational Audits

Compliance Audits

Fraud Audits

IT Audits

Advisory services — such as pre-implementation reviews or investigations




Other Audits

* Fraud audits: provide investigation services where anomalies are suspected,
to develop evidence to support or deny fraudulent activities.

* Auditor is more like a detective
* No materiality. WHY?
* External auditing: Objective is that in all material respects, financial
statements are a fair representation of organization’s transactions and
account balances.




External vs. Internal

* External auditing:

Independent auditor (Chartered Accountants)

Required by Securities and Exchange bodies for publicly-traded companies
Referred to as a “financial audit”

Represents interests of outsiders, “the public” (e.g., stockholders)

Difference with internal auditing is the extent of procedures and scope (more on
financial risks)

* Internal auditing:
* Auditor (often a CIA or CISA)
* Is an employee of organization imposing independence on self
* Scope varies per management requirements
* Broader services than financial audit; (e.g., operational audits)
* Representinterests of the organization
* Operational and financial risks



Audit Phases

1. Planning

2. Obtaining and testing evidence
* Entity level assessment
* Tests of Controls

*  Substantive Testing
e CAATTs

*  Analytical procedures
3. Communicating results
* Audit opinion
* Observations and recommendations




How do you see culture?
Culture is represented by
» Language
» Decision making
» Symbols
» Stories and legends

» Daily work practices
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Auditing Organizational Culture

« A common factor or root cause of every corporate
scandal (from Enron to FIFA, from WorldCom to the US
Veterans Administration), including our own Philippine
Fertilizer scam, PDAF and Flood control Fund scam, is
cultural.

» Culture is a key element of the control environment,
including organizational governance.

« The Committee of Sponsoring Organization of the
Treadway Commission (COSO) stresses the
significance of the control environment and encourages
a holistic look at organizational culture.
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Tone at the top
Organizational culture
Authority and Responsibility
Policies Vs Practices

L information & Communication
Bidding

- — .- - -

Inspection
Document
Review

Monrnytoring Actiyities



Six individual control environment
elements

(IIA IPPF-Practice Guide, Auditing the Control Environment)

» Integrity and ethical values

» Management philosophy and operating style
» Organizational structure

» Assignment of authority and responsibility

» Human resource policies and practices

» Competence of personnel
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Research findings - how big of
an issue is political pressure?



Lessons Learned

» Understand culture

» Tone at the top

» Build relationships

» Business acumen and judgment needed

» Focus on shared objectives

17



The Citizens’ Participatory Audit
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Rationale

Rationale for Accounting and Public Sector Reporting

= Accountability for public spending has its origins in democracy (including whoever has control over
public resources)

= The requirements for government to manage and account for the spending which it undertakes,
and for the taxpayer to see and have confidence in the records which it keeps are vital elements of
democracy

» Financial reporting is the mechanism for providing accountability for government finances

= Published Annual Reports and Accounts should enable gov't officials and the public to understand
how public money is spent and question whether it was spent wisely

» [nternal management accounts (FS) should enable officials to manage and control the spending of
their respective government departments/units effectively

» The Commission on Audit (COA) reviews the accounts in a process designed to give confidence
that the information which they include can be relied upon

» There are different views on different accounting reforms
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Rationale

How can governments increase citizen trust, enhance

accountability, and improve citizen perceptions of government

performance?

In a government operating in a culture of mistrust, is the creation of

the ICl enough?
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Rationale

One of the most obvious requirements for effective citizen
participation in decision making is that citizens be provided with
meaningful and accurate information that matches their desires. In
addition to accuracy, the information presented should be relevant,

organized, and presented in a meaningful manner.

Simonsen and Robbins (2000) illustrate that fiscal information could
impact citizen decision making and even more so for those with

more education.

Seeking better quality of accounting information and, consequently,
good public governance could mean better understanding
information (not only in terms of budgets and audits but also, in

terms of, accounting or other financial information).
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Enhancing Greater Public Participation

From the Revenue/Collection Side

o

Public hearing
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Enhancing Greater Public Participation

To Budget and Spendin
g P 9 To be an effective instrument of economic

development and poverty alleviation, the budget
should strive to promote fiscal discipline, strategic
m resource allocation, and operational efficiency

Budget
Preparation
Fiscal
Discipline
Three basic desired outcomes of budgeting
‘
P A Budget = Fiscal discipline — living within means (size of the

Authorization budget)

Strategic ‘_’ Operational

Allocation Efficiency = Allocative efficiency — spending on the right things
(composition of the budget)

Q = Operational efficiency — obtaining value for money

(implementation of the budget)
Budget

Execution

These outcomes are interdependent and should be pursued
in all stages of the budget process

Source: https://cpbrd.congress.gov.ph/2012-06-30-13-06-51/2012-06-30-13-36-52/644-csp-07-a-legislator-s-guide-in-analyzing-the-national-budget 23



Enhancing Greater Public Participation

£\ ~ ¥ . . . g .
| e P There is an information gap between citizens and their governments
=——SE—— A 4o P, T TR

when it comes to government finances. The inherent complexity of
fiscal policy makes it exceedingly difficult for effective public
participation. Effective public participation in fiscal decision making
must address informing or educating the citizenry with accurate
and meaningful government financial data. Better understanding
the needs and requirements of citizens is critical to closing the
information gap between users and providers of financial

information.
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Specific Gaps

Current Specific Gaps

= 90 percent of audits being conducted are financial in nature; this can hardly give a complete
picture of how allocated resources are spent

» The confusion between Audit Opinion and Audit Rating (The great Disinformation Campaign of our
time)

» Audit Jargons and the confusion they create when picked up by journalists

» There are other equally important reports containing significant financial information but are not yet
so appealing to the public, even to government itself, like the Annual Financial Report

» Elected officials without appropriate background and training are forced to perform financial roles
or sensitive roles. They need to understand not only the process but also the importance of the
information captured, the value they represent and how to use them
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Specific Gaps

Who should be our targets?

