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Abstract

There has been much public attention recently dégarfraud and abuse in the not-for-profit
(NFP) sector (Washington Post, 2013). The NFP séete been subject to increasing pressure to
conduct its internal audits in a more effective afficient manner. In this setting, with the
resources available to the Rutgers Accounting ReBe2enter (RARC), a project evolved that is
studying the demand for and application of ContusicAuditing/Continuous Monitoring
(CA/ICM) technigues by these NFPs. Although manygdarorganizations have already
implemented and incorporated these CA/CM tools th&r internal and managerial activities to
some degree (Alles et al, 2008), this occurrence hat been that prevalent in smaller
organizations.  Historically, small-to-medium IzéSME) organizations have not had an
opportunity to participate in the benefits of CA/GMe to cost/benefit concerns, a general lack
of product designed and priced for smaller orgaiona, and a lack of technical expertise in the
organization. The purpose of this Rutgers AccaunfResearch Center (RARC) project is to
undertake CA/CM implementations working with SmaHMedium sized (SME) NFP
organizations of varying sizes, business purpoaed, levels of technical sophistication. The
intent of this project is to demonstrate that emgstCA/CM tools and techniques can be
implemented and generate appropriate analyses 8Vih NFP setting. This paper discusses in
detailtwo completed case studies, one of which whbke project team and SME NFP client
successfully implemented CA/CM protocols in thenp#iHR process.

Keywords: Continuous Auditing tools, not-for-profitContinuous Auditing, Continuous
Monitoring



I. Introduction

There has been much public attention recently dégarfraud and abuse in the not-for-profit
(NFP) sector (Washington Post, 2013). The NFP séete been subject to increasing pressure to
conduct internal audits in a more effective andcifiit manner. Many large, and generally
publicly-held organizations have implemented Camtims Auditing and Monitoring (CA/CM)
tools into their internal and managerial activittessome degree (Alles et al, 2008), to support
their internal audit function. Small-to-Medium atz(SME) organizations, and especially NFPs,
have not had an opportunity to participate in trendits of CA/CM technology due to
cost/benefit concerns, a general lack of produsigied and priced for smaller organizations,
and a lack of technical expertise in the organrati

The overall purpose of this Rutgers Accounting Rese Center (RARC) project is to undertake
CA/CM implementations by working with Small-to-Mean sized (SME) NFP organizations of
varying sizes, business purposes, and levels bhieal sophistication. The intent of this project
is to demonstrate that existing CA/CM tools anchtegues can be implemented and generate
appropriate analyses in an SME NFP setting. Thiepdiscusses two pilot projects, the second
in greater detail where the project team and SMP Nkent successfully implemented CA/CM
protocols in the payroll/HR process. The projeetnh envisions this implementation will serve
as a benchmark for CA/CM adoption.

This paper begins with this Introduction sectiailowed by the Literature Review section. The
third section outlines the Motivation for the ouénaroject, followed by a discussion of the
Project Methodology. Section five recounts theidhiPilot Projects, with the sixth section
highlighting the Challenges of this endeavor. Thealf section concludes with general
observations and suggestions for areas of futsesareh.

Il. Literature Review

Continuous Auditing and Monitoring (CA/CM) technegiwere first described nearly twenty-
five years ago (Groomer and Murthy, 1989; Vasaihatyl Halper, 1991) and through use of
computer-basedtechnology, applications have beeslajgdthat can perform CA/CM analyses.
Several research studies have described the keméfitontinuous auditing (Vasarhelyi et al,
2004; Kuhn and Sutton, 2006), studied technicaldssof CA/CM adoption (Kuhn and Sutton,
2006); discussed actual applications by busine@siss et al, 2004; Hermanson et al, 2006;
Alles et al, 2008; Vasarhelyi et al, 2011), andlergd the psychological issues regarding its
adoption (Hunton et al, 2008, 2010; Gonzalez eR@1,2). Continuous Auditing (CA) may be

defined as a methodology that enables independstitoes to provide written assurance on a
subject matter using a series of auditor’s repedsed simultaneously with, or a short period of
time after, the occurrence of events underlying slubject matter (CICA/AICPA, 1999).

Continuous controls monitoring (CM) provides a fsnrmanagement the ability to measure the
effectiveness of the organization’s internal coistr®/asarhelyi et al, 2012). Furthermore, the



adoption of CA/CM by organizations has been attadwith offering many improvements such

as reduction of accounting errors, more real-timalysis and alerts of anomalies, and better
audit efficiency and effectiveness (Vasarhelyile804; Debreceny et al, 2005; Flowerday and
von Solms, 2005; Kogan et al, 1999; Rezee et &220asarhelyi et al, 2002; Kuhn and Sutton,
2006). The differences between a traditional aadd a fully continuous audit that lead to the
touted benefits are shown in Table 1 below (Vadgre¢al 2012):

Facets of Audit: Traditional Continuous
Audit Objectives Assurance on the finangialmprovements on data
reports presented hyquality
management ) »
-Creation of critical meta-
controls
Audit Approach Traditional interim and yepAudit by exception/monitor
end audit alerts
Data Access -Case by case basis -Complete data access

-Data captured during th
audit

e-Audit
finance

data warehouse
process(batch,production,

D

historical) benchmarking and errg
history
Audit Automation Manual processes amContinuous monitoring an

separate IT audit

immediate response

[N

-Most of the audit is
automated
Audit and managementndependent andPurposeful parallel systems
Overlap Adversarial and common infrastructures
Management of  Audit Financial organization-Centralized and integrated
Function supervises audit and matrixvith risk management and
to BOD compliance and SOX

layered with external aud
firm

—+




Analytical Methods Financial Ratios -Corporate nisdef main
sectors of the business

=

-Early warning systems ¢
outliers

Table 1: Characteristics of the Traditional andyGlontinuous Audit

Alles et al (2002) describe continuous auditingtls application of modern information
technologies to standard audit products, whethex #udit is internal/operational or
external/financial. Originally, the ultimate goditbe CA process was to bring the external audit
closer to the everyday internal processes of tientgland further away from the historical
annual financial audit (Alles et al, 2008). Ovendi, however, CA/CM approaches have been
mainly championed by internal auditors and les®gexternal auditors (Gonzalez et al, 2012;
Alles et al, 2008). Every case study of CA/CM immpéntation in the academic literature has
been limited to the internal audit function (Vasdyh et al, 2012; Gonzalez et al, 2012; Chan
and Vasarhelyi, 2011).

