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Abstract 

The study has been carried out in Addis Ababa, Ethiopia. The influence of computerized 

accounting information system on audit functions and the major risk that are associated with 

auditing in such environment have been approved by the literature relating to both developed 

and other developing countries. However, the impact of IT-based accounting system on audit 

risk has not been assessed in Ethiopia, particularly, in Addis Ababa. So, th is research fills the 

existing gap by evaluating empirically the influence of the utilization of Computerized 

Accounting Information System on the level of audit risk in the study site. The overoll objective 

of the study is to evaluate the impact of Computerized Accounting Information Systems on the 

level of audit risk the case of external auditors engaged in Addis Ababa. It seeks to identify 

whether the level audit risk considerobly changed due to implementing this system by the audit 

firm clients in the targeted area. The study used both quantitative and qualitative (mixed) 

approach. The research finding tries to answer questions like whether audit risk was affected 

due to implementation of IT-based accounting system. Self-administered questionnaire has been 

corried out to meet the desired objective and to address the study problem. The major findings 

of this study are severol variables altered audit risk related to implementing the system. These 

are: lack of segregation of duties; lack of awareness of the issue, problems and risk associated 

to the system; disappearance of audit trial; unsuitable audit approach; lack of IT training for 

both client staffs and auditors in such environment; lack of back up data; complexity of the 

system; absence of adopting advanced audit software; weakness of client internal control 

system and audit firm financial cost concern. 
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Chapter one 

1. Introduction 

1.1. Background of the study 

Rece ntly, Inform ati on technology becomes an in tegra l part of businesses. The business 

environment change due to deregulat ions, pri vati zat ion, and globalization. 

Consequently increased compet ition, have increased the need for companies t o sea rch 

for new ways to surv ive and succeeded (Keechi, 2007) .lnnova t ive in format ion 

techno logy offers the requi red too ls for compa nies to respond effecti vely and 

eff iciently t o these (Yanga and Guan, 2004) . 

Info rmation techno logy (IT) function is responsible fo r des igning, implementing and 

maintaining many of contro ls over and organization's business processes. IT has a 

critica l ro le in collecti ng, processing, and storing data th ilt is summarized and reported 

in fina ncia l stateme nts (Ab u-M usa, 2008). As computer t echnology has adva nced 

organ izations have become increasingly dependent on IT to carry out t heir operation 

and t o process, maintain and report essential information (H all , 2001).Consequently, 

th e reliab ility of compute ri zed data and t he systems th at process maintai n and report 

these data are a major concern to audit (Hall , 2001). IT is used for des igning, 

imp lementing and maintaining many of controls over an organization 's busin ess 

processes. IT has a criti ca l role in col lect ing, processing and storing data that is 

summari zed and reported in financial st atements (Dalci and Tani s, 2003 ). 

Many organizat ions are becoming increas ingly dependent on IT w ith such elements as 

fully integrated information systems (IS) and electronic docum ent man agem ent 

beco ming more prevalent (Ab u-M usa, 2004). IT increases th e accu racy and speed of 

transacti on process in g, an d can lead t o com petiti ve advantages for many o rganizati ons 
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in terms of operational efficiency, cost savings and red uction of human errors. On the 

other hand, t here are many types of risk associated with IT, t his includes loss of 

comput er asset s, erroneous record keep ing, increased ri sk of fraud, compet iti ve 

disadvantages if th e w rong IT is se lect ed, loss or t heft of dat a, privacy violations and 

business disruption (Abu -M usa, 2006 ). The explosive growth of IT capabi li ties and the 

desire of businesses of al l sizes to obtain a compe ti t ive ad va ntage have led to a dramat ic 

increase in the use of IT systems to orig inate process, store and communicate information 

(Coe, 2006). 

Use of computer facil iti es has bro ught about radically different ways of processing, 

reco rd ing and contro ll ing informat ion and has com bined many previously separated 

functions. The potential fo r materia l syst ems erro r has th ereby been great ly increased 

ca using great cost s t o the Organ izat ion, e.g., the highly repeti t ive nature of many 

comput er applications means th at sma ll erro rs may lead to large losses (M eng, 2009). 

Acco unt ing In fo rmation System indicat e an integrated f ram ework w ithin an entity (such 

as a bu siness firm) th at employs phys ical reso urces (i.e., materi als, supp lies, perso nn el, 

equipment, funds) t o transform economic data into fi nancial informat ion for; (1) 

conduct ing the firm 's operati ons and act ivities, and (2) providing inform ation 

concerning th e entity t o a vari ety of int erest ed users. In deed, th e combin ation or 

intera ction betwee n human, technology and t echn iques wou ld pe rmit an organ ization 

to administ er its know ledge effect ively (Muham mad sori, 2009). Conditio ns in t he 

computerized accounti ng, audit ing and ove rsight fun ctions of th e economy have not 

changed , but because of the ch aract eri sti cs of computerized accounting Information 

system an d its inherent risk, th erefore, th e audit of compute rized accountin g 

inform ation Systems are face d with challenges and op po rtuni t ies (Chen Xiao, 2006). 
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Information technology Audit is the process of co llecting and eva luating evid ence to 

determin e whether a computer system has been designed to maintain data integrity, 

safeguard assets, allows organizationa l goa ls to be achieved effectively, and uses 

re sources efficiently (Abu-Musa, 2001). 

Computeri zed Account ing Information System (CAIS) has a wide range of app li cations, 

such as red uct ion of accounting error, auditor review of work load, the audit staff t o 

quick ly gather information and to obta in evidence, audit work has brought great 

convenience to improve the efficiency and quality of the audit; but on the other hand 

has also increased th e ri sk of comp uter audit (Timothy et ai, 2006) . 

Wh ile this was previous ly paper-based process, most mod ern bu sin esses now use 

computerized acco unting software such as Peachtree etc. Computerized accounting 

information system is also called IT- based acco unting systems (Ariwa and 

Ese imokumoh, 2008).Both of these wi ll be used interchangeably in this stud y. 

1.2. Statement of the problem 

The ongoing revo lution in IT has had a sign ificant influence on busin ess process allover 

the world (Chan, 2000) . In a business environment increasingly driven by IT, 

mecha nisms to moni tor IT and business operation s contro lled by IT are needed as we ll 

as information systems that are properly planned and work effective ly (Pathak et 

ai, 2001). This adva ncement in techno logy has fo stered the creation of CAIS which enab 

les accounting t asks to be accomp lished with increased speed and accuracy (Dalci and 

Tanis, 2003) . AIS are an information system that is designed to make the 

accomplishm ent of accounting fun ction possible. It processes data and transactions to 

provide users w ith the information they need to plan, control, and operate their 

bus inesses (Romney, 1997). 
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Account ing acti vities th at were previous ly performed manua lly can now be performed 

w ith the use of computers, but with the in crea se in the usage of IT-based accounting 

system s in developed and deve lop ing countri es there are several ri sk posed by the 

systems such as acc idental and intentional entry of bad data; organized fraud ; lack of 

awa reness of the issues, problems and risks associated with (AIS; the app lication of an 

un suitable audit approach (i.e. aud iting around the computer); the incompetence of 

client sta ffs' in dealing with issues relati ng to (AIS etc (AI-Fehaid, 2003) . 

Abu-Musa(200S) states in designing aud it procedures that, th e auditor should consider 

the potential of the ri sk; the materiality of misstatement; the characteristics of the cla ss 

of tran sactions, account ba lance or disclosure invo lved; th e nature of the speci fi c 

co ntrols used by th e organization includ ing the organization's use of IT; and w hether 

the auditor expects to obtai n audit evid ence to det ermine if th e organization's controls 

are effective in preventing, or detecting and correcting, material misstatements. 

Accord ing to Barclay Simpson,(2007) computer fraud and abuse ca n have a detrimenta l 

effect on an orga nization. Periodic su rveys undertaken by organization such as the N(( 

and th e audit co mmiss ion indicate the follow in g common instances of computer fraud 

and abuse: unauthorized disclosure of con fid en ti al information; un ava ilability of key sy 

stems; unauthorized mod ification or destruction of software and use of IT fa culties for 

personal business. 

Furthermore Abu-M usa (200S) identify that Information technology introduces specific 

ri sks to an orga nizati on's internal control, including: programs that are in accurate ly 

processing data, processing in accura t e data, or both; unauthorized access to data that 

may resu lt in destruction of data or improper changes to data, including the recording 

of unauthorized or nonexistent transactions or inaccurate record ing of transactions; 

unauthorized changes to data in master files; failure to make necessa ry changes to 

systems or programs; inappropri ate manual intervention; and potential loss of data or 

inability to access data as required (IFA(, 2002). 
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The International Standard on Auditing 401- Auditing in Computer Information Systems 

Environment- indicated that auditing processes for all auditors have been rapidly 

changed. The causes of these changes are: the globalization of business; advances in 

technology; demands for value-added audits; the organizational structure of the 

client's computerized information system s (CIS) activities; the extent of concentration 

or distribution of computer process ing throughout the organization; particu larly as 

they may affect segregation of duties; and the availability of data source docum ents. 

Th e developments in IT have great ly enhanced routine accounting tasks and the 

process of closing accounting. For instance, financial statements can be generated on 

daily basis w ith small error. These enhancements have evolved from the digitalization 

of documents mass and its consequent faster, easier, more reliable processing, and 

more efficiency information distribution (Grandlund, 2009). 

IT increases the accuracy and speed of transaction processing, and can even lead to 

competit ive advantages for many organ izations in terms of operationa l efficiency, cost 

savings, and reduction of human errors. On the other hand, there are many types of 

ri sk associated with IT; thi s include s loss of computer assets, erroneous record keeping, 

increased risk of fraud, compet iti ve disadvantages if th e wrong IT is selected, loss or 

theft of data, privacy vio lations, and business disruption (Abu-Musa 2006). 

Computer ized accounting systems have improved the functionality of accounting 

departments by increasing the timeliness of accounting informatio n; by improving the 

timeliness of financial in fo rmati on, accountants can prepare reports and operations 

analyses that give management an accurate picture of cu rrent operations(Fricke,2010). 

The potential sources of a new IT applicat ion are many and varied . A number of factors, 

such as cost, tim e co nstraints and avai labi lity of a skilled re source, wi ll determine which 

source is the most appropriate for a particular organization (Barclay Simpson, 2007). 
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Computerized accounting information system improved accuracy. Most comput eri zed 

accounting systems have internal check and balance measures to ensure that all 

transaction s and accounts are properly balanced before financial statements are 

prepared . This system will also not al low journal entries to be out of balance when 

posting, ensu ring that individual tran sactions are properly recorded . Accuracy is also 

improved by limiting th e number of accountants that have access to financial 

information (Fricke, 2010). 

The impact of utilizing IT-accounting systems on audit services and pot en ti al risks that 

are associated with auditing in such an environm ent have been recogn ized by th e 

li tera ture relat ing t o both developed and other developing count ri es such as United 

kingdom, America( USA), Sa ud Arab ia, Nigeria and South Africa respectively. However, 

the impact of these risks on the level of audit ri sk in an IT-based accounting 

environm ent has not been assessed in Eth iopi a. Accord ingly, this study was attempts to 

fi ll thi s gap by eval uating empirica lly the impact of imp lementing IT-based acco unt ing 

systems on th e leve l of audit risk in Ethiopia, particularly, Addis Ababa. 

1.3. Research question 

In order to exp lore the resea rch problem, th e focus of th e th es is is on the follow ing 

resea rch quest ions: 

>- Has th e use of IT-based Account ing System in busi nesses in Addis Ababa influenced 

the level of audit risk? 

>- What are the impacts of computeri zed accounting information on the level of audit 

risk? 

>- What are the proportion s of business enterprise implementin g computerized 

accounting information system in Addis Ababa? 

r Ha s audit risk co nsid erably changed after implem enting IT-based accounting 

information syste m? 
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:;;. Which control environment was affected du e to implementing IT-based accounting 

system? 

> Has the use of IT-based accounting systems by clients influenced firm 's audit 

approach? 

1.4. Objective of the study 

1.4.1. General objective 

The overall objective of the study is to eva lu ate the impact of ut ilizing computeri zed 

acco untin g information system on audit risk in Add is Ababa. 

1.4.2. Specific objectives 

> To assess the extent to which the accounting information system in business 

enterprise are computerized in Add is Ababa. 

,. Study potentia l problems associated with aud iting company that use computerized 

accountin g information system in Add is Ababa. 

,. To assess the impact of IT-based accounting information system on the leve l of 

audit ri sk, 

,. To evaluate whether the audit risk has considerable change (increase or 

decrease) after implementing the computerized accounting information system by 

client in Addis Ababa. 

,. To indentify the control environment altered as result of implementing 

computerized accounting information system 

> To identify wheth er use of IT-based accounting systems by clients influenced firm's 

audit approach 
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1.5. The scope and limitation of the study 

The scope of the study is to highlight the impact of computerized account ing 

information system on the level of audit risks business in Add is Ababa the case of 

private audit firm s. The lim itation of the study was enumerat ing the se t of fa ctors that 

were hindering th e researcher to add ress the desire objective. Th ese factor included 

time const rain t, cost, reference, and lack of experience to apply certain research mod el 

and tool s etc. 

1.6. Significance of study 

The sign ificance of the paper is arise from need to look at the real pract ice of audit 

firms in this new environments and how they respond to both its requirements and its 

difficulty in order to erad icate, or reduce ,the audit risk and get better quality of audit 

services in Eth iop ia ,specifically, Add is Ababa. There is the need to assess the level of 

audit ri sk after implementing computerized accounting information systems by 

busin esses in study area. Moreover, thi s study fills the exiting gap regarding the 

problem associated with adopting computerized accou nting information system in 

Add is Ababa. 

1. 7. Organization of Study 

The study is orga nized into five chapters; the first chapter is introduction; chapter two 

Is revi ew of related literature; third chapter methodology; fourth chapter details the 

data analysis and finding; lastly, summary, conclusions and recomm end ation for 

further researcher as given in chapter five. 
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Chapter two 

2. Review of related literature 

2.1. Overview of Information technology 

2.1.1. Information Systems in General 

Deve lopments in inform at ion t echnology have been paramount in recent decades 
. 

support ing far reach ing consequences within and between market and societies 

(Ka llinikos, 2006). Integrated IT such as intern et, group wa re, Enterprise Resou rces 

Plann ing (ERP) fosters the fact th at inform ation technology know-how goes increasingly 

hand in hand w ith bu siness knowledge. Adva nces in co mputers and other business 

techn ologies are making accounting faster, cleaner and easier. However, the rate at 

which t echnology has been introduced makes it difficu lt for accountants t o keep up 

(Fricke, 2010). 

Modern iT offers possibil it ies t o effectively coordinate business processes. Electronic 

Commerce can be cons idered a process, where electronic connection s faci litate 

econom ic tran sactions between va ri ous parties in the va lu e chain . Th ese movements of 

information electroni cally ca n be utilized in accounting (Gu ll kvist, 2007) . information 

systems is th e combination of hardware and software (operating system),app li cation 

software, data ,network an d the proced ures and peop les involved in programming, 

process ing, maintenan ce, and ut il izat ion . Th e concept includ es the term information 

techno logy (Carroll, 2006). 
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This definition of information system shows that an information system has different 

components such as goal and object ives, input, output, data storage, processors, 

instruction and procedures, user and co ntrol and measure. El liot (1992) 

noted. Information technology (IT) is changing everyth ing. It represents a new, post­

industri al paradigm of wealth creation that is replacing the industrial paradigm and is 

profoundly changing the way business is done .... If the purpose of accounting information 

is to support the business decision-making, and management's decision types are 

changing, then it is natural to expect accounting to change - both internal and external 

acco unting." The use of inform ation technol ogy is expected to be depend ent on 

attitudes and perceptions about systems in general (Lucas, 1975). 

