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Digital transformation of public audit

= Audit and technology

= Skills for a digital world

= Closing thoughts
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ACCA's suggested approach

FIGURE 2.1: The audit expectation gap
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M Our research methodology

Czech Republic & Greece survey was translated in local language
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The public’s understanding of the auditor’s role

Gicets 5 B An suditor gives an opinion whether the
| _ financial statements of a company give
Crech Republic _ a true and fair view and do not include
[ material mistakes due to fraud or erar
Maw: £aatand] : _ B An auditor verifies the accuracy of a
: z s 1 ial statements
South Afdes _ company'’s financia
) An auditor verifies that a company's
Australia _ financial statements have no mistakes
Nethedands . _ due to error or fraud
B Ansuditor verifies that a company's
Singapare _ financial statements have no material
mistakes due to fraud or error
Canads  —
e —
Mialayi —
X —
o 20% A0% &0% BO% 100%

Think Ahead

©ACCA PUBLIC



The Evolution Gap

[ WHAT'S T
¢ ALL ABOUT ?
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What does the public expect from auditors in regards to
fraud?

UK B | expect auditors to detact and report

fraud that materially affects the financial
statements of a companty, however,

| recognise that this is not always
possible due to inherent limitations

Czech Republic

Metherlands

Australia | expect auditors to always detect and
|'I"- report any fraud that impacts the
Canada R financial statements of a company
| | expect auditors to always detect and
Greace p
l- repart any fraud
UAE B | don't know
Malaysia | B Auditors should not have any

responsibilities for identifying and
South Africa reporting fraud
Mew Zealand

Singapore
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Czech Republic
Gresce

South Africa
UAE

Malaysia

LK

Singapore
Australia
Metherlands
Canada

MNew Zealand

Should audit evolve to prevent company failures?
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M Public sector context: Carillion Collapse
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If your recommendations were about to be implemented, which of

South Africa
Singapore

UAE

Malaysia

Mew Zealand
Czech Republic
Metherlands
Canada
Australia
Greace

UK

80% 100%

the following options best represents your views about fees?

B Decrease in fees
B Mo increase in fees

| Small increase in fees
B Large increase in fees

B | don't know
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If your recommendations were about to be implemented, which of

the following options best represents your views about the time to
complete the audit?
South Africa T B lesstime
= I—— :— B Mo increase in time
Emall increase in time
Grese I g sgniicant increse i time
New Zealand D = ot hoow
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Digital transformation of public audit

= Audit and technology

= Skills for a digital world

= Closing thoughts
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Increase in
volume of data

General shift
towards
automation

Changes in
legislature /
parliamentary
expectation

Demand for
forward

\ looking audits




Technology shaplng the publlc audit environment

" Canada

@Philipplnes
\
@ Twnier
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Africa w "T

@ Healthcare @ Voting @ Crypto currency Asset registry
Tax filing @ Bank transactions Smart Contracts @ Identity management
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M Innovation in Public Finance: “In the last 12 months, has your
organisation implemented a technological or data-based

innovation?”
70%
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50%

40%

30%

20% -

10% -

I

Don't know

0% -
Yes, in my area orteam  Yes, in the wider organisation
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ﬂ Which are the main technologies impacting audit?

Blockchain Drone technology

Natural Ianguage Data analytics Al and M.achlne
processing learning
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M Al is not just about humanoid robots!

o

s
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o
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M Is Al hype or reality — based on what you see in your working
environment?

Now M 3years' time
70%

60%
50%
40%
30%

20%

-
0

All / Mostly hype Mostly / Entirely reality

Note: remaining respondents said 'Equal hype and reality’
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2 in 5 report adoption related activity

M Status of machine learning adoption in my organisation

Full production mode dealing
with live data, 6%

Advanced testing with ‘go-live’
within 3-6 months, 3%

Early stage preparation with
‘go-live” within 12 months, 8%

Initial discussions and exploring
concepts/ideas, 24%

No plans for adoption, 38%
Don't know, 21%
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Navigating a minefield of terminology

ML: Machine learning

DL: Deep learning

NLP: Natural language processing
Al: Artificial intelligence

DA: Data analytics

RPA: Robotic process automation
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M What does this mean for public audit?