Studies by accounting firms have not discussed tven use of continuous auditing techniques
but about how CA/CM is being implemented (or nat)tteir clients (PwC 2006, 2007; KPMG,
2010; KPMG International, 2010; Grant Thornton, 201n these surveys, the firms discovered
that about 7% - 13% of their clients had fully aqggemnal CA systems and/or tools in place and
that another 13% to 37% had systems and/or tocddladme but were not deploying them
(Gonzalez et al, 2012). Essentially, less than bhlhe surveyed firms had developed and/or
deployed CA/CM systems and tools. As a continuatibthese earlier non-academic surveys,
Vasarhelyi et al (2012) conducted a field studyhmw awareness of CA translates into its
adoption at some level by internal auditors. Imaauditors were interviewed and observed in
great detail, and it was determined based on thigoesi audit maturity model that all of the
firms in their study were somewhere between tradél audit and emerging CA/CM — a huge
difference from the reported survey results of et 7% — 13% full CA/CM system use. It
could very well be that there existed confusiorhimitthe survey participants as to the difference
between CA/CM system adoption and CA/CM tools adoptBasically, an organization could
be using an audit software such as ACL or IDEA, imadrrectly assume that their use of such a
CA/CM tool constitutes a full CA/CM system.

Furthermore, according to Vasarhelyi et al (200#)an earlier work, thisimplementation of
CA/CM by internal auditors will begin with the amtation of existing audit procedures before
proceeding to any major alteration of the entirelitaprocess. That is, manual tasks and
components would be replacedby CA/CM techniquegaartdols on anindividual basis, in an



“infancy stage,’until the feasibility and potentivalue of this approach had been verified (Al
et al, 2008)Like any new technology, the biggest hurdle woudtloe transition froi theory to
practice (Alles et al, 2008}his path from the traditional audit to one of thity mature CA/CM
system was theexplored in the field study by Vasarhelyi € (2012) and its various stagwere
fleshed otiin their Audit Maturity Mode shown below:

Table 1
The audit maturity model.

Stage 1 Stage 2 Stage 3 Stage 4
Audit maturity model stages Traditional audit Emerging CA Maturing CA Full continuous
audit audit audit

Audit objectives

Assurance on the financial
reports presented by
management

=Effective control monitoring

+Verification of the quality of
controls and operational results

*Improvements in the quality of data
«Creation of a critical meta-control structure

Audit approach

*Traditional interim and
year-end audit

*Traditional plus
some L\Ey montoring processes

sUsage of alarms as evidence
»Continuous control monitaring

*Audit by exception

Data access

*Case by case basis
*Data is captured during
the audit process

Repeating key
extractions on cycles

*Systematic monitoring
of processes with data capture

«Complete data access
Audit data warehouse, production, finance,
benchmarking and error history

Audit automation

*Manual processes &
separate IT audit

=Audit management software
*Work paper preparation software

sAutomated monitoring module
*Alarm and follow-up process

*Continuous monitoring and immediate response
*Most of audit automated

Audit and
management overlap

*Independent and
Adversarial

*Independent with some
core monitoring shared

+Shared systems and resources
where natural process synergies
allow

*Purposeful Parallel systems and common
infrastructures

Management of audit function

*Financial organization
supervises audit and

=Some degree of coordination
between the areas of risk,

*lA and IT audit coordinate risk
management and share automatic

«Centralized and integrates with risk management,

compliance and S0X/ layer with external audit,

matrix to Board of director auditing and compliance

IT audit works independently

audit processes
+Auditing links finandal to
operational processes

=Financial ratios at sector
level/account level

Analytical methods *Financial ratios +*KPI level monitoring
sStructural continuity equations

*Mornitoring at transaction level

*Corporate models of the
main sectors of the business
*Early waming system
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Picture 1: Audit Maturity Model from Vasarhelyi &t 201:

To summarizein Vasarhelyi et al(2012) tl firms and their internal auditohad progressed to
Stage 2 of “Emerging CA audit” which entails: auabjectives of effective contt monitoring,
a traditional audit approach with some key moniigrprocesses, data extractions on cyt
audit management and work paper preparation satwae, some integration of audit syst
core monitoring with management systems, some degfréniegration between areas of ri:
auditing and compliance with IT audit working in@eplently, and analytical methods coring
of key financial ratios at sector and account Igv This is a far cry from the characteristics
the Full Continuous Audit wich is an audit by exception of complete, -time continuous data
that is fully integrated with other organizations®ms and predictive in nat, as depicted in
Stage 4 in Picture.JAs mentioned earlier, several papers investitfedevel of curret CA/CM
technology adoption, where most organizations hed@pted comput-based applications at
tools but have not progressed further (Vasarhetyiale 2012; Gonzalez et al, 2012).
Vasarhelyi et al(2012)everal issues were mentioned by internditors that impeded progre
of CA/CM development: lack of or wavering suppodrh management, limited access to d
limited permission to improve the at-aid technology, and lack of technical proficiengyd.
training of the staff. In these organiions, cost was not identified as a major barriertha
implementation of CA/CMIn Gonzalez et al (2012), the authors felt thatehse and clarity ¢



use, the support and encouragement of key orgamzatmembers, the annual sales volume
versus the performance expectancy, and the streofgtsocial influence and its effect on
voluntariness of use were strong determinants efdégree of CA/CM adoption by firms. The
prominent nature of the constructs of Social Inflceeand Voluntariness of Use implied that the
slow adoption of CA/CM may be a result of the ladlsocially conducive or coercive pressures
by the audit industry. That is, the authors suggkshat until CA/CM is championed by the
auditing field as a whole, its use will generalygl

However, to-datecomputer-based applications antk tbave been effectivewhen applied to
essentially continuous processing activities siglra found in the typical Enterprise Resource
Planning (ERP) system (Alles et al, 2008, 2006)tMuasblicly traded firms have established
ERP systems. Most firms operate on a real timesbasi part of the real time economy
(Economist, 2002). Businesses benefit from usefal-time information that is free from errors,
omissions, and fraud (Chan and Vasarhelyi, 201however, thesedata qualities cannot be
assured unless the practice of traditional audikiegps pace via CA/CM. It is very difficult to
accurately and efficiently manually audit computed systems and controls.

Not surprisingly, CA/CM approaches were successfiéynonstrated in two pilot programs, one
with a firm with highly automated business procesa&hin a modern integrated ERP system,
and the other with a firm with a fairly undevelopgesel of automation and using mainly legacy
relational systems (Alles et al, 2008). Both ofsth@ilot studies were conducted with fairly large
public multi-national firms subject to SEC regubais and reporting requirements. As such, these
entities were subject to the demands of SarbanésyJ$OX), specifically Section 404, and
were facing drastically increased workloads as waglhigher standards for audit accuracy. Both
issues were alleviated for these two firms when rtfeual audit process was replaced with
automation (Alles et al, 2008). Both firms expressedesire for audit automation due to the
increased manual workloads from compliance with §8les et al, 2008).