2.1.2. Accounting Information System 

The accounting information system (AIS) is defined as the infrastructure that supports 

the production and delivery of accounting's delivery product. The objective of the 

accounting information systems is to co llect and store data about business processes 

that can be used to generate a meaningful output for decision makers (Grandlund, 

2009). 

Accounting is the service function that see ks to provide the users with quantitative 

information. On the other hand, AIS is an inform ation system that is designed to make 

the accomplishment accounting function possib le. It process data and transact ions to 

provide users with the information they need to plan, contro l, and operate their 

businesses (Romney et ai, 2007). Accounting Information system indicates an 

integrated frame work within an entity (such as business firm) that employs physica l 

reso urces (i.e. materials, supplies, personnel, equipment, fund s) to transform 

eco nomic data in to financial information for; conducting the firm's operations and 

. act ivities, and providing information concerning the entity to a variety of interested 

users. Indeed, the comb ination or interacti on between human, t echnology and 
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techn iques would permit an organizat ion to administer its knowledge effecti ve ly 

(Muhammad Sori, 2009). 

An accounting informati on system can be a manual or computerized system using 

compute rs. A accordingly, regard less of th e type, A IS designed t o co llect, enter, 

process, store, and report data and information (Muhammad Sori, 2009) . 

2.2. Computerized Accounting Information System 

A set of organized procedures used to co llect record and process account ing data with 

th e use of a computer (Ari wa and Esei mokumoh, 2008).The largest im pact IT has mad e 

on account ing is the abi lity of compa nies to develop and use computerize'd systems to 

track and record finan cia l tran sactions. Comp uterized accounting systems have 

improved the functionality of accountin g departments by increasing the timelin ess of 

accounting information (PricewaterhouseCoopers, 2010). 

2.2.1. Types of Computerized Accounting Information 

System 

There are two types of accounting system . Th ese are: In tegrated and stand alone system 

(Dodd, 1992; Lanier, 1992). In tegrated accounting systems are systems in which two or 

more acco unting mod ul es are used togeth er and share information between each oth er 

whereas, st and-a lone accounting system is a system in which only one module is 

used (Lanier, 1992) . Th e usage of the integrated or sta nd-alone accounting syst em in a 

business depends on a load of factors such as th e frequency of tran saction s, staff 

knowledge an d sk ill, and th e size of the bu siness (Arena, Eld er and Beasley, 2006). 
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2.2.2.1. Accounting Software 

The two class ification s of accounting softwa re are low-en d and high-end . Low-end is 

all -in-one software, which means all of the functions of accounting system are 

performed w ith in one softwa re . Therefore, low-end software is used for sma ll 

companies (Ariwa and Esuihumon, 2008). 

On th e other hand, in high-end software each accounting function comes in a separate 

module .Each module checks data for correctness, processes it, and updates all 

relevant accounts, and finally, produces outp uts such as documents and reports (Dalci 

and Tani s, 2003). 

2.3. The differences between Computerized and Manual 

Accounting Systems 

It is cruc ial to consider the distinction between computerized and manua l accounting 

system s for auditors. There are essential differences between the two systems which 

accountant as we ll as auditors should take into account, especially when th ey perform 

their tasks in an IT based accounting environment (Romney, 2007; Rezaee, Z., Elam, R. 

and Sharbatoghlie, Ahmad .2001). The following consists of some of the important 

differences that have been recognized: Com panies can now capture, process, store,and 

transmit data with the help of systems. Whereas data co llections and processing were 

performed manua lly in historical syste ms, on- lin e collection and processing of data are 

performed by computeri zed systems (Review of Socia l, Economic & Business Studies, 

VoI.2,45-64) . 
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According to Carrallo (2006) the use of Information systems has introduced the 

following Characteristics, which distinguishing manual processing; 

• Many controls once performed by separate individuals may be concentrated in 

computer system; this increases the segregation of the duties ri sk. 

• Th e potential for individuals to gain un authorized access to data, to alter data or to 

gain access to assets may be greater in computerized systems. 

• Computer process ing uniform subject s like transact ions to the same processing 

in st ru ct ion and therefore, virtually eliminated cleri ca l error, but programming errors 

may occurs. 

• Complete trial useful for auditing and other purpose might only in computer readable 

format and these trials are dependent on the transaction processing mode. 

• A computerized system increases the potential for in creased management supervision 

since analytical tools for review and supervision of operationa l exist within these 

systems. 

• Computer processing may produce reports and other output that are used in 

performing manual control procedures. Th ese reports are however, dependant on the 

completeness and accuracy of the computer processing. 

• Certain transactions may automatica lly in initiated or perfumed by the computerized 

system 

In manu al accounting information systems, processing of data is slow and subject to 

error. Fortunately, improvements in the technology have enab led companies to collect, 

process, and retrieve data quickly. In addition, there is less likelih ood for error when 

data are processed with computers (Romney et aI., 1997). M oreover, the data are 

captured with the source documents and directly processed in journals and transferred 

to ledger accounts. On the other hand, in computerized AIS, after data are captured, 

they should be converted into machine-readable form. In most computerized AIS, 

source data automation devices that capture data at the time and place of their origins 

are used (Review of Social, Economic & Business Studies, Vo1.2, 45-64). 
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In addition to th e data sca nned into the computer, there are exist ing data bases that 

contain stored data for future processing. A datab ase includes information about 

entities. In manual AIS, transactions are first recorded in journals and then they are 

posted to ledger acco unts. At the end of each accounting period, finan cia l statements 

are prepared by using th e ending balances of ledger accounts. On the other hand in 

computerized AIS, all the information is ga th ered in relat ional tabl es. In thi s case, 

financia l statements can be prepared at any t im e by en tering necessa ry command s into 

the compu ter (Rom ney, 2007). 

Random errors associa t ed with manual processing are much more numerous than 

those which are associated with IT-based accounting systems since systems always 

process item s in the same way (Gray and Manson, 2005). Lack of docum entat ion is a 

sign if icant problem in many computer in sta ll ations. Without adequate documentation, 

the aud it trail may disappea r and the auditor may find it difficult, if not imposs ible, to 

follow the process ing in a particular application area (Joseph, 2004). Th e potential for 

observing erro rs or fraud in IT-based acco unting systems is less than in manual 

accounting systems (Cosserat, 2000). 

This is because, in th e IT-based accounting systems, data is stored in a machine­

readable form rather than a visib le form which could be deliberately accessed and 

altered through co mputer facilities on different sites (Ariwa and Eseimokumoh, 2008). 

Also, th e reduced number of staffs involved in handling computer transactions can lead 

t o the obscuring of errors, which would be more easily discovered where information 

and documents are dealt w ith man ually. 
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2.4. Benefit and Impact of Computerized Accounting 

Information System 

Compute ri zed acco unting information syst em offers num erous benefits to st akehold ers 

. This includ es improved aud it effi ciency through reduced time, cost, and improve audit 

effectiveness t hrough continu ous monitoring and increased internal co ntrol fo cus 

(Rezee et ai, 1998). The po tential sources of a new IT app lica ti on are many and varied. 

A number of factors, such as cost, t ime constraints and availability of a skilled resource, 

w il l determine w hich source is the most appropri at e f or a particu lar organizat ion 

(Barclay Simpson, 2007). 

IT increases the accuracy and speed of transaction processing, and can even lead to 

compet it ive advantages for many organ izations in terms of operational efficiency, cost 

sav ings, and reduction of human errors. On the other hand, there are many t ypes of 

r isk associa ted w ith IT; thi s includes loss of computer assets, erroneous record keeping, 

increased ri sk of fraud, competitive disadvantages if the w rong IT is se lected, loss or 

theft of data, privacy violations, and business disruption (Abu Musa, 2008). 

Techno logy has impacted the business environment in three major ways according to Ca rroll 

(2006): It has increased our abil ity to capture, store, analyze, and process tremendous amount 

of data and information as we ll as changing production and services process; it has significant 

impact on the control process; and while control objectives has remained fairly constant, 

expect for some that are technology specific. Technology has influence the way in which the 

system should control. An effect ive computer-based system will ensure th at th ere are 

adequate controls existing at the point of input, process ing and output stages of the 

co mputer processing cycle and over standing data conta ined in master files (ACCA, 

2011). 
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Information has become one of the most va luab le assets for most organ izations. 

Busin ess survival and success are heavily dependent upon the accuracy, integrity and 

con tinu ed avai lab il ity of critical information and reliance on information as we ll as 

continu ous changes in techno logy force organizations to implement security cont rols to 

protect the ir computer ized acco untin g inform ation systems (CAIS) against potential 

against various threats (Ab u-M usa,2006) 

2.5. Audit Process in an Organization 

The objective of this part is to introduce auditing and audit process in an organization . 

Firstl y, a defini t ion of auditing and auditors has been given. Thereafter, th e ro le of 

auditors in audit process and the requirement for an effecti ve audit have been 

presented. 

An audit is an investigation or a search for evidence to enable an opinion to be formed 

on the truth and fairness of financial and other inform ation by a person or independent 

of th e preparer and persons likely to gain direct ly from th e use of th e informat ion, and 

th e issue of a report on th at informat ion w ith the intention of in creasin g its credibi lity 

and th erefore its use fuln ess (Ariwa and Eseimokumoh, 2008). 

Audi ting helped minimize bias by acting as a monitor of financial inform ation reported 

by management. Aud iting does not alter the primary communication process between 

subject matter and users of financial sta t ements; it added a secondary communication 

process between auditors and users (Keechi, 2007). 
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2.5.1. Audit Process 

According t o Keechi, (2007 ) 'an audi t proce ss refers to a w ell defined met hodology for 

orga nizing an audit to ensure that the evidence gathered is both sufficient and 

competent and th at all appropriate audit objectives are both specif ied and met. 

Although every audit proj ect is un ique, th e audit process is similar for most 

engagements, Accordingly, th e four phases of a financi al statement audit are: Ph ase I 

Plan and Design an audit approach; Phase II Perform test of control s and substanti ve t est 

of transactions; Phase III Perform analyti ca l Procedures and tests of detail s of ba lances; 

Ph ase IV Co mplete the audit and Issue an audit report, 

Acco rding to Nelson( 201O), th e aud it process for a com pute ri ze d accounting system 

involves fi ve main steps: conducti ng th e initial review (plann ing th e audit); reviewing 

and assess in g interna l contro ls; co mpliance testing (testing the internal control s); 

substantive t esting (testing the detailed data ); and reporting (co nclusions and findin gs), 

Th e usual audit approaches cla ss ified in to two th ese are: Tests of ~ontrols and 

substantive t est, Th ere are as many co ntrol object ives as many t extbooks about syst em 

security now adays, Howeve r, general ly, co ntro l objectives ca n be ca tegori zed into four 

broad catego ries -- validity, compl eten ess, accuracy and restr icted access, With these 

obj ecti ves in mind, auditors can distinguish control activiti es from the normal operating 

ones, 

When assessing controls during planning phase, auditors are able to id entify the level of 

contro l re lian ce on the level of control s that help reducing ri sks . The effectiveness of 

such controls during the peri od can be assessed by performing testing of controls, 

However, only key control s will be tested and the level of tests depends sole ly on the 

contro l reli ance level. The high er control reliance is, the more tests are performed 

(Siri kulva dh ana, 2002), 
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Furthermore, substantive t est is an approach designed to t est for monetary 

misstatements or irregula riti es directly affect ing th e correctness of th e financia l 

statement balances. Normally, the level of t est s depends on the level of assurance from 

the t ests of con trol s. When the tests of contro ls cou ld not be performed eith er because 

th ere is no or low co ntrol reliance or beca use th e amount and extensiv.eness of the 

ev idence obtain ed is not sufficient, substantive test s are performed. Substantive t ests 

include analyt ica l procedu res, detailed t ests of transact ions as well as detailed t ests of 

balances (Siriku lvadhana, 2002) 

2.5.2. Information System Auditing and Process 

As more and more accounting and bus iness systems we re automated, it became more 

and more evident th at the field of audit ing ha d to change. As the systems being 

audited increased the ir use of t echnology, new t echni ques for eva lu ating th em we re 

required . As th e systems being audited increased their use of technology, new 

t echniques fo r evaluating them were required. This part focuses on computer or 

in formation systems (IS) aud iting (Ha ll, 2004). Inform ation t echnology Au.di t (IT) is the 

process o f collecting and eva lu at ing evid ence to determ ine wheth er a computer system 

has bee n designed to maintai n data integrity, safeguard assets, allows 

organ izational goa ls to be achieved effecti vely, and uses resources efficiently (Helms 

and M ancino, 1998). 

Accordin g to Carrol l(2006) IT audit is define as the examination of an information 

system and surrounding procedures to express an opinion as to whether or not the 

data involved in processing ,from the initiat ion of th e transactions to its inclu sion in 

fin ancial statements are fairly represented at specific date ,to ensure comp let eness, 

accuracy, va lidity, and timel in ess of data and tran sactions and to scrutini ze the 

co ntrols implemented to mitigate identifi ed risks as we ll as to provid e assu rance on the 

sa feguarding of organ izationa l assets and resources. 
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2.6. Types of Audit Approaches Used to Test Internal 

Controls in an computer based Accounting Environment 

This section discusses the following app roaches to aud iting informat ion systems: 

auditing around the computer, auditing through the computer with computer assisted 

audit techniques (CAATs), and auditing with th e computer using genera lized aud it. 

Auditing arou nd th e Computer: This is also known as "th e audit without th e com pute r". 

Under thi s approach the input and output are examined, but the detailed processing 

with in the compute r is ignored (Hall, 2001; Porter et aI. , 1996). According to (Hollander 

et ai, 1996) auditing around the comp uter is the auditor avo id s the computer and one 

advantage of thi s approach is the low level of technical knowledge that is requ ired to 

aud it without the computer. 

Cosse rat (2000) indicated cert ain demeri t of this approach are that the capa biliti es of 

th e computer are not used and possible cost savings in audit t ime and effort are not 

realized .In sp ite, of this it do not al low aud itors to detect programme errors that do 

not show up in the computer reports (Cosse rat, 2000) . So that, such an approach may 

have been acceptable in the past when the computer was simply fun ctioning and 

where th e reconciliation of input to output was relatively easy (AI-Fehaid, 2003 ). 

Aud iting through the computer; according to (APPENDIX 9A, Und erstand ing 

Information Systems and Technology for Risk and Contro l Assessment software (GAS)) 

thi s approach is refers to an actual eva luation of the co mputer's hardware and 

software to determine the reliability of operations that cannot be viewed by the 

human eye. Auditing through ha s become more common because IT-based information 
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systems often have signi ficant built- in contro l procedures, and ignoring t hese would be 

ignoring important features of internal. 

Aud iting thro ugh the computer can al so mean using computer-ass isted audit 

techniques (CAATs). CAATs refer to th e followin g audit t echniqu es: Tests of genera l IT 

controls: e.g., using test data to check access procedures to th e programs and data .; 

Comp lian ce tests of IT appl ica tion contro ls; e.g., using t est data or an emb ed ded audit 

program (co ntinuous audit in g) t o t est the fun ctioning of programm ed control 

procedures; Tests of details of transactions and bala nces; e.g., th e use of auditor­

created or audit or tested software to verify all (or a sa mpl e) of the transaction 

process ing in a system . Ana lytical review procedures e.g., using audit software to 

identify unusua l f luct uations in amount or vo lume of transactions. (APPEN DIX 9A 

"Understand ing Info rmation Systems and Tech nology for Risk and Control Assessment 

software (GAS)" ). 