Fraud detection

* Moving from testing samples to analysing entire datasets (eg,
transactions) to identify specific areas or characteristics that
warrant more scrutiny by the public auditor

Machine learning

Permanent audit trails
Blockchain » Makes records immutable (unchangeable) by operating in an
‘append-only’ mode.
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M UK NAO warning on ‘magnifying’ data problems through Al

adoption
Identified 3 substantive issues:
NAO « Datais not seen as a priority
National AuditOffice | o The quality of data is not well
understood in government
departments
 There is a culture of tolerating
o and working around poor-quality
and Auditor General d ata
S - Quality data is the foundation for
digital transformation
. . -> D to | tech
Challenges in using data pgg‘f’glj‘;‘,’ify ga?g ernewtechon
across government
Think Ahead
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Digital transformation of public audit

= Audit and Technology

= Skills for a digital world

= Closing thoughts
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M Can ML be relied upon for judgement in complex scenarios?

80%
70%
60%
50%

NET: Machine learning leads/full reliance

52%
40% 47%
40% 40%
30%
20%
10%
0

M NET: Machine learning has no/some role

62%

74%

Measurement of
accounting estimates

Presentation and Recognition and
disclosure derecognition of assets
and liabilities

Note: 1-5 scale; NET leads/full reliance is sum of 4, 5; NET no/some role is sum of 1,2

Selection and application
of accounting policies

Business judgement
eg future prospects
for the business

Ethical judgement
eg scenarios that
are technically legal,
but not clear if ethical
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‘Weak’ Al does not fully
replicate human contextual
understanding and
integrated thinking

Algorithms not created
‘magically’(!) — rely on domain

knowledge, expertise of people
who develop and use them

Professional accountant
is expected to have an
opinion, and be liable for
its consequences

Opportunity for professional accountants to bridge human
and digital (1/2)

» |egal, societal and cultural
values founded on principle
that only individual people
(eg, accountable officers) or

corporate entities can be
accountable

= Judgement/interpretation
draw on multiple factors -

future choices not just about

past patterns
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Opportunity for professional accountants to bridge human
and digital (2/2)

= Balanced mix of professional quotients
—DQ and EQ

= Professional accountants need to
remain engaged, as Al evolves
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Digital transformation of public audit

= Audit and Technology

= Skills for a digital world

= Closing thoughts
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BR What does this all mean f

4 | -
Closing the knowledge gap w%
essential in reaching a consensus with

-_

users on the future of audit
A digital future needs data~

Auditors now need to be diversify — with

strong auditing, technological and

interpersonal skills
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M The Power of Digital: Unpacking the implications for

professional accountants

= =
The race 4
for relevance 3
Technology opportunities

for the finance function
-

Machine
learning

More science
than fiction

Think Abead

ICOs: real
deal or token

re?
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M What's Next in Public Sector PI?

* How accountants can bridge
the global infrastructure gap

Showcasing good practices
in public financial
management, a joint series
by IFAC and ACCA
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DE’,’JH. i * Maximising the benefits of
adoptions IPSAS
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M Where to find us — Professional Insights

www.accaglobal.com/insights

acon R o [wes [
Home Our qualffications Employers Leaming providers Members Students Professional insights

Answering today’s questions, preparing us for tomorrow

The Professional Insights team seeks answers to the big questions

around being an accountant. And we share our findings with you D].S COVer Our
1|':roug|'\ reports, articles, videos and events. 1
atest research

Read Maggie McGhee, director of Professional Insights’ introduction —

< Backto

Home Browse the latest research from Professional Insights Show me Everything -
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ﬂ Where to find us — ACCA and the public sector

www.accaglobal.com/public-sector

i ‘

Home QOur qualifications Employers Learning providers Members Students Affiliates Professional insights

y.{eledy Think Ahead ‘

ACCA and the public

sector

Home / Technical activities and advice / ACCA and the public sector

€ Backto

Home

Data and information The International Public Sector Conference is our

security flagship event for finance professionals in the =3

public sector
Technical resources

UK technical advice and
Support Public sector conference 2019
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