However, according to Vasarhelyi et al (2012), ¢hisrno explicit relationship between CA/CM
implementation and SOX compliance. The authors rtejpat the technology of CA/CM can
help fulfill SOX requirements, as described by theierviewees. CA/CM purportedly facilitates
review activities and reduces the time requiredmeet SOX compliance. In one case, the
auditors describe developing a monitoring tool tiaped internal auditors work efficiently and
effectively and that enabled comparison and benckingof internal controls. But, most firms
in this field study had not implemented their ownhouse version of control assessment, let
alone off-the-shelf versions.

I1l. Motivation

Is a CA/CM implementation only possible or feasitdelarger firms that have established ERP
systems and are publicly regulated? All of the aede to date would seem to imply that this is
the case (Kuhn et al, 2010; Alles et al, 2008)aeademic literature has been focused in this



direction. There has been zero academic literatsate regarding the application of CA/CM
in SMEs, public or private. What about entities wdre not under the jurisdiction of the SEC?
Alles et al (2008) propose that the demand for QWid not really develop internally until the
mandates of SOX began to be felt by public comganias not clear where CA/CM adoption
would be today without that burden of regulatorynptiance.What about smaller enterprises
who do not utilize ERP systems? All of the studiase primarily addressed the technicalities of
adding CA/CM modules to highly computerized firn@3ofizalez et al, 2012; Vasarhelyi et al,
2012; Chan et al, 2011; Hunton et al, 2008). Hnalthat would be the challenges and
potentialities of converting an internal manual iapdocedure to one using CA/CM technology
in a less technically developedSME?

Before addressing the challenges of transformingagual audit procedure in a SME to a
CA/CM-enabled audit, it is vital to consider if tkecould even be a demand for CA/CM in a
small-to-medium enterprise. Some SMEs may haveifggntly fewer than 100 employees!
Would this SME need CA/CM tools to audit its pay?olThat is, what is the need to automate
its manual audit process? After all, according te®\et al (2002), the key driver for CA/CM is
the demand for it. There is no guarantee that CAf@btedures will prove to be cost effective
or efficient, or that there would be a need for toarous processing (Alles et al,
2002).Furthermore, given Vasarhelyi et al (2004)eaprediction that the transformation of the
manual audit to a CA/CM process would start witlsteategic implementation of specific,
targeted tools to certain aspects of the audit,twbet of subsequent result would encourage a
desire to develop CA/CM beyond this“infancy stagBasically, if the CA/CM transformation
begins with applying Computer Assisted Audit Tecjugis and Tools (CAATTS) solutions to the
existing audit procedures, why would the SME prdcee take the audit process beyond this
level of integration? Interestingly enough, a reécgmdy by Vasarhelyi et al(2012) confirmed
this earlier prognosis with the observation thatddlthe firmsinterviewed were still at the
“traditional auditstage” or “emerging stage,” désphaving motivated internal auditors with
access to CA/CM tools. Even the two successfult pfograms (Alles et al, 2008) tackled only
one component of the audit procedures, and inpdyagrthe pilots were regarded as “emerging.”

Without the requirements of regulations and mangateporting that are faced by public
entities, the possible motivation for anon-publiME to demand CA/CM applications is
important to grasp. For some SMEs, this motivatitay prove to be elusive due to cost/benefit
concerns. Fortunately, one type of SME - non-fafipNFP) organizations —would seem to
immediately possess sufficient incentive to unde&t&@A/CM approaches. Even though NFPs
are not “public’ companies, they are regarded irsimilar fashion in that they rely on
government grants, memberships and individual donmstfor their funding. Due to these
sources of funding, NFPs are usually required twide reports of additional auditor monitoring
and internal controls (Johnson, 2005; Szymansk@3R20Donors rely on robust monitoring
because they personally do not reap a benefit tlor contributions. Therefore, every NFP
with more than $25,000 annual revenues must fiteran 990 with the IRS and make it available



to the public (IRC 6104(d)(1)(A)). Furthermore, alNFP entities who receive more than
$750,000 in government grants or assistance afjeciuo a Single Audit (OMB A-133). The
purpose of this Single Audit is to provide assueatw the granting agency that its funds were
used appropriately by the NFP.

Furthermore, NFPsare uniquely susceptible to asssdppropriation due to a lack of direct
ownership and lack of profit motive (Vanderwarre2Q01). In fact, this lack of defined
ownership and profit motive creates both contral egporting issues for NFPs (Greenlee et al,
2007). NFPs primarily provide a service, and tl@svige is measured by its effectiveness and
efficiency (Gilkeson, 2006). NFPs feel significgmessure to avoid negative publicity and the
reporting of even one incident of negligence andimappropriation of assets (Gilkeson, 2006)
that might possibly be discovered. Such reportsHastorically led to huge drops in donation
levels and fund raising efforts (Greenlee, 2000hd&awarren, 2001).

NFPs are also concerned with controlling operatingts since their revenues are not easily
come by (Gilkeson, 2006). Furthermore, many NFRsstaffed very leanly, with employees

undertaking multiple tasks (such as in purchasthg) would normally be segregated in larger
firms (Greenlee et al, 2007). Also, they may bé&etiawith part time volunteers who are not able
to closely monitor the financial transactions (Vamwdarren, 2001; Greenlee, 2000). In either
situation, any improvement in the accuracy,cost] efficiency of the external and/or internal

audits should be welcomed by NFPs and help compefgaany internal control weaknesses
(Vanderwarren, 2001). Additionally, there may bgemeral lack of technical expertise and a
heavy reliance on manual processes and proceduneany NFPs.

This CA/CM implementation pilot project involvesettdevelopmentof fraud detection rules,
scripts, and CA/CM routines based on input fromdhganization’s management and staff. The
subsequent execution of these routines, scripts,raleswill provide supportfor data analyses,
including identification of exceptions, anomali¢ends, and areas of risk. The project also
entails the development of presentation tools gaegted by the client.To date, there have been
two NFPs, both professional organizations, paritify in the project.

IV. Project Methodology

A client profile was initially developed with whicthe team would assess potential clients for
inclusion in the project. The criteria includesev@nues and/or expenditures in excess of $15
million annually, headcount exceeding 65 employ@esjature accounting system in place, an
engaged Audit Committee that supports the projbet,use of generic, third-party accounting,
payroll, membership, and fundraising software.