Audit ing w ith th e comp uter; invo lves using general audit software (GAS) to perform 

va rious audit t est s an d analytical procedures and t o prepare audit fil e documentation . 

Though some of t he GAS t echniques might also be viewed as types of CAATs, for study 

purposes we will discuss them sepa rately (APPENDIX 9A, Understand ing Information 

Systems and Technology fo r Risk and Control Assessment software (GAS)). · 

2.7. Types of Auditors 

Th ese are th e independent individ uals who perform the audit. They are classified into 

th ree groups: extern al auditors (al so call ed auditors), internal aud itors and government 

auditors (Auditing and Assu rance Standard (AAS), 2003). 

2.7.1. External Auditing versus Internal Auditing 

Many of th e sa me t asks are often ca rri ed out by external auditors and by individuals 

who are employees of the cl ient. These employees who are involved in audit-re lated 

activities are ca lled intern al auditors. Although employed by th e client fi rm, many 
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duties can be conducted with a reasona ble level of objectivi ty if th e interna l auditors 

report to the audit committee of the board of trustees, and not to the controller, who 

is responsible for the accounting system. Rather than representing the interests of 

exte rnal stakehold ers, they serve the best interests of the client organization itse lf 

(Ha ll,2004). 

2.8. Types of Audit Risk 

Audit ri sk (AR) is th e ri sk that the auditor may unknowingly fail to appropriate ly modify 

his or her opinion on finan cial statements that are materially misstated . Audit risk is the 

product of th e following interrelated factors: 

Inherent Risk (IR) - the ri sk th at a f inancial statement assert ion is susceptible to a 

materia l misstatem ent, assuming there are no related contro ls. The assess ment of 

inherent risk is mad e prim arily in the planning phase of the audit and it requires the 

consid eration of matters that may have a pervasive effect on asse rtions for all or many 

accounts, and matters that may pertain only to assertions for specific accou nts 

(Cossera t, 2000). So that, aud itors should cons ider factors th at have an effect on the 

occurrence of errors or mi sstatements. Th ese factors can be cl ass ified into two. Th ese 

are: 

1. Factors affecting the li ke lihood of errors or misstatements occu rring inthe finan cial 

statem ents in general (termed entity level factors in SAS 300); and 

2. Factors affecting the likelihood of errors or misstatements occurring in specific 

account balances or classes of transactions (Standard on Internal Audit (SIA) n04 

SAS 300 (ABP, 1998) listed severa l factors that affect inherent risk at entity wide leve l 

such as the integrity of directors and management; management experience and 

knowledge ;changes in management during the period; unusual pressure on di rectors 

or management; the nature of the entity's business; factors affecting the industry in 

which the entity operates the degree of judgment invo lved during account balances; 

the susceptibility of assets to loss or misappropriation; the quality of the accounting 
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systems; the completion of unusual and complex transactions; transactions not subject 

to ord in ary processing. 

According to Donnel (2005), Audit risk: is the risk that the audito r may unknowingly 

fail to app ropriately modify his or her opinion on financia l statements that are 

materially misstated. Audit risk is the product of the fo llowing interrel ated facto rs: 

Inherent Risk (IR) = th e risk that a financial statement assertion is susceptible to a 

material misstatem ent, assuming th ere are no related controls 

Control Ri sk (CR) = the risk that the entity's internal contro l structure or procedures wi ll 

not prevent or detect, in a tim ely mann er, a material misstatement which could occur 

in a financial statement assertion Detection Risk (DR) = the ri sk that th e auditor wil l not 

detect a materia l misstatement that exists in a financial statement assertion. 

The inherent risks and cont rol risks in an IT environment may have both a pervasive 

effect and an account-specific effect on the likelihood of material misstatements, as 

follows: The risks may result from deficiencies in pervasive IT activities such as program 

development and maintenance, system software support, operations, physical IT 

security and contro l over access to special privilege utility programs. These deficiencies 

would tend to have a pervas ive imp act on al l application systems that are processed on 

the IT system and the risks may increase the potential for errors or fraudulent activities 

in specific applications, in specific databases or master files, or in speCific processing 

activities. For example, errors are not uncommon in systems that perform complex 

logic or calcula tions, or that must deal with many different exception conditions. 

Systems that control cash disbursements or other liqUid assets are susceptib le to 

fraudulent actions by users or by IT personnel (Accord ing to Standard on Internal Audit 

(SIA) 14 no.4). 

Contro l Risk (CR) - the ri sk that the entity's internal control structure or procedures wi ll 

not prevent or detect, in a t imely manner, a material misstatement wh ich could occur 
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in a financial statement assertion The contro l risk is high because the internal contro ls 

are poo r then all the necessa ry audit evidence will have to be obtained through 

conducting substa ntive procedures (Manson, 1997). Some of the factors that may 

affect the consid erat ion of control ri sk include business planning and monitorin g of 

performance, management attitudes and actions rega rding f inancial reporting, the 

interna l aud it function, personal policies and procedures, and the effect iveness of the 

accountin g system (Cosserat, 2000). Auditors can influ ence contro l risk, unl ike 

inherent ri sk, by recomm ending improvements in internal control s but thi s influence is 

more likely t o affect future periods; it is also subject to the extent that the entity's 

management implements the auditors ' suggestions (AI-Fehaid, 2003). 

Detect ion Risk (DR) - the risk th at the aud itor will not detect a materia l misst atement 

that ex ist s in a financia l statement assert ion (Ei lifsen an d Messier, 2000).This ri sk is 

unlike inh erent and control risk because the actual leve l of detection ri sk is dependent 

on the auditor's work in (G ill et aI. , 2001; Cosserat, 2000):- app rop riate plan ning, 

direction, su pervision and review; th e varying nature, timing and extent of audit 

procedures; effecti ve ly performing audit procedures and evaluating their resu lts. Form 

th e above information one can understand that, the level of detection risk is handy by 

th e auditors, thu s, they should take steps to reduce detection ri sk t o the leve l it is 

economically fe as ible to do so (Porter et aI., 1996). Lastly, SAS 300 sta t ed that th e 

auditor should always perform so me substantive procedures w hateve r the assessed 

level of inh erent and contro l ri sk. 

2.9. Audit risk model 

SAS No. 47 (AICPA 1983) provid es the conceptua l frame for the audit risk model, and its 

concepts perm eate Genera lly Accepted Au diting Standards (GAAS) (POB 2000). The 

auditor applies the audit ri sk model during th e planning pha se of th e audit by making 

judgments concernin g cli ent ri sks and th e scope of audit t est s. Th e relationship 

between th e audit ri sk components is exp ressed in th e audit ri sk model as foll ows: AR = 
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IR x CR x DR, w ith each ri sk level assessed by the auditor as a percentage of one (Brazel, 

2004). 

In relat ion to audit risk co mpone nts, it is worth mentioning that th e auditor may 

express each compo nent of audit risk in quant itat ive t erms (e.g. perce ntages) or 

qua litative te rms (e.g. low, med ium and high. 

The model is generally app lied in practi ce as fo llows: AR is fi rst set by th e partner in 

charge of the audit engagement at an acceptab ly low leve l (e.g., 5%). Next, IR and CR 

are assessed via the auditor's knowledge of cli en t operations, t est ing of interna l 

con trols, and pri or history w ith t he cl ient, etc. Finally, give n t he assessed levels of IR 
" 

and CR, the scope of planned substantive procedures (Le., the nature, ti ming, and 

extent of substant ive testing proced ures), or DR, is adjusted by th e auditor t o obta in 

the des ired leve l of AR (DR = AR / (IR x CR)). Therefore, as IR and CR increase or 

decrease t he auditor is expect ed to compe nsate with substant ive proced ures that are 

greater or lesser in scope (Brazel, 2004). 

2. 10. Assessment of Risk 

In accordance w ith ISA 400, "Risk Assess ments and Inte rn al Contro l," t he auditor 

should make an assessment of inherent and cont rol ri sks for material fi nancial 

statement asse rti ons. The inh erent risks and control ri sks in a Co mputer inform ation 

system (CIS) environment may have both a pervasive effect and an account-speci fi c 

effect on th e likelihood of materi al misstatements, as follows: 

• The ri sks may result from defi ciencies in pervasive CIS acti viti es such as program 

development and maintena nce, systems software support, operations, phys ical CIS 

security, and co nt rol over access to specia l privil ege ut il ity programs. Th ese deficiencies 

would t end t o have a pervas ive impact on all ap pli ca tion systems that are processed on 

the computer (Inte rnationa l Standa rd on Auditing (ISA) 401, Audi ting in a Computer 

Information Systems Environment, 2004). 
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• The ri sks may increase the potential for errors or fraudulent activities in speci fic 

app lications, in specific data bases or master fil es, or in specific process ing acti vities. 

For exa mpl e, errors are not un com mon in syst ems that perform complex logic or 

calcu lat ions, or that must dea l w ith many different exception conditions. Systems that 

control cash disbursements or other liquid assets are susceptible to fraudulent actions 

by users or by CIS person nel (iSA 400,2004). 

As new CIS technologies emerge, they are frequently employed by cli en t s to build 

increasingly complex computer systems that may include micro-to mainframe links, 

distributed data bases, en d-user processing, and business management systems that 

feed in formation direct ly into th e account ing systems. Such systems increase the 

overall sophistication of CIS and the comp lexity of the specific appl ications that they 

affect. As a result, they may increase risk and require further cons iderat ion (Auditing in 

a Computer Information Systems Environment (SLAuS) no . 11). 

2.11. Auditing Standards Related to the computer based 

Accounting Environment 

The following part review different au dit stan dard issued related t o the adopting of the 

co mputerized information system and identifies certain impact of th e new 

environment on the aud it work. 

The introduction of compu teri zed accou nting systems changed th e way by w hich 

acco un t ing data are processed and maintain ed. Although the overa ll objective and 

scope of audit function did not change as a re sult of thi s adopting, the techniques and 

sk ills req uired for implementin g auditing in such an environm ent changed (Hall, 2001). 

This condition result certain question about the quality of assu rance ·that can be 

forward ed by aud itors for the different users of fin ancial statements in this emerging 

envi ronment. As a res ult, various professional bodies t ake certain measure t o respond 
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such a requirement through issuing standards and gu idelines app lying specifica lly to 

au diti ng in a computeriz ed accounti ng environment. 

For instance, the Auditin g Practi ces Committee in th e UK issued the first guideline 

"Auditing in a computer environment" in 1984 and, in t he same year, the Auditing 

Sta ndard s Boa rd in the USA issued th eir first standard "The Effects of Computer 

Processing on the Examination of Financial Stat ements"(AI-Feh aid, 2003). 

Furthermore, Sri Lanka Auditing Sta nd ard (SLAuS) is to estab lish standards and provide 

guidance on procedures to be followed when an audit is conducted in a computerized 

information systems (CIS) environment. Also International Standard on Auditing 401, " 

Audit ing in a Compute ri zed In format ion Systems Envi ronment" issued in (1997) . The 

key po ints incl ud ed in this section of the standa rds can be summa ri zed as fo llows: 

>- Th e auditor should consider how a computer information system (CI S) environm ent, 

and in particular genera l controls and application controls in a computerized 

inform at ion systems (CIS) environment af fects the audit. 

r The aud itor should have sufficien t knowledge of th e CIS t o plan, direct, supervise 

and rev iew the work performed. The aud itor shou ld conside r whether specia lized CIS 

skills are needed in an audit. 

Acco rdin gly, when aud itors eva lu ate th e impact of using IT-based accounting systems 

by the orga nization on th e financial statem ents, th ey should take into consideration 

the following: the vo lume of transactions is such that users wou ld f in d it difficult to 

identify and co rrect errors in process ing; the computer automatically generates 

materi al transact ions or en tries directly t o another application; the computer pe rforms 

complicated co mputat ion s of fi nancial information and/or automatical ly generates 

materi al transactions or entries that cannot be (or are not) va lidated independently; 

transactions are exchanged electronical ly with other organizations (as in electronic 
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data interchange (EDI) systems) w it hout manu al review for propriety or 

reason ableness"( Statement of Auditing Standards no. 310, 2004). 

When th e CIS are significant, th e auditor should also obtain an und erstanding of the CIS 

envi ronm ent and whether it may influence th e assessment of inh erent an d cont rol 

ri sks (Aud it ing in a Com puter In fo rm ation Systems Environment", issued by th e 

Auditi ng and Assurance Standards Board of th e In sti tute of Chartered Accountants of 

Indi a, 2002).Th e nature of th e ri sks and th e internal control characteristi cs in CIS 

environm ents incl ude the following: 

Lack of t ransact ion t ra ils: - Some CIS are designed so that a comp lete t ransaction tra il 

that is use ful for audit pu rposes might exist for on ly a short period of tim e or only in 

com puter reada ble form . Where a co mplex application syste m perfO'rms a large 

number of processing steps, there may not be a comp lete trail. Accordingly, errors 

embedded in an appli ca tion's progra m log ic may be difficult t o detect on a tim ely basis 

by manual (u ser) procedures (Intern ational Standard on Auditing no.401, 1997). 

Uniform processing of tra nsactions;- Compute r process ing uniforml y processes like 

transactions with the sam e processing instruct ions. Thus, the clerical errors ordin aril y 

associated with manual process ing are virtually eliminated. Conversely, programming 

errors (or oth er systematic errors in hardw are or softw are) w ill ordin arily result in all 

tran saction s being processed inco rrect ly (Statement of Auditing Standards no. 310, 

2004). 

Lack of segregation of fu nctions;-M any control procedures that would ordinarily be 

perform ed by se parate individuals in manual systems may be concentrated in CIS. 

Thus, an individual who has acce ss t o computer programs, processing or data may be in 

a pos ition t o perform inco mpatib le fun ctions (Sri Lanka Auditing Standard (SLAuSll)). 
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Potentia l for errors and irregularities:-The potential for human error in the 

developm ent, maintenance and execution of CIS may be greater th an in manual 

systems, partially because of th e level of detail inherent in th ese activities. Also, t he 

potential for individua ls to gain unauthorized access to data or to alter data w ithout 

visible evidence may be greate r in CIS than in manual systems (Standard on in terna l 

audit intern al aud it in an informat ion technology environment, 2009): In addit ion, 

decreased human involvement in handling transactions processed by CIS can reduce 

th e potentia l for observing errors and irregularities. Errors or irregularities occurrin g 

during the design or modification of ap plicat ion programs or systems software can 

remain undetected for long periods of t ime (Statement of auditi ng sta nd ards no.300, 

2004). 

Initiation or execution of transactions : - CIS may include the capab il ity to ini t iate or 

cause the execution of certain types of transactions, automatica lly. The authorization 

of these transact ions or procedu res may not be documented in the same way as those 

in a manual system, and management's authorization of these transactions may be 

implicit in its acceptance of th e design of the CIS and subsequent modification 

(Auditing in a Computer In formation Systems Environment", iss ued by the Audit ing and 

Assuran ce Standards Board of the Institute of Chartered Accounta nts of India, 2002). 

