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          Continuous Auditing
Key concepts
 

● Auditing in a close to real-time setting
● Owner-ordered auditing
● Management-ordered auditing
● Integrated example: franchise industry
● Nexus micro-macro
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          Continuous Auditing

Agenda
 

● Limperg operationeel
● Starreveld online
● Frielink's audit equations
● Blokdijk's onvervangbare interne controle
● Veenstra's waardesprong 
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           Limperg operationeel
● Limperg: van filosofisch naar operationeel
● Nexus micro - macro

● up: micro naar macro
● down: macro naar micro

● Rationele verwachtingen & transparantie
● niet te hoog
● niet te laag
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           Limperg operationeel
 “Thus, the most important factor is society's needs, 

and the related factor that interacts with it is the ability
of audit methods to meet society's needs.

However, society's needs are not fixed and change 
over time. 

Also, auditing methods can change and improve 
over time”, 

Douglas Carmichael, bringing in Limperg's ideas as 
blueprint for the PCAOB, where he served as first & 
founding chief auditor (Accounting Horizons, 2004)
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– Owner-ordered auditing addresses Owner-ordered auditing addresses understatement of profitsunderstatement of profits::  
whether revenues are understated and expenses are overstated whether revenues are understated and expenses are overstated 
As an owner you want assurance that management, who you entrusted 
your money, is not making profits while keeping parts of it unstated, since 
profits are the basis of your dividends and stock quotation
 
 

– Management-ordered auditing addresses Management-ordered auditing addresses overstatement of profitsoverstatement of profits
As management you want to attract investment capital by increasing your 
credibility that the profits you state are all real, not overstated, and so you 
hire the independent auditor to provide this assurance
 
 

– Management's illegitimate interest Management's illegitimate interest ── overstating or understating  overstating or understating 
profits profits ──  determines the direction of the audit from a market-driven determines the direction of the audit from a market-driven 
value-adding perspectivevalue-adding perspective
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"Investors have reduced their time horizons; with owners all "Investors have reduced their time horizons; with owners all 
but gone, there’s no countervailing leadership.but gone, there’s no countervailing leadership.
  

Twenty-five years ago, the average holding time for a stock Twenty-five years ago, the average holding time for a stock 
was seven years; now it’s seven months.was seven years; now it’s seven months.
In today’s market, 80% of daily trades are made by In today’s market, 80% of daily trades are made by 
investors who hold the stock less than seven seconds.investors who hold the stock less than seven seconds.
The guy who holds your stock for seven seconds doesn’t The guy who holds your stock for seven seconds doesn’t 
care about your strategy, much less sustainability."care about your strategy, much less sustainability."
  
Charles Sirois, The Ownership Imperative, Listed, 2012Charles Sirois, The Ownership Imperative, Listed, 2012
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●  Internal Revenue Service: franchise project, 
close-to-real-time completeness for the one at 
the receiving end of royalties, in broad sense, 
including taxes
 

● Anticipating systemic risk while it's building 
up (micro to macro), and reversing it, or at 
least halting it early on (macro to micro)
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● Case: OTC derivatives, $700 trillion, 

10 years world GDP
● Macro: Bookstaber's systemic risk indicators

●  leverage, crowding & market linkages
● Micro: FpML

●  unique id's: legal entity, product & trade
● Generic mechanism, both “up” and “down”
● Role of audit profession 
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          Continuous Auditing

Agenda
 

● Limperg operationeel
● Starreveld online
● Frielink's audit equations
● Blokdijk's onvervangbare interne controle
● Veenstra's waardesprong 
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       Starreveld online

●  Waardekringloop: van mentaal model 
naar computationeel procesmodel

●  Modellenbank online, met upload &
download facilities
●  scientific layer
●  practitioners layer
●  educational apps, TED Salman Khan  
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Starreveld's
typology
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Agenda
 

● Limperg operationeel
● Starreveld online
● Frielink's audit equations
● Blokdijk's onvervangbare interne controle
● Veenstra's waardesprong 
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       Frielink's equations

● Audit equations
● Audit direction per equation parameter
● Dominant direction: owner-ordered audit
● Set of equations per type of industry
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Frielink's
audit equations
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Agenda
 

● Limperg operationeel
● Starreveld online
● Frielink's audit equations
● Blokdijk's onvervangbare interne controle
● Veenstra's waardesprong 
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       Blokdijk's onvervangbare
 “...The auditor analyzes the Circular Flow of Values within 

the enterprise, in order to find the strongest possible basis for 
the audit of the completeness of revenues. 