The project methodology includes both initiatiord axecution phases and proceeds as follows,
once the client has agreed to participate: fits, project team gains an understanding of the
client's processing scenario for the selected appbn area by means of interviews and



guestionnaires; second, the team and client agreppropriate data sources for the testing and
the format in which the data will be presentedhte team; third, the team presents typical testing
scenarios and agrees with the client as to whiehaos to initially pursue; fourth, the team and
client agree on appropriate analytics software mapley for the testing; fifth, the team
implements the solution and generates appropals to present the testing results.

One step in particular in the initiation phase ttiidtes the execution phase involves the review
with the client of questionnaires that the projeam has prepared in advance. Questionnaires
are used to efficiently and effectively gain an erstanding of the client’s specific operations
and the data for which the CA/CM tools will be dgsd and deployed. The questionnaires
originated from literature reviews and from thosdl by one of the team members when
employed in a systems consulting role. The prdgain believes that the use of questionnaires
is particularly applicable given the possible tachhlimitations of the target NFP client’s staff,
as the questionnaires will elicit responses thhemtise might be overlooked. Examples of
guestions posed to the client during the interyieacess are listed in Table 1:

Question Purpose Typical response

How many employees do yagundicative of volume of dataNumeric
pay? and activity anticipated

How many employees ardmpacts testing routines thaNumeric
salaried and how many argerform recalculations
hourly?

Who is your Payroll provider? Identify major/minprovider| Provider name
and if the project team has
worked with data from thi
provider before.

\*2)

Is Payroll interfaced with Indicative of level of client Client narrative

other systems? automation and other
databases that may be relevant
for testing

How is Payroll information Indicative of level of client Client narrative
collected and entered (Masteautomation and may indicate
file, Timesheet, Other)? areas to target for testing

Which Payroll/HR files doeslIndicative of ease of collectingClient Narrative
the client have access to? | data
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What tests are the clientdndicative of testing to focusClient narrative
currently running to test faron with CA/CM tools
duplicate transactions, etc.?

Table 1: Example questions for the client interview

Another important step in the initiation procedisahat of a review with the client of possible
tests that can, with appropriate data as providethé client, be undertaken. The initial list of
potential tests is drawn from a review of testpmaided by several of the CA/CM application
providers. This review of existing tests providesoundation for the review and decision of
which tests to undertake, as the client staff mayehlimited familiarity with the numerous
CA/CM analytical techniques available to draw froms each new client is interviewed and
tests defined, the original list of tests is expahdo that a more robust listing has been provided
for each subsequent client implementation. Exasmplesuch tests are listed in Table 2:

Test Purpose

Stratify payment amountgldentify unusual trends and
hours worked, and check dateexceptions

[72)

Reconcile salaried employeédentify unauthorized change
pay from one period to the
next

—

List all employees workingldentify possible fraudulen
more than 40 hours a week | time reporting

Compare payroll files to HRIdentify anomalies between
files to match all deductionsdatabases
for insurance and 401k

List possible duplicate Identify duplicate payments
payments based on the same

day and same employee
number

Review the sequence of checlkdentify possible fraudulent
numbers for gaps activities
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Check for employee| Identify paychecks to
receiving paychecks aft| terminated employees
termination

Table 2: Example tests to undert

The procedure for the executiphase is depicted in Diagram 1.:

From
Initiation
phase

Review client's daza

SRS T Project closu-e
on appropriate data
excracts fer CA/CM —

~
Client o Trainclient and
Data extract 1ent provides nandofi automated

™! intial data extract
i / 1 Hal data extra process to client

Develop scripts,
Project team data macros, and
knowledge presancatinn tanls
acquisition stage for testing ard
analysis
¢ A
Execute tests,

deocument results

Identify spacial data

) . and review with
ssues, require

client (ilerative step

Testing results

MM";:;;:M geg until final data
format and tests
agreed to)
: 3

Determine which

tests can be run Obtain t”E""'tdlta O —
with avallable data extrac

Discuss and agree

on any alterations to | Review results with
tests and/or data | client
format

i

Zonduct initial . | Generate testng .| Testing results

testng results documsant

A
A

Diagram 1 Project ExecutioiSteps

Subsequent to identifying the initial tests to ba, the client willreview with the project teal
the data av#éable on which the testing w be based. The specific data tables, attrit and
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their source will be identified. Sources typicaiiiclude & party applications, such as payroll
providers, client systems, such as accounting pgEskaand other non-automated client sources,
particularly manually prepared and maintained sggkaets. The attributes of each data source
are reviewed to identify those required to supploet proposed CA/CM testing. The format of
the source data is reviewed to determine if thep@sed CA/CM tool can act on the data as-is or
if the data needs to be reconfigured into a moralsle format. When identifying the various
data sources used for CA/CM testing the projeantaéso prefers to source or configure each
table in a consistent format, such as MS Excel ®v Qo standardize the input into the CA/CM
tool. The project team discusses data issues thihclient in great detail to ensure client
understanding of the data requirements, esped@ilthose NFPs whose staff may not have an
extensive background in databases and databaggmdasthen configuring data the project team
requires the client remove or encrypt any sensdiebutes, such as employee personal details
in Payroll/HR tables. Examples of typical datailtttes, for payroll/HR testing, are listed in
Table 3:

Attribute Purpose

Employee ID Test for duplicate payments

Hours (Regular, Overtime,Recalculation tests
Sick, Vacation)

Regular earnings (SalaryRecalculation tests
Hourly rate)

Dates (Check, Hire, Test for pay before hire date,
Termination) pay after termination date

Employee contribution percenRecalculation tests
(401K, FSA, Savings)

Employee contribution Recalculation tests
amount (401K, FSA, Savings)

Effective date of contributionTest for timely contribution
change changes taking effect

Table 3: Example data attributes for payroll/HRites

! Due to the size of the pilot project clients the benefits provided by an ERP system could not offset the cost and
support requirements involved and as such these clients had at most implemented packaged Accounting solutions.
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The secondpilot project client has taken the initeato merge several source data tables into a
single ‘mega’ data extract, in MS Excel format, @rhincludes only those attributes specifically
required for testing.

Upon receiving the data extracts, the project teawews the format of each attribute to ensure
it coincides with that required by the CA/CM toahdareconfigures individual attributes as
needed, for example, date format criteria.

After review and reconfiguration by the projectrteas required, the resultant data is loaded into
the selected CA/CM tool. This step may includeficpmation of ‘projects’ in the CA/CM tool
into which the data can be loaded, and thus treetslay the CA/CM tool into a format suitable
for testing purposes. Working within the CA/CM kdbe project team next reviews existing
routines as provided by the tool and selects anfigires those as identified by the client, such
as testing for duplicate records. The CA/CM togénerally provide pre-defined, standard
routines such as tests for duplicates, missingrdsco a sequence, and others.