Dependen ce of other controls over computer processing; -Comp uter processing may 

produce reports and othe r output that are used in performing manua l contro l 

procedures. Th e effectiveness of these manual contro l procedures can be dependent 

on the effectiveness of controls over the completeness and accuracy of computer 

processing. In turn, the effectiveness and consistent operation of transa ction 

processing con trols in computer applications is often dependent on the effectiveness of 

general CIS controls (International Standard on Auditing 401, 1997). 
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Both the risks and the controls introduced as a result of these characteristics of CIS 

have a potentia l impact on the auditor's assessment of ri sk, and the nature, timing and 

extent of aud it procedures (Sri Lanka Auditing Standard No.11). 

Accord in g to Standard on internal aud it (sia) 14 (2009) Interna l aud it in an information 

technology environment may change the interna l control systems employed by the 

entity. According ly, an IT environment may affect: the procedures followed by th e 

interna l auditor in obtaining a sufficient understanding of th e processes, systems and 

internal control system; and the aud itor's review of the entity's risk management and 

continuity system s. 

The Internatio nal Standard on Auditing 401- Auditing in Co mputer In formation Systems 

Environment- shows th at auditing processes for both internal auditors and external 

auditors have been significantly changed. Factors that result these changes include: th e 

globa li zation of business; advances in technology; demands for value-added audits; the 

organizational structure of the client's computerized information systems (CIS) 

activities; the exten t of concentrat ion or distribution of computer processing 

throughout the organization; part icularly as they may affect segregat ion of duties; and 

the ava ilability of data source documents. So that, the auditor must have enough 

knowledge of the information system to plan, direct, supervise and review the work 

performed. 

Furthermore ,Standard on internal aud it (sia) 14 (2009) Internal au dit in an information 

technology indicated that the interna l audito rs shou ld cons id er the below fa cto while 

evaluating th e reliability of th e internal contro l systems:-ensure that authorized, 

correct and comp lete data is made available for processin g; provide for timely 

detection and correction of errors; ensure that in case of interruption in the working of 

the IT environment due to power, mechanica l or processing failures, the system 

restarts w ithout distorting the comp letion of the entries and record s; ensure the 
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accuracy and completeness of output; provide adequate data security aga inst f ire and 

other calamities, wrong process ing, frauds etc; prevent unauthorized amendments to 

the programs; and provide for safe custody of so urce code of application softwa re and 

data fil es. 

The Auditing and Assurance St andard (AAS) 29,( 2003) "Auditing in a Co mputer 

Inform ation Sys tems Environment" issued by th e Co uncil of the In st itute of Cha rtered 

Accountants of Ind ia enumerat ed those fa ctor affect the audit ri sk that include lack of 

transaction trails; uniform processing of transactions; depend ence of other controls 

ove r co mputer process ing; lack of segre gation of function s; potential for the use of 

computer-assisted aud it techniq ues and potential for errors and irregularities. 

According ly, t he risks and the controls introduced as a result of th ese cha racteristics of 

computer information systems have a potential impact on the auditor's assessment of 

risk, and the nature, timing and exten t of audit procedures. 

2.12. Empirical Review 

About decade ago has seen trem endo us growth in the use of IT by organizat ions. Most 

business organ iza tions have co mputerized their accounting informati on systems . 

Elliott (1994) and Bell et al. (1998) have said that accounting systems are now so well­

controlled that very few risk occur in routine transaction process ing. This results from 

having control procedures that were formerly completed by manual now processed by 

computer programs. Howeve r, information technology does not eliminate all prob lems 

such as missta tem ents are still likely to occur where people interact with the 

computerized accounting systems sometim es referred to as the bound ary of t he 

information syste m). 

The IT-based accounting system s w ill also not eliminate misstatements. that involve 

judgment on the part of the client personnel or management (e.g., estimates). 

Houghton and Fogarty (1991) found very f ew routine misstatements in their study, and 
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many of the detected missta tements were ca used by non-rout ine processing. However, 

they did not ad dress th e effect of information t echnology per se. Bell et al. (1998) 

exa mined th e effect of computeriza t ion of accounting systems on the incidence and 

magni tu de of misstatements. 

They t ested certain fa cto rs related to compute ri zed acco unting in fo rmation syste m that 

cause audit ri sks or m isstatement. Bell et al. (1998) identifi ed that incorrect manual 

comp utations, the recording of excha nge documents, incorrect app lication of interna l 

controls, and inadequate internal controls are more like ly to be sources of problems 

when accounting systems are computerized. 

AI-Fehaid (2003) id entified certain Potent ial r isks that are re lated to auditing in a 

com puterized accounting information system environment. These are dep icted as 

follows;- inadequate security, data integrity , visibil ity of audit Trail, possible reduction 

in internal cont rols, lack of Skill ed Auditors, th e audit firm' s f inancia l cost concern, lack 

of cl ient's staff training in IT, the weaknesses the cli ent's internal cont rol syst ems, IT 

re lated Fraud , and unsu itab le audit approach. 

William (2009) in his study identi fied six factors that increase inherent ri sks were 

assessed by the auditors. Th ese inherent ri sks include : - th e prese nce of material, 

complex accounting estim ates; accounts required adjustments in prior period ; 

significant and/or unusual related party transa ctions; considerabl e manual intervention 

requ ired in cap turing, processing, and/or summ arizing data . 

Acco rding to (Davis 2001) relian ce of electronic evidence affects audit ri sk leve ls. 

Auditors may not be able to adequately reduce detection ri sk by performing 

substanti ve t estin g. Th e aud itors may have to conduct additional tests to reduce ove rall 

aud it ri sk t o an acceptable level. Auditors must consider the ease of al t ering electronic 
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evid ence. Alterations to paper documents are often easy to detect, but alterations to 

electronic evidence may be more difficult. 

Risks of unauthorized evidence alteration may be mitiga ted by examining the 

electronic transaction aud it trail that id ent ifies the date, tim e, origin al t erminal and 

originating user of each tran saction (Davis 2001).Furthermore, avai lability of electronic 

evidence may also be a concern. Since the content of the electronic file s are constantly 

altered through processing, evidence may exist on ly at certain point of time and 

backup files may not ex ist. Computer accounting fraud, error and abuse are problems 

that affect practically eve ry organization across many dimensions. There are many 

types of fra ud involving differe nt leve ls of management. These are;-.it is difficult to 

estim ate in finan cial t erms the losses to busin ess caused by fraud as most of th e tim e, 

frauds are unreported or und er reported; there is no single stra ightforward test for 

fraud investigat ions to show in every ca se that a fraud had been committed; and 

comp lex procedures to detect Computer accou nting fraud and error 

(Se nthilvelmuru ga n and Periyanayagam, 2002). 

Ari wa and Esei mokumoh (2008) in thei r study en umerated ce rtain risks associated w ith 

th e adopting co mputeri zed accounting information system in auditing und er such 

system. These are: - incom petent in dea ling with issues relating to the audit of CAIS; 

lack awa reness of the issues, problems and ri sks associated with CAIS; disa ppearance of 

the audit trail; information technology related Fraud; financial losses due to interna l 

and external CAIS security breaches; the appl ication of an un suitable audit approach 

(i.e. aud iting around the computer), and possible reduction in internal control 

processes and procedures due to the introduction of CAIS in businesses. 

IT Audit Monograph Series No. 1 indicated presence of controls in a computerized 

system is significant from the audit point of view as these systems may allow 

duplicat ion of input or processing, conceal or make invisib le some of the processes and 
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in some of the audited organizations where the computer systems are operated by 

outs ide contractors employing their own standa rds and control s, making these systems 

vulnerab le to remote and unauthorized access. 

Accordingly, the standard identified certai n risk associated w ith aud ited in the IT-based 

accounting system such as -data loss due to fil e damage, data corru ption 

(manipulation), fire, burgla ry, power failure (or fluctuations), viruses etc.; error in 

softwa re can cause manifold damage as one transaction in a computer system may 

affect data everywhere; co mputer abuse like fraud, vengea nce, negligent use etc. is a 

great potenti al danger and absence of aud it trails make it difficult for an auditor to 

ensure effic ient and effective functioning of a computerized system. 

Comp.uterized accounting information causes differen t factor that increases the fraud 

such as; embezz lement, understatement of liabiliti es, overstatement of expenses, 

missing documents, alterations to documents, excessive voids or cred its and duplicate 

payments; lack of control environment, lack of physical safeguards, lack of segregation 

of duties, lack of proper documents and records and inadequate accounting system; 

transactions that occur at odd ti mes and places with amounts that are too large or too 

small; and unusual irritabi lity and susp iciousness (Senthilvelmurugan and Periyanayaga, 

2002). 

Auditors were sensi tive to the competence of CAS and assessed control risk higher 

when provided with positive control testing evidence from a CAS with low (versus high) 

competence. In an AIS setting indicative of in creased risk, auditors w ith higher AIS 

expertise assessed control r isk as higher than those w ith lower expertise . Although 

auditors AIS expert ise did not moderate th e effect of CAS competence on their cont rol 

risk assess ments, expertise levels did moderate their reaction to CAS competence 

variation with respect to the planning of substant ive tests(Brazel,2007). 
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James et al (2001 ) investigated, the effect iveness of the audit engagement may be 

sign ifi ca ntly impaired if financia l auditors fail to properly consid er th e level and nature 

of ri sks associated w ith different computer environments. 

Zeng Ling-fang (2007) identified new aud iti ng ri sks in compu terized account ing system. 

These are: 

1. In com puteri zed accounting system, data are stored in computers, so the am ending 

can leave no clu es, which can't assure the integrality and authent icity of data and 

can bring risks for auditing supervision. 

2. During th e co mputer' s wo rking tim e, information wil l be lost because of the t rouble 

of powe r shutt ing, crash, viru s or hacker's invasion or oth ers, w hich w i ll bring about 

ris ks for audit ing. 

3. If the jobs of data ma intenance, system management, datum input and checking 

are not ind ependent from each other, it is easy to result in the failure of internal 

contro l. 

4. The current eva luation system of accounting softwa re puts more emphasis on 

whether the outcome is in accorda nce w ith the one in handwork accounting, bu t 

neglects th e evalu ation on internal cont rol in the design procedure. It puts more 

emphasis on th e component factors and the rat ionality of accounting methods, but 

neglects the save from damage of auditing clues. Furthermore, th e evalu ation 

outcome may differ from th e opinion of auditors, which brings about more ri sks to 

the fina l audit in g outcom e.Other resea rch find ing indicates the relationship between 

experience, knowledge, and audit judgment. For instance, Bedard and.Biggs (1991) 

inves tiga ted that more experi enced auditors were better at identifying the existing 

error than less experienced auditors. Johnson et al. (1987 ) reported a direct 

re lationship between industry experie nce and fraud detection . 
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Accard ing to. Ab u-M usa(200S) in designing aud it procedures, the auditar shau ld 

consid er the sign ifi ca nce af the ri sk; th e materi ality af misstatement; the characteri stics 

af the class af transactian s, account bala nce ar disclasure inva lved; the nature af th e 

specific con tral s used by the arganizatian including the arga nizat ian's use af IT; and 

wheth er the aud itar expects to. abtain audit ev id ence to. determ ine if the argan iza tian's 

cantra ls are effective in preventing, ar detecting an d correcting, mater ial 

misstatements. 

Camputeri zed accounting infarmatian system have significa nt impa ct an auditing 

can tents and scape-In the comp uterized accounting system, audit ing con tents include 

nat anly the anes in trad itianal account ing system, but also. the anes as fallaws (Jaurnal 

af Madern Acco unting and Auditing,2007) . Wright and Wright (2002) add ressed 

indust ry experience led to. greater accu racy in risk assessments and in ident ifying 

errars. 

Jaseph F. (2004) found that auditors possessing higher AIS experti se assessed both 

inherent and cantro ls r isks at higher leve ls and des igned corresponding substanti ve 

t ests that were greater in scope t o mitigate those risks. For high account ing 

informati on system expertise auditars, bath th e quality af th eir risk assessments and 

the effecti veness of their scope of t ests exceeded those of low AIS expertise auditors. 

Wright, A. and S. Wright. (1996)", try to exa min e auditor ri sk judgments, specifically th e 

assessment of inherent ri sk. Accordingly, he faund four risk factors as high and low to 

determin e thei r effect s an auditor inherent r isk assessments such as turnover of the 

con traller, financing pressure, accounting system comp lexity, and quality of accounting 

persann el were important to auditors when providing inherent ri sk assessments, with 

the quality af accounting personnel having the most sign ificant effect. As new CIS 

technologies emerge, th ey are frequently employed by arganizat ions to. build 

increasin gly complex computer systems that may include micra-to-mainframe lin ks, 
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distributed databases, end-user processing and business management systems that 

feed information directly into the accounting systems. Such systems increase the 

overall sophist ication of CIS and the complexity of the specific applications that they 

may affect. As a result, CIS may increase risk and require further consideration. The 

aud itor sho uld obta in an understanding of the significance and comp lex ity of th e CIS 

activities an d the availabi lity of data for use in th e audit (Rezaee, Z. & Reinstein , A., 

1998). 

Abu-Musa (2001) developed the following list of nineteen factors that related to 

adopting comp uteri zed accounting information system or IT-based accounting system; 

accidental entry of bad data by employees; intentional entry of bad data by employees; 

accidental destru ct ions of data by employees; unauthorized access to th e data and lor 

sys tem by employees; unauthorized access to th e data and lor system by 

outsid er(hacke rs) ; employee sharing of password; natural disaster such as fire, floodin g 

and loss of power; human -made disasters such fire, loss power; introduction(entry) of 

computer viruses to system; Suppre ssion or destruction of output; Creation of 

fa ctiti ous/incorrect output; t heft of data information; unauthorized copying of output; 

interception of data tran smission s from remote location; un auth orized document 

visibility by displaying on monitors and printed on paper; printing and di stribution 

information are directed to people who are not entitled to receive and sensitive 

documents are handled to non-secu rity. Computerized Accounting Information System 

has the wide range of application s, on the one hand th e adoption such system affect 

th e audit risk. 

Accordin g to (Lu- Ming,200S) the primary ca use of the ri sk are: lack of audit trial, audit 

contents, great limitation of internal control, unsatisfactory nature accounting 

software, audit evidence of dynamic change and complexity of audit techniques. The 

implementation of co mputerized accounting will lead to an audit tria l interrupt or even 

disa ppear (Dallas, 1999).The AICPA computer auditing subcommittee of the ASB 
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• 

identif ied Eleven (11) key t ech nologies that affect audit engagements such as 

intentional or unintentional modifi cation; erroneous transactions that ca n result in 

materi al er rors in the fin ancial sta tements; disapp earan ce of the paper trial; loss of 

proper controls and lack of awareness (Glenn and M ancino,1998). 

Computer f raud and abu se ca n have a detrim ental effect on an orga nization. Peri odic 

surveys undertaken by organi zations such as the NCC (N at ional Co mputi ng Centre) and 

th e Audit Com miss ion indica te th e following common in stances o f computer fraud and 

abuse : un authori zed disclosure of confidenti al inform ation; un availability of key IT 

syste ms; unauthorized destruction of so ftw are; un authorized modification/ destruction 

of data; th eft of IT ha rdware and softwa re and use of IT f acili t ies for personal busin ess 

(Barclay Simpso n, 2007). 

Bierstaker and Thibod ea u, (2001) describe the error generation and detection process, 

and how misstatements occur as a result of inherent and co nt rol ri sk facto rs . For 

exam ple, misstatements may occu r due t o inh erent risks such as co mplex judgments 

(e .g., t he state of obso lescence of a high t echnology product) . Simil arl y, incompetent 

personnel w ho do not con du ct contro l procedures properly are a control ri sk th at can 

lead t o an in creased occurrence of misstatements. 