The internal control of the relationships within the Circular 
Flow of Values is the indispensable link in the internal control 
chain which covers the whole chain of transactions. 

Without that link, Limperg stated […], every system of 
internal control and every audit is doomed to fail, because the 
coherence between purchases and sales, assets and liabilities 
could not be established. 

Without that link it is impossible to ascertain that the 
accounts are complete.”
Hans Blokdijk, Fred Drieënhuizen & Philip Wallage, 1995, p.47 
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How to find the missing data?
 Spanning Reconciliation Checks,

Comprehensive Coherence Testing, 
in Dutch: omspannende verbandscontrole

How to take care that missing data can be 
found?
 Coverage of logging locations in Segr. of Duties

over full top cycle: waar zitten momenten van
1ste vastlegging + indien nodig, aanvullende controls,
in Dutch: onvervangbare interne controle
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‘Non-reproducible’ internal controls (Blokdijk, 2010, SIKS)
So, there are internal controls that cannot be reproduced 
by the auditor. The issues raised by this circumstance have 
been explored extensively in Dutch auditing literature. The 
best English translation I have been able to find for this type 
of internal controls is: 'non-reproducible' internal controls (in 
Dutch: “onvervangbare interne controle”).  
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           Blokdijk's onvervangbare
‘Non-reproducible’ internal controls (Blokdijk, 2010, SIKS)

Even though there are internal controls that can be reproduced, such as those 
involving arithmetical operations, the most important ones often cannot be reproduced. 
The fundamental causes have been categorized as follows:
(1) expertise: the auditor cannot possibly acquire sufficient expertise to form, entirely 

by himself, a conclusive opinion on all the technical and/or commercial events that 
are to be reflected in the financial statements (e.g., product yield rates, purchase 
prices);

(2) presence: the auditor cannot possibly be continuously present on the client's 
premises in order to ensure the completeness of the recording of transactions and 
(relevant) events; apart from economic considerations, this is unacceptable in that 
it would jeopardize the client's and/or the auditor's independence; and

(3) inadmissibility of investigative techniques: the independent auditor is not entitled to 
use certain techniques that are available to government auditors (such as informing 
other government auditors about other taxpayers), or that may be used by 
police authorities (such as wiretaps, search of private premises and the like).
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So what should external auditors do about ‘the system of 
internal control’? Firstly, they should evaluate the design of 
the system. Especially important is the segregation of duties; 
e.g., no single person should be able to authorize payment 
of invoices, and  persons charged with the authorization of 
separate elements (quantity, quality, prices) of invoices 
should not have an interest in collusion with each other, 
or with suppliers or other parties outside the auditee.
(Blokdijk, 2010, SIKS)
Top-cycle process computation: maximize size of minimally 
required collusions that can tracelessly defraud the enterprise.
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● Limperg operationeel
● Starreveld online
● Frielink's audit equations
● Blokdijk's onvervangbare interne controle
● Veenstra's waardesprong 
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● Introductie waardesprong bij Starreveld (1968)
● Procesinvariant van de goederenbeweging

‒ “buy side to sell side” BETA equation ‒ 
eerst vaststellen in goederen en dan in geld, 
via kostprijs, verkoopprijs en waardesprong, 
om omspannende verband rond te krijgen

● Goederen gemeten in Units of Measurement
● Paul Griffioen's dissertatie
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Agenda

 

● Limperg operationeel
● Starreveld online
● Frielink's audit equations
● Blokdijk's onvervangbare interne controle
● Veenstra's waardesprong

 + announcement, next page
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SIKS/ACL

Owner-ordered Auditing Symposium

met: Limperg operationeel, Starreveld online, ...

key note: 
NL Belastingdienst franchise project

Gatineau, Québec, Canada
September 27-28, 2013
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