For specialized or highly sophisticated testingghgect team utilizes the programming (macro)
capabilities within the CA/CM tool and develops tausized testing routines. The project team
makes every effort to develop specialized routinemg the capabilities provided within the
CAJ/CM tool and if needed will reconfigure the cliggrovided data to fit the capabilities ofthe
tool. The project team minimizes the amount ofd&configuration needed as such an action
would only increase the complexity in the resulteedting procedure and increase the level of
client effort and sophistication required to pravidata to the CA/CM tool. Custom routines or
macros as developed in the CA/CM tool typicallyline tests for which data attributes from
two or more sources will be compared for consisteActypical example of such a test requires
the comparison of the employee contribution percéat 401K (or other voluntafy
contributions. Examples of tests undertaken fergtoject are displayed in Table 4:

Test Purpose Script

Duplicates by Employee anddentify possible duplicatePre-defined duplicates test fas

Amount payments to employees in opeonfigured in the CA/CM tool,
pay cycle based on employee ID (test 1)

and check amount (test 2)

Check Date after Terminatigndentify payments to ‘Check Date’ > ‘Terminatior
Date terminated employees afteDate’

’ For voluntary deductions which the employee could change during the year, as some deductions were limited to
an annual change or at a change-of-life event only.
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termination
Overtime Pay at least %2 otdentify possible ‘Overtime  Amount’ >=
salary amount overpayments to employees | ‘Regular Pay'/2

New hire pay before Hire Dateldentify payments prior t0‘Check Date’ < ‘Hire Date’
employment commencing

Payments without any benefitd/erify that benefits deductionsSearch  for payment/check

deductions are being recorded properly | where all ‘Benefit Deductionf
fields are -0-
Termination Date match Verify the termination datel/R Termination Date’ <>

coincides in both H/R angd'Payroll Termination Date’
Payroll system databases

Table 4: Example tests for payroll/HR

With data defined and provided, and tests idewtib@d configured, the execution phase now
becomes an iterative process where the project l@anches the testing routines in the CA/CM
tool, obtainsand analyzesresults, presents andistissresults with the client, alters the testing
routines and/or the data as required, and re-tums&malytics. During this iterative process the
client will alter the data extracts to provide datare supportive of the current tests or newly
defined tests, and the project team will alter eéisting tests and/or configure new tests based
on client requests. The project team allows fanerous iterations to ensure the client gains an
understanding of the underlying procedures in oraemprovide a smooth hand-off at the
conclusion of the project. To date the projectntehas found that this iterative process
encompasses approximately a six-month period fgrdl&1R testing when working with one of
the pilot project SME NFPs. The project team dowis that for applications with a somewhat
less sensitive nature than Payroll/HR the iterapix@cess can possibly be cut in half. As the
project team gains familiarity with the overall pess the timeframe should also decrease.

In addition to presenting the results based ord#faed tests the project team also reviews the
data for other anomalies or outliers. For examigethe second pilot project client the project
team prepared an analysis of excessive overtimeapanss several pay periods. The overtime
pay test, as designed, analyzed excessive overpiayewithin a payroll cycle only. By
comparing overtime pay across several payroll cythe project team identified a pattern of
repetitive, excessive overtime pay charges for rtiquéar employee. The client had not been
aware of this situation before, found this analysghly useful and followed-up on the situation.
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After the individual tests and data structure mafized with the client via iterative processing,
the project team develops a script in the CA/CM tbat will launch the individual tests and
output the analytics. The intent is to develogréps that allows the NFP to execute the tests and
receive analytics in as efficient manner as possibl

The one area that the project team has encountsseds with, and has not been able to
completely resolve at this point, is that consisyein the creation of the testing data by the
client. The team has had to deal with varying datanatting and structure with the client-
prepared data for the iterative testing.

At this point in the project the project team presethe results of the CA/CM testing and
analytics in spreadsheet format (Excel) as disonsswith the client focuson a review of specific
transactions. The project team will refine theitesscript as defined within the CA/CM tool in
preparation for hand-off to the client.

V. Initial Pilot Projects
The First Pilot Project:

The first pilot project client was an industry teadssociation headquartered in the Washington
DC area, with satellite locations in Mexico and 1@zhi This trade association has over 400
corporate members and a staff of 85. The primawycgof revenue isgovernment grants and
contracts, in addition to memberships and fees paideducational/regulatory compliance
services. This annual revenue has averaged ab8uhiion during the past ten years. The trade
association acts, on behalf of its members, asdusiry advisor for regulation, legislature, and
business practices. This NFP prides itself on bainttpe forefront of modernizing business data
processes, and desired to adopt CA/CM for its GB, And AR ledgers initially, with
Payroll/HR to follow. Although the NFP uses aMiatisDynamics GP ERP system, the ledgers
are manually audited by their internal auditorsiafé batch process. External auditors perform
the Circular A-133 Audits (single audits) and pdeviother advisory services. The NFP prides
itself on being current in information systems, ¢eetheir interest in participating in this project.
However, since there were tight internal controisplace, management expressed doubt that
many new or material misstatements could beidexitifi

The project commenced with the team researchingthim literature and developing a
guestionnaire for each ledger. The second taskdeetpof extensive unstructured interviews
with the client, where the team gained knowledgthefclient’s procedures, systems, and special
concerns. Protocols were established for data s@esencryption, as well as a project schedule
that outlined expectations and timelines. Standesel® established for the table and field name
formatting. The client provided the following datbles for a specified time period: Vendor
Master, Customer Master, G/L Chart of Accounts Mase/L Transactions, A/R Invoice Detail,
A/P Sub-ledger transactions, and A/R Sub-ledgerstaetions.The first data transfer of an entire
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year of transactions was completed, after whichtd@n embarked on the data knowledge
acquisition stage and a further determination ofctvhiests could be run, of any special data
issues, and of any further refinement of data §eltk this stage, the audit automation software
tools as developed by ACL were selected for uses daéta knowledge acquisition phase was the
longest of this particular pilot project study. Thgreed upon tests were then run in a batch
approach using the CA/CM tool. Scripts incorporgtstandard tests and entity-specific tests
were generated. The tests that were undertakeer) ¢ine data provided included validating A/P
Vendor information as listed in the A/P Sub-lediyansactions against the Vendor Master, and a
similar validation between the A/R Sub-ledger teart®ns and the Customer Master. The G/L
account as listed in the G/L transactions was a#did against the G/L Account Master. A/R
invoices were tied to related transactions in tHB Sub-ledger transactions. In all cases no
anomalies or errors were detected in the testing.