If th e des ign of th e Computer system does not provide for ad equate aud it tra il thi s 

should be brought out in audit review, highlighting control w eaknesses or lack of 

co ntrols in t he system . Apart from errors th at might creep into th e system, th ere is a 

possib ility of frauds, which might occur due to und etected control weaknesses (Chen 

Li ng, 2007). 

Acco rdin g t o Elrhm and M anso ur (2009), inadequ ate segregation of duties increases 

the ri sk of errors being made and remaining undetected ; it also m ay lead t o f ra ud and 
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the adoption of inappropriate working practices. Auditors need to evaluate audit risk 

and reliability of the received information (audit eVid ence), therefore it is important to 

know how the audited entity controls information systems. Information received by 

auditors is not primary; it is obtained after a complex process of data processing during 

which errors may occur. Errors may be made due to human factor, e.g., when entering 

data, due to programmers' errors etc. Errors may be random and intentiqnal. Like any 

other assets, IS are vu lnerable, e.g., they may be damaged or stolen (Methodologica l 

Recomm endations for Information Systems Audit, 2006). 

(Hal l, 2004) identified many types of risk associated with IT, thi s includ es loss of 

computer assets, erroneous record keeping, increased risk of fraud, competitive 

disadvantages if the wrong IT is selected, loss or theft of data, privacy violations and 

business disruption .The National Institute of Standards and Technology (1999) in USA 

issued its initial pub lication draft titled "Standards for Security Categorizat ion of 

Fede ral Information and Information Systems". This publication establishes three 

potent ial levels of risk (low, mode rate, and high) for each of the stated security 

objectives (confidentiality, integrity, and availability) relevant to securing computerized 

information systems. The proposed leve ls of ri sk are more heavily weighted toward the 

impact of risk on the security of CAIS and the potential magnitude of harm that the loss 

of confidentiality, integrity, or availab il ity would have on agency operations (including 

miss ion, functions, image or reputation), agency assets, or individua ls (data privacy). 

Hannaford (1995) shows certain computer related crim e such as computer-related 

fraud; computer forgery; damage to computer data or programs; unauthorized access; 

unauthorized intercept ion; unautho rized reproduction of a protected computer 

program and unauthorized reproduction of topography. An Ernst and Young survey 

showed that security incidents can cost companies between 17 and 28 millions of 

dollars for each occurrence. Another survey made during 13 yea rs with th e help of 522 

computer security practitioners in U.S. showed that virus incidents occurred most 
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frequently (at 49% of the respondents' organizations). Th e second-most frequently 

occurred incidents were insider abuse of networks 44% followed by theft of laptops 

and other mobile de-vices 42% (Suduc et ai, 2010). 

The widely usage of information technology (IT) in organizations affects the financial 

audit. This technology rich environment can significant ly impact how auditors meet the 

audit objectives; internal control and, in turn, affects how auditors obta in their 

understanding of internal control and assess contro l ri sk (Pathak, and Hall, 2002). 

GAO/AIMD-98-175 has issued several reports that can be used as models for reporting 

computer-related weaknesses that affect the work of the auditors. These include 

inform at ion sys tems weakness; co mputer control weaknesses increase ri sk of fraud, 

misuse, and improper disclosure; computer security perva sive, serious weaknesses 

increase risk of unauthorized access to sensiti ve data, sabotage, and malicious or 

mischievous acts. 

According to (Fricke, 2010) computer crimes take various form s, including: 

unauthorized access to stored data; sabotage of computer facilities; theft of computer 

hardware and software; unauthorized use of computer facilities for personal use; 

fraudulent modification or use of data. According to Suduc et al (2010), organizations 

today must address four main types of iT risks: security risks, avai lab ili ty risks, performance 

risks and compliance risks. The security risks represent the unauthorized access to information: 

data leakage, data privacy, fraud, and endpoint security. The security risks include also broad 

external threats, such as viruses, as well as more targeted attacks upon specific app lications, 

specific users, and specific information. 
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2.13. Theoretical Frame Work 

A theo ret ica l framework is a conceptual model of how one th eorizes the relationships 

among the several factors that have been identified as important to the problem. The 

th eoret ical framework discusses the interrelation ships among the variab les that are 

deemed to be integra l to the dynamics of the situation being investigated (Dawson, 

2002). This definition on can understand that a theoretica l framework might be 

considered by a research er for three ma in purposes : to identify the different variab les 

or factors relevant t o the study; to develop hypotheses or quest ions and to enhance 

the understanding of the si tuati on under study. The important of this part to discusses 

the factors that affect aud it risk under co mputerized accounting information system 

environment. 

2.13.1. Audit risks and Internal Controls in the IT 

Environment 

Audit risk; is the risk that the aud itor gives an inappropriate audit opinion when 

financial statement is materially misstated. These are; Acceptable audit risk: Audit risk 

is the probabi lity that auditor will unintentionally rend er inappropriate opinion on 

client's financial statements. Acceptable audit risk, therefore, is a measure of how 

willing the audito r is to accept that the f inancial statements may be materially 

misstated after the audit is completed (Arens and Loebbecke, 2000). 

1. Inhere nt risk is the probability that there are material misstatements in financial 

statements. There are many ri sk fa cto rs that affect inherent risk including errors, fraud, 

etc .Auditors have to ensure that all risks are taken into account when cons id ering the 

probability of inherent risk (Sirikulvad hana, 2002). Inherent risk- is the susceptibility of 

an account balance or class of transactions to misstatements in other balance or 

classes assuming that there were no related internal controls (Santos and Tribolet, 2004). 
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2. Control ri sk is the probability that a client's contro l system cannot prevent or detect 

errors. Normally, after definin g inherent risks, controls that are able to det ect or 

prevent such risks are identi fied . Then, auditors w ill assess whether the cli ent's system 

has such con trols and, if it has, how much they can rely on those controls. Th e more 

reliab le controls, the lower the contro l ri sk. In other words, control ri sk represents 

auditor's reliance on client's contro l structure. Risk, in this case, is some level of 

uncert ainty in performing audit work. Risks identifi ed in th e first t wo steps are 

gathered and assessed. Th e level of ri sks assessed in this step is directly lead to the 

aud it strategy to be used. In short, the level of task is based on the leve l of risks. 

Therefore, the auditor must be careful not to understate or overstate the level of these 

risks (Sirikulvadhana, 2002). 

3. Planned detection ri sk is the highest level of misstatement ri sk that the audit 

evidence cannot detect in each aud it area. The auditors need to accumu late audit 

evidences until the level of misstatement risk is reduced to planned detection risk leve l. 

For examp le, if th e plann ed detection risk is 0.05, then audit testing need s to be 

expanded until aud it evidence obtained supports the assessment that there is only five 

perce nt misstatement r isk left (Siriku lvadhana, 2000). For exa mple, if the planned 

detection ri sk is 0.05, then audit testi ng needs to be expanded until aud it evidence 

obtained supports the assessment that there is on ly five percent misstatement risk left 

(Sirikulvadhana, 2002). The use of CAIS involves w ith a number of new aspects affect 

the audit risk (Santos and Tribolet, 2004) . However, the use of computerized information 

system entails new risks and challenges for auditors w ho audit an environment. Th ey 

are brought in the following resp ect: 

2.13.2.Data Accuracy and Integrity 

The possibility that the data may become invalid is one the main concerns associated 

with computer based accountin g system (Bierstake r and Thibodeau, 2001) . The 

implementation of the system does not gua rantee that the records and transactions 

41 



and processed more accurately. The audit difference (including accounting fraud and 

errors) are too many in computerized accounting systems. The most important so urces 

of audit differences in IT environment are problems with data entry, internally 

developed software and applications, inappropriate computer process ing, problems 

with personnel, in adequate internal controls and inaccurate appl ica tion of internal 

controls . Moreover, defective sepa ration and segregation of duties are the other 

reaso ns for fraud in a computer based account ing environment (Statement of Aud it ing 

Standards 310,2004). 

2.13.3. The Client's and Audit Firm Financial Cost Concern 

Th e client' s financia l cost concern is likely to contribute to increasing the level of 

inh erent ri sk in an IT-based accounting environment through the mediation of the 

unsuitability of the client's accounting softwa re. One of the reasons behind the lack of 

competence of their staff who dea l with IT-based accounting systems since the 

employm ent of skill ed staff would be expensive. The issue of cost might lead clients to 

employ fewer sk il led, or less-skil led, staff in IT-based accounting system (Ariwa, and 

Eseimokumoh, 2008). 

2.13.4. Audit Trial 

The ability to track down the audit tra il in IT accounting environme nt is vuln erab le by 

employing unsuitable accounting software and app lication. Proper account ing software 

should provide audit trail. Audit trai l is a key factor in confirming the reliability of 

transactions in accounting systems (A. Hal l, 2004). However, investigations conducted 

on the accounting systems in the IT-environment have revealed some defi ciencies 

respect to audit trails . It should be mentioned that some concerns about the audit trail 

still exist even though th e recent development in accounting systems and systems and 

so ftware to rem edy such deficiencies. In the IT environment, compan i'es and their 

customers or suppliers use commun ication links to ca rry out business elect ronically 

(Watne and Turney, 1990). 
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A main concern for auditors facing in the system is the obvious attrition of controls to 

th e lack of visible evidence. Since the system allows information to exceed the 

orga nizational boundaries easi ly an d business functions in organizat ions may overlap as 

audit trail may becom e unclear or even lost (Information System Audit and Contro l 

Associat ion (ISACA), 1998). 

2.13.5. Internal Control Reduction 

Systematic feature of operat ion s in IT -environment is one reason why fraudulent and 

error acti vities w ithin a compu ter based accounting system are greater than those 

found ing manua l environ ment. The greatest ri sks that may threa t th e internal contro ls 

exi stence in IT-environment, among the others, our li ke of segregations between 

dut ies, the possibi lity to access and change the data without visible evidence, and the 

fact that some transactions are systematically conducted and recorded without 

management authorization. Accordingly, lack of sufficient internal contro l systems in a 

system are comm itting fraud, error unauthorized transactions and other risk may are 

done ea ser then in a manua l environm ent (GAO, 1999). 

2.13.6. The Lack of Education in IT of the Client's 

Staffs 

Th e lack of educa tion in IT of the cl ient's staff is one of the reasons behind the lack of 

competence of staff in dealing with IT-based accounting syste ms. The lack of ed ucation 

in IT of the cl ien t 's staff is likely t o contribute to increas ing of level of inherent risk in an 

IT-based acco unting environment through the mediation of the lack of competence of 

client's sta ff in dealing w ith such systems (AI-Fehaid, 2003). Using the auditing around 

th e comp uter approach has implications when studying the level of detection risk in an 

IT-based accounting environment. This is because "the level of detection risk relates to 
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t he audito rs' substant ive procedures (t ests of detai ls of t ransact ions and ba lances and 

analyt ical proced ures) " (APB, 1998). 

2.13.7. Skilled Auditor 

The lack of skilled auditors who are able to deal and unde rstand the co mputerized 

accounting inform at ion system is th e major concern s in IT auditing. The lack of 

co mpetence has bee n histori cally relied auditors on specific expert's service in 

assess ing the reli abi lity of the systems. The poor education and t raining are expected 

to be the ma in reason beh ind th e lack of skilled auditors in an IT aud it ing environm ent 

(AI-Fehaid, 2003). 

If specialized skill s are needed, the intern al auditor should seek t he ass ist ance of a 

technica l expert possessing such skil ls, who may eith er be the intern al auditor's sta ff or 

an outside profess ional. If the use of such a professiona l is planned, the internal auditor 

shou ld, in accorda nce with SIA16, "Using t he Wo rk of an Expert", obta in Standa rd on 

Internal Aud it (SIA) (Accordi ng to Standa rd on Internal Audit (SIA) 14 no.4). 

This lack of compet ence of audi tors is one of the reasons th at might lead audit f irms to 

use th e audi t ing around the compute r approach thi s may affect t he level of det ecti on 

ri sk in an IT-based accounting enviro nment. Audit firm s' fin ancial cost conce rn is likely 

to co ntribute to increasing th e leve l of det ection ri sk in an IT-based accounting 

environment t hrough the mediation of t he lack of IT traini ng for aud itors, t he lack of 

co mpetence of th eir staff who aud it IT-based accou nting systems, and also th e use of 

the auditing around t he comp uter approach by audit firms t o t est th e reliability of such 

systems (ling-fa ng (2007) . 
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Th e internal aud itor should have sufficient knowledge of the information t echno logy 

system s to plan, direct, supervise, control and review th e work performed . The 

suffic iency of know ledge wou ld depend on the nature and extent of the IT 

envi ronment. The in te rnal auditor should consider wheth er any specialized IT sk ills are 

needed in the conduct of th e audit, for example, th e operating kn0:--vledge of a 

specialized ERP system. Specialized skil ls may be needed, for exa mpl e, to : a) Obta in 

su ffici ent und erstanding of the effect of the IT environ ment on system s, processes, and 

interna l contro l and risk management systems; b) Design and perform appropriate 

tes ts of control and substantive proced ures; and c) Determ ine th e effect of the IT 

envi ron ment on assessment of overa ll audit risk (to Stand ard on Internal Aud it (SIA) 14 

no.4). 

2.13.8. Internal Control in IT-Environment 

Interna l cont rol systems or means all the policies and procedures adopted by the 

management of an entity to assist in achieving management objective of ensuring as 

far as particl e, the orderly and efficient conduct of its busin ess including adherence to 

management policies, that safeguarding of asset prevention and detect ion· of fraud and 

error, th e accuracy and completeness of the accounting records, and the timely 

prepa ration of reliable fin ancial information (SAS# 3000, 2004). The audi t ors ha ve t o 

obtain a comprehensive knowledge of the client accounting syste m for evaluating the 

effectiveness of the internal controls regardless of type or system, whethe r it is a 

manual or a computerized accounting system (Chin ese Version, 209). In a new 

accounting environment, th ere are t wo typ e of intern al control ; general 

(environmental) controls, and applicat ion control. 
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2.13.9. General Control 

Genera l controls are designed to contro l the entire new accounting environment 

including organizational controls, system development and maintain s contro ls, access 

control s and backup and recovery contro l. Organ izational controls are related to 

management philosophy, operating method and organizational structure contro ls 

factors (IT Audit Monograph Series No.1). 

Furthermore, management in the new account ing environments should ensure that 

th ere are segregat ions between dut ies such as system design, programming and 

operat ions. This assurance can be ob tai ned through adeq ua te procedures and policies 

th at are implementing by management over the activities of the entit ies. The 

deve lopment, or any modification for the system, are them to certain cont rol wh ich are 

related to the study, evaluation and verification new system, contro l over the system 

and programs changes ,and documentation procedures. The documentation procedure 

is essential for both auditors and management because it provides bas is for 

management for examining and maintaining the systems, and train ing the user staff. 

2.13.10 Application Controls 

Appl ication controls are those controls (manual and computerized) that relate to the 

transaction, sta nding data pertaining to a computer-based accounting system; need 

to be ascertained, recorded and evalu ated by the auditors as part of the process of 

determining the ri sk of material misstatement in the audit client's financial statements. 

