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e3-control development

2005

» Value perspective on control

» Learn where value can be lost

» NO operational solution

2006

» State of the art literature: academic and best practices

» Control is a process-level issue; extend e3-control into
process perspective

Mid 2006

» Patterns of operational control problems and solutions
Late 2006

» AAD approach (process perspective)
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State-of-the-art Literature (1)

e3-value
» Value perspective is limited
REA

» REA Is very popular in academic circles, but not
among software vendors and practitioners

Academics
» Focus on internal control
SOX: Sarbanes-Oxley Act

» Public company accounting reform and investor
protection act of 2002

» Does not specify how a business should execute
controls.

» Defines legal constrains for auditors and
management; its implementation relies on other
best practices
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State-of-the-art Literature (2)

COSO (Internal Control Framework, Enterprise Risk
Management Framework), COBIT (Control Objectives
for Information and related Technology) Framework

» NO well-defined auditing rules to describe the
business logics of control problems and solutions

» high level guidelines and lists of control activities
and indicators for risk flaws

» control is...
» COSQO: process

v COBIT: policies, procedures, practices and
organizational structures designed to provide
reasonable assurance that the business objectives
will be achieved and undesired events will be
prevented or detected

» Focus on internal control



The BLL: Focus on Export of Excise
Goods

« The export of excise goods
— Excise goods

— Exemption for excise payment based on paper-based flow
of excise documents (Administrative Accompanyung
Document, AAD)

e Excise Fraud in EU

— Fraud with alcohol: 8% of the total excise duty receipts per year
(» 1,5 billion, estimate made in 1998).

— Fraud with cigarettes: 9% of the total excise duty (estimate made
in 2006)

— MEMO/06/221, 2006.
e The Dilemma of the EU

— Increase control and security
— Reduce administrative burden

e Goal of the BLL

— Radical rethinking of the current processes related to
export of excise goods
— Redesign based on innovative technologies to:

« Ensure simplification and reduction of the administrative
burden for the companies

 Preserve control and security requirements



e3-control (Kartseva 2005): A Three Steps
Analysis

Step 1
|deal model

Step 3

Step 2
ldeal model U Model of control

with controls problems

Source: kartseva (2005)



Preliminary results — deliverable 3.2

* Research approach: combining both value and
process perspectives

Value perspective>

Process per spective

Value perspectlve

Stepl: N\ Step2: Step3: > >
Preliminary : | dentify Control i Evaluation
analysis : control mechanism :
! problems redesign !

< . i
Design initial How current Add/change Evaluate the
business model controls are control new business
in an ideal applied to mechanisms model from a
situation. To safeguard these  according to value
find out critical valuestransfers, auditing and perspective, to
value transfers and identify accounting Investigate
and involved flawsin the control financial
actors current situation  principles feasibility.



Snapshot: e3- control



AAD: an introduction (1)

AAD is a process based approach to apply control
principles with respect to actors, activities and
documents.

 Actor

— Responsible actor
— Evidencing actor
— Control actor

o Activity
— Operational activity
— Evidencing activity
— Control activity

e Document
— To-be verified document
— Supporting document
— Verified document




AAD: an introduction (2)

AAD control moddl

AAD control principleswith checking list

Control Principles Specification Check (Yes/No)
P1 Does the control Operational activity: | Yes
activity exist and Declare export
follow the without excise
corresponding payment
operational activity? —
Control activity:
Verify excise free
declaration
P2 Can the Control actor No direct witness No direct witness.
directly witness the Y es, the evidencing
execution of the Control actor: activity is delegated.
operational activity? BeerCo
If no, isthe evidencing | Evidenci ng actor:
(witnessing) activity EW/ Customs UK
delegated to an (Trustworthy)
evidencing actor
(trusted third party)?
P3 Isthere a supporting Supporting doc. : Yes, but itisonly

document furnishing
the evidencing
activity?

AAD

Evidencing activity:
acceptance of beer
shipment by EW
and Customs UK

checked upon request.

P4..P8




Modeling Value & control

 Value perspective:
— Not rich enough to provide operational solutions.

— Focus on cost/benefit does not fit the public sector
« What is value?
* Public interest
 Legal compliance
» Political environment

 Process perspective: traditional; no benefit of
high level of abstraction
« Combine perspectives
— AAD approach
— Is a link missing between value and control?
e B2G relationships:
— Can we drop the requirement for reciprocity?
— Another unit of analysis, instead of value objects?
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