The results were then discussed with the client, anwhich point they decided neither to

continue with more data transfers nor to pursuerjmarating any audit software into their ERP

system. Since the tests had detected no anomaltee data that would point to misstatement or
misappropriation of funds, the client could ndtamalize the cost/benefit to adopting a CA/CM

tool into their processes. The NFP’s own testirsyits mimicked those of the team, due to the
extensive manual analytics that they conducted thighr data and their rigid compliance to tight

internal controls.

The Second Pilot Project:

The second pilot project client was a U.S.-baseatjonal professional organization that
requested that Rutgers develop a continuous agditnd monitoring prototype in the area of
Payroll and Human Resource Benefits processingecifially, the team was asked to perform
testing in the Payroll and HR areas as requestdthdoyglient and provide visualizations of the
ensuing results. The project team is also devegppredictive analytic routines with the support
of this client.

This second non-for-profit project participant ansiderably larger than the first, with offices in
North Carolina, New Jersey, and New York. It haswt 750 employees and 400,000 voting
members whose dues contribute to about half ofet®nues. In Fiscal 2013, it had annual
operating revenue of about $225 million, with aifpes cash flow of $6 million. Its revenue

stems mainly from membership dues, conferenceslicatibns, and other industry-related
services. Although they were in the process aégrdting their ledgers and audits within a
newly upgraded cloud-based ERP system, they wesatikfied with the Payroll/HR audit as
this process was still quite manual and involveditparty reporting.

The team met and worked primarily with internal itstaff for the duration of the project. The
team met initially to present a list of Payroll/HBsts that had been previously developed.
Review of this list elicited feedback from the dlieas to which tests applied to their situation
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and which did not. The client provided informatioglevant to areas they wished to have
investigated and the team developed tests to sugpoclient’s requests. This test development
phase lasted for four months. As the client hadniéed and was using ACLaudit software for
several internal activities, the client and teamead to configure the CA/CM tests using this
product.

This project followed the same procedure as theipue study, with the exception that the
project team was provided ten different reports dmthlyfor the next four months that
represented payroll, 401k, and benefits informafrom the client and its third party providers.
These third party providers process payroll andebenand administer the 401K plan. During
the initial interviewing phase, ten tests were dateed to be of interest to the client (Table 5).
The team would then be able to develop customizggts of the ten processes as requested by
the client, and develop and refine these in aratitex fashion, as suggested in the software
development industry (Larman, 2003; Boehm, 200@si&lly, scripts are being generated,
tested, improved and refined based on the bimorntdts and on the feedback regarding the
results from internal audit management.

Additional managers from HR were brought in at gerlgophase, to validate the tests and to
suggest refinements to the queries.

Test | Description Summary Risk

#

1 Duplicates by Identify duplicate checks for an individugAn employee is paid
Employee ID| employee within a pay period by filteringwice in the same
and Amount on Employee ID and additionally anothgperiod

filter is then applied for duplicate amounts
and <>0

2 Check Date afterldentify payments with a termination datén employee
Termination that is prior to the current pay period and @ontinues to be paid
Date amount in the Other Pay field. Using thafter they no longer

Gross Wages Table, a filter is appliedork at the NFP
testing whether check date precedes hire
date fields
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Other Pay

Identify checks in the Gross Wageset
that include an ‘other pay’ item, by p:
period. This is determined by filtering f
any amounts <> 0 in the ‘other pay’ field
the Paychex gross wages file, by pay per

aBh employee pay
Jamounts is at a great
Drisk of being
imaccurate given it ha
idmben manually
changed

%)

Overtime Pay

Identify checks paying for overtithat is

An employee is taking

1%}

ol

at least ¥2 or more of salary amount advantage of th
overtime rules tg
generate  additiona
income
Termination Compare separation date from Oracle| n employee
Date match termination date as listed on the Paycherntinues to be pai

gross wages file by pay period and out
Paychex records. Filter and reduce the t
file first by dates

pafter they no longe
eymork at the AICPA or
is paid the wrong
amount on their las
check

Hire Date test Merge Hire Date (Current EE) infation| An  employee first
with Paychex Gross Pay data to determinkeck is not accurate
if any payments were made to an employee
before their hire date. Then check date <
hire date

Benefits Pay Benefits deductions should not occur un#in employee’s

Hire Date the T' of the month following hire, unlesenefit selections ar

the employee starts on th& df the month.

benefit start date is later than the hire d
Then a secondary filter is applied where

benefit start date is 1-30 days after the hire

date

athey will not receive
thiee benefit

not reflected in their

This is filtered by first determining if thepaycheck and thus

= O

[©]
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Hourly  wages
for new hires

New hires starting after the first day of thA new employee’s
pay period are paid by the day and thppay is at a greater rigk
starting before the pay period are pamf being

additional days

inaccurate
given it is their first
check and for a
smaller period of time

HSA/FSA tests

New hires with HSA/FSA plans shoodd
have these deductions occurring before
1% of the following month. This test look

for any such deductions that may hayeaycheck and

occurred

An employee’s
thenefit selections ar
qiot reflected in their
thus
they will not receive
the benefit

[©)

10

401K tests

The Oracle and Schwab files are mde
and test to see if the percentage
contribution matches in
Schwab, particularly for contribution

changes. This test will determine which Egaycheck.

Contributions do not match the ne
percentage times the regular salary, ot
pay, overtime, and incentive

Oracle an&oth 401K percentag

rée employee’s
opdated 401k an

D =

ds not reflected in their

vadditionally, this
heould  impact  the
NFP’s employer

match amount

Table 5: Initial client tests

Ultimately, scripts were developed for both thedmcgve (monitoring) phase and the detective
(auditing) phase. For the monitoring phase, thenteaceived the payroll report before it was
provided to payroll processor, as well as the noastent benefits and 401K reports. The tests
were similar to the detective phase tests, exaapthe deletion of the Termination Date Match
Test #5 and an addition of a test that matchespteprocess regular salary amount to the

employee master file. This additional test is shas a sample from the Payroll Preprocess
script:

OPEN PayrollPreprocess_10152014

OPEN Pre_CurrentEE_10152014 SECONDARY
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JOIN PKEY ID FIELDS EMP_ID NET_PAY SALARY_RATE Ter_Date Rehire_Date
Hire_Date E_1 REGULAR_HOURS E_1 REGULAR_AMOUNT SKEYD WITH ID
Annual_Salary Regular TO "Pre_ CurrentEEProcessMdi@E52014" OPEN PRESORT
SECSORT ISOLOCALE root

OPEN "Pre_CurrentEEProcessMerge_1015"

SET FILTER

DEFINE FIELD Pre_CalcSal COMPUTED (Annual_SalaB4)
SET FILTER TO Pre_CalcSal <> SALARY_RATE

EXPORT FIELDS E_1_REGULAR_AMOUNT E_1 REGULAR_HOUHS/P_ID Hire_Date
ID Term_Date Annual_Salary NET_PAY Regular RehiratdDSALARY_RATE EXCEL TO
"11 _Pre_AnnualSalaryE1Reg_10152014"

CLOSE

It is expected that the predictive procedurewiéintfy most issues; however, best practices for
CA/CM internal controls suggest that a detectivecpdure be included as well. There exists
about a four day lag between the time that theigtied test layer is applied and the payroll is
processed. It is quite possible that the data cbeldltered during this period, either intentiopall
or unintentionally. The detective layer is necegsara further internal control.