It inclu de Input controls-control activities designed to ensure th at input is authorized, 

complete, accurate and timely are referred t o as input controls. Processing contro ls -it 

exist to ensure that all data input is processed correctly and th at data files are 

appropriately updated accurately in a timely manner. Output controls-it exists to 

en sure that all data is processed and that output distributed only to prescribed 

authorized users. Master file controls-its purpose is to ensure the ongoing integrity of 
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the standing data contained in the master fi les. These include: appropriate use of 

passwords, to restrict access to master file data; the establishment of adequate 

procedures over the amendment of data, and comprising appropriate segregat ion of 

duties, and authority to amend being restricted to appropriate responsible individuals 

(ACCA,2011 ). 

2.13.11 Conclusion and Knowledge Gap 

The need for CAIS is becoming more necessary day after day, but it conveys the 

potential ri sk. Audit review for computerized accounting information system w ill be 

critical tools for audito rs. The system initiates new dimensions for financial transaction. 

These dimensions need an infrast ructure for aud iting practices. The objective of the 

study is to invest iga te the impact of computerized accounting information system on 

audit risk. The study was emp loyed both quantitative and qualitative (mixed) 

approaches in collecting of relevant data; in order to better understanding of the 

subject under study; to identify whether the extent of audit risk changed after the use 

of th e system and give conclusions and recommendation based on the finding. 

The re view of related li terature discloses the ex istence of various knowledge gaps in 

si te of the impact of impl ementing computerized accounting information system on 

audit risk. The degree of adopting comp uteri zed accounting information system differs 

between developed and developing countries. Th e level of aud it risk associated to 

utilizing of the syste m also varies among the countries. To su m up, the impact of the 

implementing IT-based accounting systems on the audit service and the potential risks 

that are associated with auditing in such an environment have been recognized by the 

literature relating to developed and developing countries. However, the impact of 

these risks on th e level of audit risk in an IT-based accounting environment has not 

been identified. Accordingly, this study was att empts to fill this gap by "investigating 

empiri ca lly the impact of the implementing of IT-based accounting systems on the level 

of audit risk in Ethiopia particu larly Addis Ababa. 
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Chapter Three 

3. Research Methodology 

Th is chapter introduces th e research methodology part of the th es is. Describe research 

ph ilosop hy .A discuss ion of survey questionnaire has been give n and differ!'nt elements 

of t he practi cal part of t he resea rch has been presented. Explain t he sa mp le, data 

col lect ion t echniqu es and variables used in this study. 

3.1. Resea rch philosophy 

Pragmat ism is not committ ed t o anyone system of philosophy and rea lity Creswe ll 

(2003). This ap pli es to mixed methods resea rch in that assumption when they engage 

in th eir resea rch. In similar way, mixed meth ods resea rchers look t o many approaches 

to co llect ing and analyz ing data rath er than subscribing t o only one thus, for th e mixed 

methods resea rche r, pragmat ism opens th e door to multiple methods, different wo rld 

views, and different assumptions, as we ll as to different forms of data co llection and 

an alys is in th e mixed meth ods study. Hence, the study is pragm ati st s beca use it 

inclu ded both qu antitati ve and qu alitative (mixed) app roaches. In addition th e data 

gath ering devices, analysis and interpretat ion s of the study is indica ting th at th e 

re sea rch is pragmat ist s' ideas. This research has the objective of assessing the impa ct 

of implementing computerized accounting information system on aud it ri sk. 

48 



3.2. Research Method 

The overall objective of the study to evaluate the impact of implementing 

comp uterized acco unting information system on th e level of audit risks in Addis Ababa. 

Th e resea rches des igns are both descript ive and explanatory nature. Descripti ve 

research is used to generate information on the phenomena of interest that already 

exists (F in k, 1995 ). Whereas exp lanatory research is concerned w ith the exp lanation of 

a condition or problem, usually in terms of cause-and-effect relationsh ips (Churchill, 

1995) 

For th e purpose of this resea rch, it seems that a survey is most appropriate research 

strategy to ac hi eve the objectives of th e study. Survey ga th er data at particular point in 

time within t he intention of describing the nature of the existing conditions can be 

compa red or determ ining the relat ion ships th at ex ist between specific eve nts (Abiy et 

ai, 2009). Th e major benefit of survey studies is that they provide inform ation on large 

groups of peo ple, with very lit tle effort, and in a cost effective mann er. Also surveys 

allow researchers to assess a wider variet y of behaviors and other phenomena th an can 

be studied in a t yp ical natura listic observation study (Marczyk et ai, 2005). 

The re sea rcher expected that, the mixture of these two approaches were usefu l for 

bringing t ogeth er th e quan titat ive and qualitative (mixed) approaches .It is advisable as 

it gives more comp lex picture by drawing on th e individual strength and weakness of 

each met hods; as well as enabling discovery and verifi cat ion; understanding and 

prediction; ,va lidity and reliability w ithin the research des ign (Jarratt,1996). 
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3.3. Types of Data 

Th e study used both primary and secondary data .Primary data included informat ion 

ob t ain ed through self- administered qu est ionn aires from pract icing exte rnal auditors 

worki ng in nine (9) private audit firms in Addis Ababa. Whereas sec:ondary data 

includes journa ls article, book, etc. 

3.4. Data Collection Instrument 

This paper utilized the questionnaire as the main data collection instrument. The data 

has been co llect ed t hrough se lf- administered qu estionn aire. Some of these 

questionnaires are adopted from AI-Fehaid (2003) and Abu-Musa (2008). A 

questionnaire is a method for drawing out, recording, co llect in g inform at ion and is 

use ful when the researcher wishes to gather large amount offactua l and simp listic data 

that can be quantified and made into st ati stical evidence (Creswell, 2003). 

A questionnaire has t o be totally se lf-expla natory; the benefit of clear and simple 

statements cannot be overstated, since inst ru ction s and quest ions must be uniformly 

understood by a wide variety of respondents (Czaja and Blair, 1996). With in this 

approach, a combination of both close, and open ended and Likert sca les questionn aire 

wh ich self ad minister is fou nd to be suita ble methods of dat a collection fo r this 

research. In open-ended question participants are free to answer the qu estion in any 

manner th ey choose. By contrast, a closed-ended question provides the participant 

with several answers from which to choose. It is differ in that it allows the re spondent to 

formulate and record thei r answers in their own words. These are more qualitative and can 

produce detai led answers to complex problems (Abiy et ai, 2009) 
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Likert sca les used to look in to ce rtain response patterns to see whether th ere is a 

problemat ic response se t th at emerges, as ind ica ted by restricted variabi lity in 

responses (Marczyk et ai, 2005) . For this study th e resea rcher classified the interval 

sca le in to six (6) such as very often, often, rare ly, very rarely, and not at all. Th e use of 

se lf administered quest ionna ires has many adva ntages like t ime saving; cost wise; and 

it does not require as much skil l to adm inister questionn aires as t o co nduct the 

in terviews (Se karan, 2000). 

The study only use d questionnaire as major data co ll ection instrum ent for certai n 

reasons like: th e respondents are not positives' for other inst rument because they have 

the ACCA examination ; wo rk load or bu sy durin g data co llection period and the time 

given to cond uct this study itself is not sufficient enough. The questionnaires have 

three major parts .Each part is designed in such way that measure the variab les 

identified in the pape r. Th e questionnaires are structu red in simple manner so as to 

sense to the respon dents. Each part of th e questionnaire descri bed as follows. 

These are: Part one of the quest ionna ires designed to obta in general information about 

the participants in the survey and the ir f irm computerized accounting system. Part two 

of the quest ionn aires are design to discove r t he respond ent percept ions' of th e 

signi f ica nt or potent ial problems th at might obstacle to t hem when an audit in a 

client's compu terized accounting informati on system. Th e third and final parts of the 

questionna ires are requested the participant or respondents to rank the factors, which 

are identified in th e very beginning according to th e level of contribution to the aud it 

ri sk. 
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3.5. Implementation of the Questionnaire 

The questionnaire was sent t o se lected private audit firms through pers\lnal delivery 

method . In addit ion, they were indicate how long th ey needed to complete the 

quest ionna ire. Accordingly, most respondents asked for one to three weeks. After 

distributing the questionna ire persona lly to each representative of selected audit firm s, 

the resea rcher checked with each audit firm represen tat ives and asked them if they 

would accept and complete the questionnaire. 

The survey response rate is th at on ly 50 questionnaires were collected from the entire 

(63) quest ion naires that were initi all y distribu ted. It results, a response rate of 79% 

from the overall (100%). So that, according to Remenyi et al ., (1998), a response rate of 

60% is seen to be exemplary. Whereas, Gi llh am (2000) advised that "a 30% return has 

to be see n as fairly satisfacto ry, and above 50% is good". 

3.6. Sampling techniques and selection 

The target populations are private audit firms in Addis Ababa which are fifty two (52) in 

number. Si mple random se lection -is used in choosi ng study participants from the 

population of interest in such a way that each member of the population has an equa l 

probability of being se lect ed to participate in the study (Marczyk et ai, 2005). 

Acco rdingly, thi s stu dy used both simp le random sa mpling and stratifi ca tion to provide 

equal chance for th e who le selected group and reduce the bias to get necessa ry 

informat ion from each study unit. 

Nine pr ivate aud it firms were se lected based on their grad e from each stratum . Their 

grade in cl ud es A, Band C. Th en after th ree audit fi rms has been selected from each 

stratum (A, B, and C), in addit ion to their grad es th e size of audit firm was used during 

data ana lysis to make comparison among these firms. Si nce, there is no formal 
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class if ication of audit firms; based on the ir size in Ethiopia the study used th e 

respondent opinion as an input to class ify them in to size. Sa mple for questionnaires' 

was randomly se lected seven (7), from each 63(s ixty three) externa l auditors from the 

proposed private audit firm in Addis Aba ba . The rea sons behind choosing the study 

units from Add is Ababa are for cost and time saving; most auditors engaged in au dit 

works w ith in the country are located in the targeted area. 

3.7. Data Analysis and Presentation 

Ap propri ate too ls such as Exce l and, descripti ve statistics such as frequency, 

percenta ge, lables an d graphs ha s been used to analysis th e data con ce rn ing lh e 

nature and type of data co llected. Stat istical analysis and interpretation has been 

ap plied to address the resea rch problem. 

3.8. Research Variables 

The term "va ri able" was defined by Sekaran (1992,) as "a nything that can take on 

differing or varyi ng va lu es". In addition, she claimed that the re are four main t ypes of 

va riabl es that are used in research . So me of these are:-dependent variab le which is the 

variabl e of primary interest to th e research and independent variab le which is one that 

influences the depend ent va riable in either a negat ive or a positive way is the major 

va riabl es conceder in thi s study. 

Based on, em pirical review in related literature and previous researches the researcher 

indentified thirteen(13) independent variables those have major impact on audit ri sk 

due to implement ing computerized accou nting information system and one dependant 

va riab le -audit ri sk that includes inherent risk, contro l ri sk and detection risk. Those 

independent variables in cluded:- Lack awareness of the issues, problems and ri sks 

associated with (AIS; secu rity breaches and virus; Information technology (IT) related 

fraud ; Weaknesses in interna l control systems in re lation to (AIS; auditor 
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incompetence; the appl icat ion of an unsuitable audit approach (i.e. auditing around the 

comp uter); the in competence of client staffs' in dealing with issues relating to CAIS; 

Accidental entry of bad data by employees; the disappearance of the aud it trail ;Iack of 

client staff training in IT environment; aud it financial cost concern and 

Lack of IT training for auditors 
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Chapter Four 

4. Data Analysis and Research Finding 

Th e data ha s been collected through self administered questionnaires. Th e co llected 

data was an alyzed using appropri ate tools (excel) and descript ive stati sti cs such as 

table, graph, frequ ency, and percentage based on the nature and type of data . 

4.1. Firm Profile 

Under th is sub-section the respondents opinion have been analyzed concerning. f irm 

size; accounting pro fessionals; information system specia list; number of auditors 

train ed in acco untin g softwa re; auditor's experience; accounting system; major types 

com puter-based accounting system; audit styl e and the reliability of their firm as we ll 

as clien ts' accounting softwa re and estimated percentage of their client who adopted 

comp uter-based accounting system. 

Table 1 

The respond ents' response on the ir f irm size 

category 

Firm size Frequency Percentage 

Small 14 28% 

Medium 17 34% 

Large 19 38% 

Total 50 100% 
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The respondents were asked to id entify the size of their audit firm s. As the 

representatives' of all audit firms indicate, there is the direct re lationship between 

Grade and size of the audit firm . Accordingly, "A" grade represented large firm size;"B" 

indicate medium size and "C" similar with small firm size. The researcher asked this 

question for two purposes. These are: there is no forma l classification of audit firms 

based on size in Ethiopia and it helps the resea rcher to compare and contrast the 

se lected aud it firm s' one with other during data ana lysis and presentation.'Accordingly, 

the above table and figure revealed that forty (28%) of the respondents were from 

smal l audit firm, while seventy (34%) of th e respondents were from medium audit firm 

and ninety (38%) of the participants were from large audit firm. 

Tab le2 

Participants' responses on their firm's accounting professionals engaged 

in audit under a computer- based accounting information system 

environments 

Account ing professiona l Frequency Percentage 

Secondary ed ucation plus experience - 0% 

Secondary education plus special training - 0% 

College diploma in accounting 20 26% 

College diploma in related field 1 1.3% 

First degree in accounting 34 44% 

First degree in re lated field 3 3.9% 

Second degree in account ing 7 9% 

Second degree in related field - 0% 

Professional accountants CPA/ACCA 12 15.6% 

Total 77 100% 

The participants were asked this question to investigate the blend of their audit firms 

professional, Because, lacks of the above processionals have significant impact on audit 
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ri sk in auditing un der com puteri zed as we ll as manual accounting system. About (44%) 

of th e respon dents believed, that auditors or accountants in their audit firms were 

degree hold er, while 15.6 % of th e respondents observed that, accounting 

profess ionals in th eir firm s were both Certified Pub lic Accountants (CPA) and 

Association of Chartered Certifi ed Accountant (ACCA) and 26% of th e respond ents 

indi cated th at co llege diploma in accounting. 

On th e other hand, f ew of th e representati ves of th ese firms indicat ed that, th eir firm 's 

acco unti ng professiona l in clud e co llege diploma in related fi eld, first degree in related 

field and seco nd degree in accou nting. Lastly, none of participant indicated the 

ex istence of secondary educat ion plu s experi ence as we ll as special or short term 

t rainin g in th eir firm' s in aud it un der IT-based accounti ng system environment. 
" 

Furth ermore, the researcher observed that, most the auditors in th ese audit firm s are t 

hold er degree and diploma in accounting respectivel y. 

Table 3 

The respondents' responses on information system 

specialists in their firm s 

Response Frequ ency Pe rcentage 

1-5 29 58% 

6-10 9 18% 

11-15 4 8% 

16-20 0 0% 

Not at all 8 16% 

Total 50 100% 

Th e above tabl e t ell s that, t wenty nine (58%) of the parti cipants expressed believed 

that, th ei r audi t fi rms have an informat ion system specialist s between one to five 
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perso ns approx imate ly, Wh ile nine (18%) of the respondents from the entire audit fi rm 

size revea led that th eir audit firm s have an information system specialist s between six 

t o ten persons approximate ly and Only (8%) of the aud it firm s have information system 

speciali st between eleven to fifteen perso ns. On the other hand, non e of the 

respond ents give his/her opinion on the ex iste nce information system specialist 

between range of sixteen and twe nty. Furthermore, eight (16%) of respondents 

in dicated that, private audit firm s have no inform at ion system specia list at al l. As 

respond ents in dica ted, one can und erstand that, th ere is lack of inform ation system 

specialist in audit under IT-based accounting information system environment .This 

might be due to the audit f irm fin ancial cost co ncern ,according t o (AI-Feha id,2003 and 

Abu-Musa,2006) and oth ers researchers in review of related literature. 
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(Figure2: Number of accounting professiona l takes acco unting software) , 

The researcher was asked the number of firms' accou nting professionals train ed in 

acco unting related software since, the re sea rch paper is focuses on audi t firm s that 

have aud ited (A15 environme nt. So, it is vital to identify t hose auditors and accountants 

too k accou nting software , For the reason th at, lack of such qu al ificatio n might ri se the 

risk in audited under such environments as investigated by previous stu dies likes ,Abu -

Musa,2008,AI-Fehiad,2003,Eriwa and Eshumhouin, 2008) in their studies . 