= Decision makers inside government and their key assistants
» Ordinary employee hardly understands accounting information
= Elected Officials
» Congressional Budget and Planning Development Office

= Citizens

» Students and the youth (including those involved in the
Sanggunian Kabataan )

=  Academe
=  Journalists etc.
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Specific Gaps

The studies performed by Sargiacomo and Gomes (2011)
acknowledge accounting as a technical and social practice, with
implications on the organizational and social operation. While
investigating local government accounting, the authors verified that
this is what causes an impact in the planning and control process
of local community activities. Accounting is relevant in social
transformation and socio-economic development processes. In
addition, accounting also presents potentialities which may

promote human development (Molisa, 2011).
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The proposed approach

= Creation of a Data Bank

Proposals

Transforming the data posted in COA, DBM website for 20 years into manageable data that can further be

analyzed

This will also facilitates the SDG tagging of budget items
Possible development of a Government-wide Financial Risk Profile (Possible Governance risk to follow)

= Development of a Course

Teaching course for use of SUCs
Short executive courses for elected officials

» Conduct of Further study using the data

Gender and Development spending (done by COA)
Analysis of Disaster spending over the years
Quality and effectiveness of Public Health Spending
Road and Asset Management Expenditures
Allocative and Operational Efficiency of IRA
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Proposals

The proposed approach: a sample analysis of study to be undertaken

-

3. Inventory of Accountable forms of the Municipal Treasurer, Babatngon,

Leyte revealed that there were blank checks on hand already Topic Prevalence across Audit Corpus, k = 20
countersigned but without any supporting documents to support them i, —
hence, casts doubt on the regularity of the disbursement process of the Property Pgaqztmggglﬁgs;@z‘:}%ﬁggfxz
Local Government Unit and exposes government funds to possible loss Solid Waste Management Compliance
and misuse. Municipal Audit Recommendations -

Financial accounting 1
Implementation of Local Development Fund

We recommend that the Local Chief Executive stop the practice of ¥ vl

. . . . Circular guigance -

advance countersigning of checks without approved disbursement vouchers Local financial reporting 1

- ) General Notices

and supporting documents. & Supporting Documents for Reports |

o Employee Protocols 1

4. Cash advance granted to Municipal Treasurer last May, 2015 amounting e City Accounting Senices 1

Unliquidated Cash Advances

to P850,425.00 specifically for People’s Week Celebration was not Notices of Disallowance, Supensions, and Charge 1
s i« . . . . ] 5 S . . Procurement Issues
liquidated as soon as the purpose for which it was granted has been Fuel and Supplies Anomalies - -
served because the money was transferred to other personnel of the Municipal Fund Accounting Issues
i E National Tax Remittances
agency. Real Property Tax
Project Implementation Progress
We recommend that the Municipal Treasurer strictly follow Section GO\*‘Q‘””‘EE”)}S';’QSQ f;?si‘gﬂit'gﬂ”;?gfg;Zj
4.1.6 of COA Circular No. 97-002 dated Febmaly 10. 1997 on the handling of Gender and Development Compliance Issues L ! ! ! i
Cash Advances. 0.000 0.025 0.050 0.075 0.100

Topic Prevalence

Figure 1: Two Illustrative Irregularities from Audit Findings for Babatngon, Leyte province,
2015

Fioure 2: Tonic Prevalence across Audit Cornus. 25 tonies

Using LDA topic modeling on 17,392 executive summaries of LGU AARs from 2010 to 2020 reveals
that (a) unliquidated cash advances were the most common “red flag” reported, followed by (b)
procurement issues, and (c) anomalies in usage of fuel supplies (Cruz 2022)
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Proposals

The proposed approach: a sample analysis

Treatment Distribution .
Across Units and Time 90% Confidence Intervals: Cash Advances and RPT per Capita

10 20 30 40

LG Code

0
|

Estimated Effect of Treatment

10
L \
—_—
—_—

-30 -20 -

N G >
Electoral Term

Unliquidated - Maha Unliquidated - PSW  RPT per capita- Maha RPT per capita - PSW

PanelMatch Models
Figure 3: Treatment Variation Plot (Treatment: Close Election Races)

Codifying unstructured AAR data into a comprehensive database will allow new kinds of
governance, accountability, political economy, and development research among Philippine
NGAs/LGUs; the 90 percent confidence intervals shows how improving electoral competition at
the local level can serve to reduce amounts of unliquidated cash advances at the city/municipal
level (Cruz 2022)
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Proposals

Why now and why this project?

The difficulty of accessing information from government agencies

» Fragmented state of Government data
= DOF, DBM, PhilGeps, COA among others

= Strong connection/link to the SDG
» The importance of Data in decision making

» The state of Philippine bureaucracy
» Risk averse
= “Afraid of numbers”
= Too politicized
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Specific Proposal

Proposal on Citizens’ Participation in Audits

= Accounting for ESG: The Citizens Participatory Audit Approach
= Patterned after the COA CPA

Difference:

= Partners

» Focus (Environment Audit, Fiscal Sustainability etc., IRA watch etc.)
» |Implementation (Slight variation)

= Modality

= Study/Book

= Accounting as a Social Control Tool (something that we can relate to election preferably at the
LGUs)
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