The scripts were formulated to generate separatertse in Excel for each test type in the
detective procedure. The project team was alsatatk automate the compilation of these test
results into one tabulated file that would not olalyer in the new test results progressively, but
also generate graphs that illustrated trends indtta. This process was scripted as an Excel
macro. Diagram 2 is an example of the graphs tlea¢ \generated from the tabulated results:
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Diagram 2 Graphic presentation of the test res

The clientis quite excited about implementing the payroll iagdripts irto its procedures. A
manual process thahce require hourscan now be run in only a few minutes! The re: for
management reportingvhich the team also generated as a tabulanfilealso be a product ¢
scripting. The main challenge of scripting is thecessity of using a standard fat for the
tables and field names, as scripts are quite $emsit any deviations

Theinternal auditor staff d@he clien is highly motivated to integrateeseautomated Payroll/HR
scripts within their ERP syste, once employees are trained to usetiti software. Althoug
the clientwould like to capture as muchformation as possible in a r-time CA/CM
environment, much of the payroll and its associatadsactions and data canno real-time or
continuous, but can only batch-processed byefinition. So although the scripts will |
executed automaticallghe proces cannot be continuous. Despitast limitation, the potentic
within this clientfor transitioning to a completely automatCA/CM system with the othe
ledgers is huge.

Additionally, the internal auditotaff is implementing these automated audit tools with
preliminary batch reports that are generated befloeepayroll is processed, aspredictive
measure. So, in this case the CA/CM tools are batmpted in a pdictive as well as in a
detective manner, thus providing complete payradk rassurance and monitoring in
automated fashiorit may very well be that this application of CA/Cidols is the best solutic
for the batcheriented nature of this business cess.
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VI. Challenges
General Challenges of the Project:

Due largely to the nature of the target SME NFRsrd are several challenges that the team
needs to assess in order to determine how finalegronegotiation and initial project
development and implementation stages canoccur.is lanticipated that these following
challenges may be typical for an advisor of manyESNFPs. The lack of technical expertise and
funding available to support IT technology at m&ME NFPs is reflected in the systems in
place, especially outdated application software/@ndatabase systems where there is little if
any external or internal knowledge or support @add.Understanding the design and function of
little-known systems is a challenge to the profeeim, but has to be undertaken for a successful
project.

Security over the data residing in these databa@sédikely to be inadequate, as well as the
integrity of the data. Similarly, the mechanism9tovide for data security and confidentiality,
if in place at all may be sub-standard.

The organizational procedures over not only thapplications but business processes in general
may also be outdated, poorly documented, and mayane evolved to identify contemporary
fraud schemes. Outdated organizational processgsconceal fraudulent activities currently
underway.

All of these situations entail an extended learréngre period for the team and possibly extend
the project timeframe such that actual testing andlytical activities may be curtailed by a
client weary of the time spent to-date on the mije

Although CA/CM software does not typically requtree magnitude of investment required for
an ERP system, the lack of proper funding for I5tegns at the client may also impede the
client’s ability to acquire and implement such aaite.

A significant challenge during the development, lenpentation, and preliminary analysis of
each project was the slightly changing configuratiof the data extracted and provided to the
team. For example, in the second NFP pilot projéet team received data for each payroll
processing cycle (at the 1%nd 3% of each month) over a period of several monthierd
would be slight variations in the position of thelds within the records, constant variations in
the table and field names, with additional fieldsing included in the extracted records
inconsistently. These issueswere eventually redoliat they highlight the necessity for table
and data formatting standards. In fact, the AICBgently released (AICPA, 2013) their Audit
Data Standards (ADSs) which suggest field nameddon flat and XBRL formats; however,
neither of the two major commercial audit softwaemdors has incorporated the ADSs in their
products (CA/CM tools) as of the time of these teasly pilot projects. Given that much time
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and effort was expended by the NFP and the RAR® teastandardize the data and tables for
each bi-weekly data provision, the benefit of adustry wide adaption of these ADSs is
apparent. Furthermore, if these ADSs could be implged within many ERP systems, this
general issue of data portability and formattinglddoe largely resolved.

Another challenge presented by the projects unkiemtéo-date is one of project development.
Incremental development usually slices the progeeicution phase into sub-phases, where each
sub-phase works on one aspect of the audit and/ipt slevelopment. That is, there ideally is an
initialization phase of knowledge acquisition folled by incremental phases of product redesign
and refinement (Larman, 2003). Or, it could be tiduof as the following phases: Planning,
Collaboration (iterative), and Delivery. The firslient project did not include an iterative
Collaboration phase, where there would be increateefinements to the scripts and tests, based
on a regularly established schedule of data feedbid team and of meetings with the NFP
auditors. So far it would appear that the small&Phl may find it more difficult initiallyto
accommodate CA/CM tools development, at least ia ifcremental fashion. However, the
benefits derived from such tools might be more itgagbparent for the smaller entities. The first
and third NFPs are relatively small, and seem tcch@lenged by the initial data provision
requirements and with the first clearly not seeany obviouscost benefit of CA/CM tool
adoption.

General Challenges of CA/CM adoption:

Both of the SME NFPs volunteered for this studyd erpressed strong interest in automation of
different aspects of their internal audits. Whahdared their ability to adopt these tools
previously was a lack of technical proficiency hetarea of CA/CM adoption. Compounding
this issue wasthe demand by regulatory agencies dombrs for more accuracy and
accountability in the financial reports and whidmpelled them to seek help in the adoption of
some level of audit automation.