58 



As figure 2 shows nineteen (38%) of the respondents form all audit firms size point out 

that some of accountants and auditor audited a computer based accounting 

environm ent have trained in acco unting software, whi le fifteen (30%) of the 

respondents revea led that all most al l of an accountants were took the software 

and 26% of the respondents observed that all of these professional were took the 

account in g software. In one hand, merely (6%) of th e respondents disclosed that non e 

of these accountants and auditors dea lt in computeri zed accounting information 

system environment took the accounting software's in their firm s'. 

Table 4: 

The respondents' response on their experience 

Response Frequency Pe rcentage 

Less than one 3 6% 

1-4 year 21 42% 

5-9 year 13 26% 

10-14 years 5 10% 

15-19 years 3 6% 

Above 20 years 5 10% 

Tota l 50 100% 

Th e principal aim of asking thi s question is to see the experience of the respondents 

carry out audit in a computerized accounting information systems environment. Since 

lack of experience in such environments was the major sources of aud it ri sk accord ing 

to previous researches cond ucted in such environment. 

Table above revea led that, three(6%) of the respondents have less than a year 

experience in their current position, where as twenty one (42% )of th e participants 

have an experience between 1-4 years ; while 26% of th e respondent have an 
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experience of between 5-9 years. five (10%) of the participants have experiences of 10 

to 14 years. Aga in three (6%) of the respondents have an experience of between 15-19 

years and only five (10%) of the participants have an experience above 20 years. As 

participants indicated, most of the respondents didn't have an availab le experience in 

performing audit under comp uterized accounting information system environment. 

Table 5 

The participant's responses on their audit firms accounting 

systems 

Firm size Manual Computerized Both Total 

Sma ll 1 5 8 14 

Medium - 7 10 17 

Large - 12 7 19 

Total 1 24 25 50 

Percentage 2% 48% 50% 100% 

The respondents were asked to give an op inion on an extent by which their firm's 

accounting system is comp uterized and to observe if there is significant relationship 

between the size of audit firms and the level of computerized their accounting systems. 

Furthermore, it asked as result of objectives of the study that, the impact of 

computerized accounti ng system on the leve l audit risk. 

As is apparent form th e above table, fi ve (36%) of representatives small audit firm 

indicated that, the ir f irm accounting systems is on ly computerized, while eight (57%) of 

respondents from small audit firms disclosed that their firms' used both computerized 

and manual accounting system and on ly few (6%) of participants from this firm 

identified that, still their firm use manual accounting system. Furth ermore, seven 

(41%) of respondents from medium firm s observed that their firms adopted on ly 

computer -based accounting systems, whi le around sixteen (59%) of respondents from 
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this f irm told that the ir firm used the combination of the t wo systems. According to 

opinion from representatives of these firms' th e firm s already stopped using of only 

paper based accounting systems. In case of large audit firms, about (63%) of 

participants from these firm s indicated that their firms only used computerized 

accountin g systems, where as seven (37%) of participants from th ese f irm disclosed 

that their firm' s adopted both manual and computerized accounting system . Whereas 

non e of res pondents give an opi nion concerning use of only man ual accounting 

systems by th eir firm s. The result revealed that large audit firms were better than both 

sma ll and medium audit firms in co mputerized th eir accounting systems, while medium 

fi rms were be tter than small firm . As an aggregate all most all of au dit firms were ( AIS. 

For example, 48% of respondents from enti re firm s in dicated th at th eir fi rms adopted 

computer-based acco unting in formation systems, while 50% of th e respondent 

indica ted th at thei r f irm used both of accounting system s. 

Th e respondents were asked to explore the major type of computer -based accounting 

system implemented by their cli en ts. As table and figure3 below shows nine (64%) of 

respondents from small aud it firms indicated that th eir clients w ere adopted st and­

alone (simp le) computer based acco unting system, while few (14%) of representatives 

of these firm' s observed tha t th eir client's were used complex (integrated) computer­

based accounting systems and 21% of participa nts from small firm s disclosed their 

cli ent's were impl emented both of the system. Around sixteen (59%) of repre sentatives 

of medium firm 's point ou t that their client's were used stand -a lone computer -based 

account ing system ,where as 18% of respondents from these audit firms revea led that 

their client' s were used fully- integrated accounting systems and 24% of their clients 

were used both of the systems. 
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on the other hand, 26% of participants from large audit firms exp lained that their 

client's were implemented stand -a lone computerized accounting in formation system, 

whi le (47%) of respondents from their clients were used complex accounting system 

and 26% of respondents disclosed that their clients were implemented both simp le and 

comp lex computer-accounting system. 

Form this one can unde rstand that, large and medium size audit firm s were healthier 
.. 

than sma ll firms' in using fully- integrated accounting system. The uses of these 

computerized accou nting systems have a significant impact on audit risk unless the 

clients' staffs or auditors audited in such environm ent are not properly applying the 

systems. Twen ty four (48%) of the parti cipants form all firms size revea led th at most 

of their cli ents use stand- alone, whi le fourtee n (28% ) of th e respondents discovered 

that, th eir client s use ful ly- integrated computerized account ing system and twe lve 

(24%) of the respondents believed that, their clients use both stand alone and 

comp lex IT -based accounting system. 

Table 6: 

The participant s' responses on major types of their (AIS 

Firm size Sta nd-al one Fu lly integrated Both Tota l 

Sma ll 9 2 3 14 

Medium 10 3 4 17 

Large 5 9 5 19 

Total 24 14 12 50 

Percentage 48% 28% 24% 100% 
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(Figure: 3 the participants' responses on major types of their CArS) 

The respondents were asked to discover the approach that they were'used during 

audited in a computer- based accounting information system environment. As a result, 

most (64%) of the participants performing audit around the computer, whi le 24% of 

the respond ents carryout audit through computer audit using CAAT and few (12%) of 

them audit applying audit with computer audit approach using genera l software. 

The figure 4 bellow shows that, most (79%) of participant's of sma ll firm carryout aud it 

around computer . This may affect the aud it risk sign ificant ly because the term itself 

identified that the internal software of the computer it not documented or audited by 

auditor, but th e inputs to the computer are agreed to the expected out puts to the 

computer (ACCA paper F8, 2011), Wh il e large audit firms are better than th e two f irms 

in performing audit through the com puter and with computer audit software which are 

play great role in decreases or increases aud it risks in IT-based accounting system. For 

instance, auditing through the computer helps the aud itor in actual eva luat ion of the 

computer's hardware and software to determine the reliability of operations that 

can not be viewed by the human eye; often have significant built-in contro l procedures, 

and ignoring these would be ignoring important features of internal control and it 

mean using computer-ass isted audit techniques (CAATs) (Appendix 9A, understanding 
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in format ion systems and technology for Risk and Control Assessment number one}. 

Where as auditing wi th the computer, invo lves using general aud it software (GAS) to 

perform va ri ous aud it tests and analytica l procedures and to prepare aud it f ile 

documentat ion as indicated in review of literature. 
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( Figure 4: the respondents responses based on their firms audit style) 

The respondents were nsked to point out the degree of reliability of th eir firms and 

clients accounting software. In addition to this, the researcher was asked th e question 

because of the aim of the study. Unless the accounting software is not reliable and 

comp lete the level of audit ri sk is signi f icant ly increases as mentioned in review of 

re lated literature. 

For instance, AI-Fehaid (2003) in his study identified certain facto rs that, in crease audit 

ri sk associated with unreliability of the accounting software such as lack of knowledge 

and ski ll in dealing w ith the system; t echnical support or train ing th eir customer staff, 

lack of sufficient maintain ed threatens the security of software and the proportion of 

such software is rade-made account ing software. The result shows, 40% of 

respondents observed tha t, their firms and cli ents accounting softwa re is high ly rel iab le 

but 28% of t he parti cipants t o ld that it is not reliab le at all as result of knowledge and 

skil l, lack awareness of such system and use of old computers we re some factors 
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mention ed by them and 32% of the respondents indicated that th e software 

mod erately reliab le. 
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(Figure5: the participant respo nses on the reliability of th eir firm and clients 

accounting softwa re) 

The representatives' audit firms were asked to identify whether the existing audit firm s 

compl et e aud it work und er IT based accounting system for their cl ient's accordingly. 

Furthermore; to know the number of their cli ent's adopted computer-based 

accounting system s. Table below described that, 12% of the respondents indicated that 

th ei r audi t firm have cli ents between 1-50; while 18% of the respondents identified 

that their audit firm have clients between 1-100. On the other hand, 28% of th e 

respondents indicated that their audit firms have clients between 101-100 and 151-200 

respectively. As respondents opinion explained, six(12%) audit firm have cli ents above 

200.50 that, the study revea led that most of their customers used computer- based 

accounting systems in their business in Addis Ababa and the audit firm to some 

extents responsibl e for their clients as far as the opinion of the respondents . 
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Table 7: 

Th e respondents respon se on the proportion of the audit 

clients that their firms have responsib le for 

Proportion Frequency Percentage 

1-50 5 12% 

51-100 9 18% 

101-150 14 28% 

251-200 15 30% 

More 5 12% 

Total 50 100% 

The respondents were requested to t ell the est imated percentage of their client's who 

adopted a computerized accounting information system . Twenty two (22) participants 

we re estimated that ,a round 90% or all most all of thei r client' s imp lemented this new 

systems, whi le seven thin(17) respondents estimated that just about 80% or most of 

th eir client's used IT- based accounting systems and eight(8) respondents estimated 

that approximately half(50%) of their cli ents used computerized AIS. 

But three (3) participants estimated that around 30% of their clients have used IT-based 

accounting system as indicated in the followin g fig.5. As the participants respon ses 

most of bu sin ess in Addis Ababa used computeri zed accounting information system. 

This support the objective of the study that said the impact of implementing 

com puterized accounting system on th e leve l of audit risks in businesses in Addis 

Ababa. 

-'" \ 
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(Figure6: responses on an estimated percentage of their client who adopted computer­

based account systems) 

4.2. Problems related with client's computerized accounting 

Information system 

Table 8: The respond ent's responses whether the use of computer based accounting 

system by their clients affect the level of audit ri sks or not 

Firms size Alternatives Total 

Yes No 

Sma ll 9 5 14 

Medium 14 3 17 

Large 18 1 19 

Total 41 9 50 

In this question the researcher attempted to identify whether the use of this system by 

cli ents affects or not the audit ri sks leve l. Eighteen (95%) or all most all of respondents 

from large firms size discovered that the adoption of computerized accounting 

information system by their clients affects the level of audit risk. Also majority (82%) 

of representa ti ve of medium audit firm disclosed that the utilization of a systems by 

th eir clients significantly affect the level of audit risk . Furthermore, 64% of participants 
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from sma ll firm indicated that an implementation of IT-based accounting system by 

th eir clients affect the leve l of audit ri sk. In other hand, merely representatives of all 

audit firms observed that the use of computer -based accounting systems by their 

cli ent's didn't affected an audit ri sk. However, forty one (82%) ofthe respondents from 

all firms size disclosed that the adopting of IT-based accounting systems by their 

cli ents affects audit ri sk, while nine(18%) of repre sentatives of the entire audit firm 

revea led that ap plying of these systems by clients didn't affected an audit risks. 

Form th e above table one can understand that the use of computer -based accounting 

system s ca n be significan tly affect an audit ri sk due to several factors associated with 

adopting the systems. Th e repre sentative of audit fi rms who sa id that adopting of 

comp uterized account ing information system by clients in their business, influence an 

audit risk were requ est questions number two of the second part to disclose certain 

impacts of this system on the level of audit risks. 

Accordingly, twelve(29%) out of forty one participants said adoption of IT- based 

accounting systems affects audit risk were listed certain impacts associated with 

implementing a system such as wrong entry of data by client staff' s; lack of knowledge 

and skill related to a system; lack of awa ren ess problems associated with the system 

and weak in documentation were some of the factors significantly affect the level of 

audit risk in such environment, while twenty (49%) of these respondents disclosed 

that loss of data due to absence of back -up- data; inaccuracy and in completeness of 

testing data using audit software, complexity of a system; lack of segregation of 

duties; abnormal balance or misstatements and lack of understanding relationship 

between inputs and output in such environment. In one hand, nine(22% )of the 

respondents described other factors that influence audit risk relate to using 

computer-based accounting systems like posting and coding problems, reduction of 

internal control ;Ioss of audit trail ; security break; management override, use of old 

computer, audit around computer and alteration of data by management were the 

significa nt impacts of IT- based accounting system as shown in the following table. 
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Table 9: 

The participants' responses on the impacts of computeri zed accou nting informat ion system 

on audit ri sk level 

Responses Fr~quency Perce ntage 

>- Wrong entry of data by cli ent staff' s 12 29% 

>- Lack of knowledge and skill in such environment 

>- Lack of awareness of the problems associated wit a system 

>- Lack of docum entation 

./ Loss of data due to absence of back up data 20 49% 

./ In accuracy and incompleten ess of audit t esting data in 

such environment 

./ Com plex ity of the system 

./ La ck of segregation of duti es 

./ abn orma l ba lance or misstatements and 

./ Lack of understanding relat ionship between inputs and 

output in such environment . 

.I- Posting and coding problems and aud it around compute r 9 22% 

4- Reduct ion of intern al control system 

.I- Loss of audit trail and Security breaches 

{. Management override/a lteration of data by management 

J Use of old computer 

Total 41 100% 
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Table 10: Respondents response; concerning whether audit risk changed after implementing IT -based 

accounting information systems. 

Alternative Tota l 

Firms size Yes No 

Small 12 2 14 

Medium 13 4 17 

Large 15 4 19 

Total 40 10 50 

Percentage 80% 20% 100% 

The part icipants were asked this question to disclose whether audit risks considerab le 

change after implementation of computer-based accounting system. Accord ingly, 80% 

of representatives of all audit firms point out that an audit risk sign ifican t ly change 

after adapt ing a systems, while 20% of the participants form entire audit firm indicated 

that the audit risk not significant ly charge due utilizing an IT -based accounting 

systems. But the op inion of the participants differs from one firm to another. For 

instance, most (78%) of respondents from large audit firm believed that audit ri sk 

cha rged due to implementing computerized accounting information system, merely 

(21%) of them described that audit ri sk do not significantl y altered. In other case 

representative of medium firm's discovered th at audit risk considerably change as 

result of using computerized accounting information systems, whi le few of them 

indicated that audit r isk not change due to implementing this new system. 