According to the AICPA (1999), CA/CM is a processitt enables auditors to provide written
assurances on any subject or data simultaneousby tehortly after, its generation or after the
occurrence of the underlying events (CICA/AICPAQ2Y Vasarhelyi et al (2010) state that
“Continuous auditing is a progressive shift in aygliactices towards the maximum possible
degree of audit automation as a way of taking athgenof the technological basis of the modern
firm in order to reduce audit costs and increagitautomation.” They then proceed to discuss
how the development of CA/CM requires a basic refor all aspects of the audit, from the kind
of tests conducted, how alarms or alerts are hdndied how reports are generated, how often,
and to whom — to name just a few of the changesrder to become continuous and more real
time, full CA/ICM techniques rely heavily on fullyedeloped ERP systems and business
intelligence platforms - many which may be quit@glistic or patch-work in a SME NFP. One
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of the primary challenges of this study is the ai&ation or mapping of thetransformation of a
manual auditprocedure that predominates in manySWHPs to that of a fully functional
CA/CM process.

Traditionally, in most of the literature CA/CM hbheen treated as a concept rather than a tool or
practice (Vasarhelyi et al, 2012). So if a firm lkdees that it has a CA/CM system in place, it has
not been clear to what degree or what processeaudnenated. The first effort to measure this
process was detailed by Vasarhelyi et al (2012gre/the authors customized the Technology
Adoption Lifecycle Model of Bohlen and Beal (195&hd Rogers (1962)for the audit. The
Roger’s formula of first‘R&D”, second “introductidsthird “growth”, and finally “maturity”
was extended as follows to describe the followitagyss: 1) the traditional audit; 2) the emerging
CA audit; 3) the maturing CA audit; and 4) the ftdintinuous audit. In their study, even among
highly motivated firms with advanced ERP systens lamsiness intelligence capacities, CA had
not evolved beyond the second stage. That is, lrge firms had not budged past the steps of
simply automating existing audit practices and ltve hanging fruit (Alles et al, 2006). So the
guestion begs, will any of these SME NFPs adopt@A/beyond the second stageof the
emerging CA audit?

Furthermore, according to Vasarhelyi et al (201Bgse four stages can be further classified
according toseven criteria:

Criteria Definition

Audit Objective The scope of the audit task thatasverted to CA/CM
Audit Approach The extent to which the audit tas&some continuous
Data Access Level of access to the data by the NiRErnal auditors
Audit Automation The degree to which the audit psses are automated

Audit and ManagemerntThe extent that internal auditors rely on managdimen
Overlap information systems

Management of Audit FunctionRelationships between the internal audit, the fonenaudit,
and other compliance departments

Analytical Methods Degree of technical complexityf analytical processe
performed by the internal auditors

(%)

Table 6: CA/CM Implementation Criteria
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For this case study, the project team assessedi#me with each of these seven criteria for the
payroll application, ranked according to its pragien with the CA/CM Adoption Model as
proposed by Vasarhelyi et al (2012) and discussgiee For example, the first criteria Audit
Objective was scored as being traditional, emergimaguring, or full continuous. Of course, the
ideal situation would be the fourth stage of thi ¢dontinuous audit in all seven criteria of the
payroll audit.

The results are shown below in Table 7 for the seéqailot project client. This project to-date
has been focused on Payroll/HR reporting, whiclddsign is not continuous but batch-oriented.
Because of the limitations imposed by the payraliction, the highest CA stage that the
Payroll/HR audit can receive for any of the sevesasurement criteria is a stage three, the
maturing CA audit. The level of Audit Automationlinbe upgraded to 3 once the predictive and
detective scripts are incorporated into the new H&tdid-based system. Management of Audit
Function, which describes the relationship betw#es different reporting parties, can be
upgraded in the future as third party provider ddés will be instantly available in the new
system for the scripted tests, on a real-time basis

Criteria Level of conversion to CA/CM
Audit Objective 3 — the maturing CA Audit
Audit Approach 3 — the maturing CA Audit
Data Access 3 — the maturing CA Audit
Audit Automation 2 - the emerging CA Audit
Audit and Management Overlap 3 — the maturing CAlif\u
Management of Audit Function 3 — the maturing CAdAu
Analytical Methods 3 — the maturing CA Audit

Table 7: Criteria Evaluation of CA/CM adoption

VII. Conclusion

This paper discusses a current project of the Reit§ecounting Research Center (RARC)that is
focused on the application of CA/CM approacheshan SME NFP environment, in an effort to
understand the degree in which adoption of CA/CM mamay not feasibly support the NFPs
with their reporting requirements. Furthermore,sthstudy hopes to provide a greater
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understanding of the circumstances and impetuswiald lead to a demand for CA/CM in
SME NFPs beyond that of simply CA/CM tools adoptibat typifies the emerging stage, to that
of a full continuous audit. Although the project n®t complete, the potential impact and
implications of this study are noteworthy and ciinite to the wealth of CA/CM literature, even
at this early phase in the project. The procesdafining a Full Continuous Audit for these
smaller enterprises, the process of outlining thplementation and evolution from a manual
audit to one of CA/CM in the SME NFP environmemtdahe process and observation of
CAJ/CM tool development in each NFP has been a ddmgrand robust endeavor and worthy of
discussion. The questions raised about CA/CM asptojecthas evolved have been provocative
as well. For example, an overwhelming curiositysexiin the team as to how and or when an
SME NFP would adapt CA/CM approaches beyond therginge stage. Basically, would the
NFP sector perform any differently than the largélje firms who, despite great motivation and
interest in CA/CM, are not beyond this second 2a@éhat sort of environment or impetus
would need to exist for an NFP to progress to hiirel tstage, that of Audit maturity? Would such
a progression occur with more ease in a less tealyievolved and less complex environment,
more typical of a smaller business or NFP firm aontof a large firm?In addition to the initial
two pilot project clients there are more NFPs ie fhroject pipeline, several of which are
charities. These charities will be segregated fitbin foundations, as the sources of funding
differ. This paper will be followedby additionalusties and discussions of the results from more
case studies and hopefully, a better ability tonemsthe major question of this study: can
modern technology find a home in more traditiongamizations? And at what stage would this
adoption occur?

The goal is to attain enough case studies thatesept varying types of SME NFPs —
foundations, hospitals, schools, houses of worsdil, charities. Secondly, the team needs to
conduct follow up interviews with all of the caseidies, to track their CA/CM to usage and
adoption over time. After all, just because a folidn't initially evolve past stage two does not
mean that this expansion cannot occur in the futdemce, the measurement of time to develop
CA/CM tools or adoption is also critical informatidor this study. Periodic interviews and
updates from each NFP will also be conducted byaam.

The actual NFP case studies and the analysis of @#&CM tools and systems adoption have
just begun. However, the development of this ptogeope and framework approach, as well as
many of the challenges associated with it, canrgarnie to the literature on CA/CM. Issues such
as the tepid demand in organizations for CA/CM Inelythe emerging stage (Vasarhelyi et al,
2012), the slow adoption by the industry of the RICs ADSs, and the need for CA/CM
adoption standards and models are all areas fatiaud research beyond this immediate study.
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