Furthermore, majority (86%) of participants from small firm identified that audit ri sk 

altered for the reason that of adopting IT-based accounting systems, whereas only 

(14%) participants from these firm 's showed that audit risk not change due to 

implementing such systems. As the respondents indicated audit risk considerab le 

changed due implementing computerized accounting information systems by clients. 
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Table 11: The respondent answers on the influence of clients computerized accounting 

information system on the firm audit approach 

Firms size Alternative Total 

Yes No 

Small 9 5 14 

Medium 15 2 17 

Large 12 7 19 

Tota l 36 14 50 

Percent 72% 28% 100% 

In thi s quest ion, th e representatives of the en tire audit firms we re requested to reveal 

whether the use of computerized accounting information system by their clients 

influence the firms audit approach. As shown in the above table the majqrity (72%) of 

representatives of all audit firm size disclosed that utilizations of computerized 

accounting information by their cli ent's influence their aud it approach, Whereas 28% 

of th e particip ants opinion indica ted th at the adopt ing of computer- based accountin g 

system by cli ents didn't not considerable alter the firm' s audit approach. As 

compared to large and sma ll audit firm s the use of IT-based accounting system by 

clients are highly influenced audit approach of medium firm as (88%) of respondents 

form these firm disclosed . 

The responses on control environments influenced due to implementing CAIS. 

Th is question was asked to identify con trol environment which significantly altered as 

result of imp lementing IT- based accounting systems by clients. As figure8 shows most 

(64%) of the respondents revea led that application control s considerable affected due 

to adopting CAIS, whi le merely (30%) of the re spondents observed that genera l controls 

we re significantly suffe red due to using computer- based accounting system by their 

cli ents. 
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(Figure: 7 the respondents responses on control environments) 

Responses for whether the external auditors were depend on the client's staff during 

audit in CAIS. 

From the below figure 9 one can understand that the external auditors were 

independents of clients staff when audit under the computer -based accounting 

system. For instance, thirty seven (74%) of the respondents form all firms size indicated 

that the externa l auditors were not depend on the cl ients staff during audited in 

environment, where as threaten(26%) of t he respondents revealed that the external 

auditors were relies on the clients staff when audited under the computer-based 

accounting systems. 
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(Figure 8: Responses on where the externa l auditors were depends on 

the client's staff) 
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Those respondents said the external auditors were depends on the clients staffs 

during audited in a computer-based accounting systems were asked question eleven to 

determine this dependents have significant impacts on the auditors independents. 

Table 12 whether their reliance alter independence of the auditors 

Responses Frequency Percentage 

Yes 7 14% 

No 43 86% 

Total 50 100% 

As the above table indicates, majority (86%) of the respondents observed that the 

reli es of externa l auditors on cli ent staff' s in audi ted under the IT- based accounting 

system w ere not significantly affects auditors ind ependent; whereas few .(14%) of the 

representatives of all audit firm size indicated that the dependents of external aud itors 

on the clients sta ff' s was affect the auditors independent during audited in a computer 

-based accounting environment. Form the table one can understand that the audit risks 

are not sign ificantly affected due to dependent of external auditors on client's staff 

when performing aud it in a (AIS envi ronm ent in Addis Ababa. 

4.2: Major Impacts of Computerized Accounting Information 

Systems on Audit Risk 

The purpose of thi s part is to assess the major impacts of computerized accounting 

in forma tion systems on audit risk in Addis Ababa and the relative materiality of each 

factor. And the participants were requested to indicate the frequency and occurrence 

of audit ri sk due to factors or va riables related to implementing the system . These 

fa ctors includes: Security breaches and vi rus; IT-related fraud; lack of awareness of 

issue, problems and ri sk associated with th e system; unsuitab le audit approach 

;incompetence of the cli ents staffs; accidental entry of bad data by employees; lack of 

clients staffs; audit firm financial cost concern; lack of IT- training for aud itors; 
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weakness of cl ients intern al control; disappea rance of audit tria l; auditors 

incompetence and lack of segrega tion of dut ies in IT-based accounti ng system 

environme nt. Fi nally, the respondent's opinion on th e occurrence and impacts of these 

va ri ables on audit ri sk were summ ari zed in following t able in t erms of frequency and 

percentage . 

Table 13: Major impact s of computerized accou nting information systems on audit ri sk 

Independ ent Variab les Alternatives 

Very Often Rarely Ve ry Not at 

often rare ly all 

Security breaches and 4 12 10 - 24 

viru s 
8% 24% 20% 0% 48% 

IT related fraud - 10 14 11 15 

0% 20% 28% 22% 30% 

Lack of awa reness of issue 20 16 10 3 1 

, and problems assoc iated 
40% 32% 20% 6% 2% 

with the syste m 

Un suitab le audit 5 21 19 - 5 

approach 10% 42% 38% 0% 10% 

Incompetence of client 22 15 11 2 -

staff 
44% 30% 22% 4% 0% 

Acc idental ent ry of bad 3 10 21 7 9 

data by employees 6% 20% 42% 14% 18% 

Lack of cli ents st affs 24 8 12 1 5 

t raining in IT -based 

74 

Total 

50 

100% 

50 

100% 

50 

100% 

50 

100% 

50 

100% 

50 

100% 

50 



account in g system 46% 16% 26% 2% 10% 

The audit firms fi nal cost 17 3 4 7 19 

concern 34% 6% 8% 14% 38% 

Wea kn ess of th e clients 7 21 15 - 7 

intern al control syst em 
14% 42% 30% % 14% 

Lack of IT training for 24 12 10 - 4 

audi t ors 48% 24% 20% % 8% 

Disappearan ce of audit 9 23 14 - 4 

t ria l 18% 46% 28 0% 8% 

Aud itors in competence 5 16 14 3 12 

10% 32% 28% 6% 24% 

Lack of segregations of 14 25 8 - 3 

duties 28% 50% 16% 6% 

To make simple and understandable for the users researcher derived new table form 

the above table by bringing the percen tage of "very often" and "often" togeth er which 

is referred "Very often". Furthermore, the other two percentages of "Ra re ly" and "very 

rare ly" were summ ed up together to ref lect the term "Rarely" and fin ally the 

alternative "not at al l" remain as it is. As tab le indicates all factors were playa major 

ro le in increasing th e audit ri sk in IT-based accounting environments, as the 

parti cipants from al l audit firm s were disclosed. It is sat in descend ing order. 
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Tab le 14: summary of table for clarifi cation purpose 

Independe nt Variables Alternati ves 

Very Rarely Not at Total 

often all 

Lack of segregation s of duties 78% 16% 6% 100% 

Incompetence of cli ent st aff's 74% 26% 0% 100% 

Lack of awa reness of issues, problems and ri sk 72% 26% 2% 100% 

associated with th e systems 

I Lack of IT training for aud itors 72% 20% 8% 100% 

Disa ppearance of th e audit trail 64% 28% 8% 100% 

Lack of client s staffs train ing in IT enviro nm ent 62% 28% 10% 100% 

Wea kness of clients interna l control systems 56% 30% 14% 100% 
" 

Unsui ta ble audit approach 52% 38% 10% 100% 

Auditors incompetence 42 % 28% 30% 100% 

Th e audit fi rm s fin ance cost co nce rn 40% 22% 38% 100% 

Security breaches and virus 32% 20% 48% 100% 

Accid ental entry of bad data by employees 26% 56% 18% 100% 

IT related fraud 20% 50% 30% 100% 
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4.3. Analysis for Independent Variables Based on the 

above table 

4.3.1. Lack of Segregations of Duties in Audit firms and 

their Client in Computer-Based Accounting Environment 

The participants were requested to revea l th e occurrence and the impact of lack of 

segregations of duties on the level of audit risk in computeri zed accounting in fo rmation 

systems environment. The results revealed th at al most all (78%) of the respondents 

believed that audi t ri sk take place very often beca use of lack of segregation of duties, 

merely (16%) of th e respond ents observed that audit risk occurred rarely du e to lack of 

segregat ions of duties, while few (6%) of the participants believed that lack of 

segregat ions of duties never resulted audit risk in IT-based accountin g system 

environment. It's observed that majority of the respond ents indicated that lack of 

segregat ions of duties in IT-based acco unting system is the potential sources of audit 

risk in Addis Ababa . 

4.3.2. Incompetence of Client's Staffs in IT-Based 

Accounting System 

To exp lore the participants' comments rega rding the occurrence of incompetence of 

cli en t's st affs, the participants were asked to di sc lose the frequency and its impacts on 

audit ri sk. Accordingly, majority (74%) of the respondents indicated that audit risk 

faced very often because of incompetence of the client's staffs in such environment, 

26% of th e participants believed that thi s factors occurred rarel y as a result of 

incompete nce of client's staffs, while none of the respo ndents indicated that audit ri sk 

neve r happ ened due to incompetence of the cli ent's staffs at all in audit under 

computerized account ing information system environment. The above table shows 
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th at, al most of the respondents observed that incompetence of client's staffs in IT­

based acco unting system is a significant sources of audit risk. 

4.3.3. Lack of Awareness of the Issue, Problems and Risk 

Associated With the System 

To understand th e participants' responses co nce rning lack of the issues, problems and 

risks associa ted with the system an d its impacts on audit risk ,th e respondent s were 

asked to revea l the frequency and its infl uence on the level of audit ri sk in audit under 

the co mpu terized account ing informat ion systems envi ronm ents. As the respondents 

comments indicated lack of awa reness of t he issue, prob lem and ri sk rel.ated to such 

syste m is cons id erable altered audit ri sk in IT-based accounting system environm ent. 

Furth ermore, 72% of the respond ent indica ted that this factor is occurred very often, 

while 26% of the respond ents revea led that au dit risk occurred rare ly as results of th e 

awa reness of issue, probl em and ri sk associated w ith th e system . In on e hand, few (2%) 

of t he respond ents bel ieved t hat it is not occurred at all in audit und er IT-based 

accounting system in Add is Ababa . As the respondent's opinion explain ed lack of 

awa reness issues, problems and risk associat ed w ith th e system is th e major fa ctors 

t hat, infl uence audi t ri sks in Ad dis Ababa. 

4.3.4. Lack of IT Training for Auditors in IT-Based 

Accounting System Environment 

To make out the respondents percept ion regarding the frequency and the impact of 

lack of IT train ing for an auditors on audit ri sk in th eir firm 's the, participants were 

asked thi s qu esti on. Accordin gly, majority (72%) th em indicated th at, audit risk 

occurred ve ry often due to lack of IT train ing for auditors in audit under th e IT-based 

accounting system environm ent, while 20% of th e respondents indicated that, audit 
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risks occurred rare ly in audit und er t he com puter-based accounting system 

environment as result of absence of IT related training for auditors and only 8% of the 

respondents revealed that ,audit risk did not occurred due to lack of IT-related training 

for an auditors. As the respondent's comments lack of IT-related training for auditors is 

the potential sources of audit ri sks in carry out audit und er IT-based accounting system 

environment in Addis Ababa. 

4.3.5. Disappearance of Audit trial in IT-Based Accounting 

System Environment 

Th e participants we re requ ested thi s question to id entify the occurren ce and impacts of 

disappeara nce of aud it tri al on th e level of audit ri sk in their clients adopted IT-base 

accounting system . Accordingly, about (64%) of the respondents revea led that audit 

risk occurred ve ry often due to disa ppearance of audit trial in audit under IT-based 

accounting syst em environment, while merely (28%) of the respondents discl osed that 

audit risk happened rarely due to disappea rance of audit risk in a such environment. In 

on e hand, (8%) of th e respond ents indicated that audit ri sk never occurred because of 

absence of audit trial. Th e respond ents' op inion revealed that disappearance of audit 

tri al in audit und er computerized accounting information system is a sign ificant source 

of audit ri sk in Add is Ababa . 

4.3.6. Lack of client's Staffs Training in IT-Based 

Accounting System 

The participa nts were asked to reveal their op inion concerning th e occurrence and 

in fluence of lack of cl ient's staffs training in IT on audit risk in audit und er IT-based 

accounting system. About 62% of the respondents indicated that, audit risk happened 

ve ry often due to lack of client' s staffs training related to IT, whe reas. 28% of the 

respondents revea led that aud it ri sk occurred rarely in their clients due to absence of 
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client's staffs training in IT-based accounting system and few (10%) of the respondents 

shown that audit risk did not occurred in their clients due to lack of IT training for 

client's staffs. Insight of the respondent's opinion, lack of client's staffs training in IT­

based accounting systems is the major sources of aud it risks in such environment. 

4.3.7. Weakness of client's Internal Control in IT-Based 

Accounting System Environment 

The respond ents were requ ested this question to tell the frequency of audit risk due to 

weakness of cli ent's internal control in computerized accounting system and its imp acts 

on the aud it ri sks in such environment. It is observed that merely 56% of the 

respondents indicted that, audit ri sk occu rred very often, whi le 30% of the respond ents 

believed that audit risk happened rarely as a result of weakness of client's internal 

control in IT-based accou nting system environment. Further more, 14% of the 

res pondents believed that, wea kne ss of client's internal control did not cause audit ri sk 

in such environment. As the participants indicated weakness of client's internal control 

in IT-based accounting system is the major sources of audit ri sks in th eir client's. 

4.3.8. Unsuitable Audit Approach in Computerized 

Accounting System Environment 

The participants were asked this question to identify the occurrence and the impacts 

of applying unsuitable audit approach on audit risk in performing aud it under this new 

atmosphere. The above table shown around half 52 percent of the respondents 

observed that audit risk occurred very often due to inapp ropriateness of audit 

approach during carryout audit in IT-based accounting environm ent, whereas 38 

percent of th e participant believed that audit risk arise as a result of applying 

unsuitabl e audit approach and just 10 percent of the participants point out that 

adopting of inappropriate audit approach is did not cause audit ri sk in audit under the 
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comp uter based acco unting system . Th e resu lt shows that use of unsuita ble audit 

approach in IT-based accounting syste m is the significant ca uses of audit risk in Addis 

Ababa. 

4.3.9. The Audit Firms Financial Cost concern in Computer­

Based Accounting System 

To know the participants view regarding th e impacts and freq uency of audit firm 

fin ancia l cost co ncern on the level of aud it ri sks in an IT-based accounting syst em the 

researcher was as ked thi s question . Th e results explain that 40 percent of the 

responde nts point out th at the audit ri sk take place very often beca use of the audit 

f irm financia l cost concern, while 22 percent of the respondents observed that th e 

audit ri sk ari se rarely as result of audit firms financial cost concern , whereas merely 

38% of th e parti cipants poi nt ou t th at the aud it ri sk did not occurred due t o audit firm s 

financia l cost concern in th ei r firms during audit under th e IT-based accounting system 

environment in Addis Aba ba. As th e respondents explain the audit firms financia l cost 

concern is one of t he factor th at affect audit ri sks in computer-based accounting 

system environment in Addis Ababa. 

4.3.10. Auditors' Incompetence in a Computerized 

Accounting Information system 

The respondents were asked to point out the occurrence and the impacts of auditors' 

in competence on audit ri sk in audit under IT-based accounting system environm ent. 

The result show that 42 percent of the respondents expressed belief th at audit ri sk 

happened very often a result of auditors in competence in compute rize ~ accounting 

system, while 28 percent of the participant shown that audit ri sk happened rarely as 

result of in com petence of auditors in such environment. However, (30%) of the 

parti cipa nts believed that audit risk did not t ake at all because of thi s factor '(AIS. 
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The study revealed that incompe tence of auditors in computerized accounting information system is 

the sources of audit risk to some extent. 

4.3.11. Security Breaches and Virus in Computerized 

Accounting Information System 

Th e participants were asked to point out the impacts and the frequency of security 

breaches and viru s on audit ri sks in IT-based accounting information system. So that, 

about 32% of the respondents observed that audit risk occurred very often as results of 

security breaches and virus, while 20% of respondents expressed that audit risk 

happened rarely because of security breaches and computer related vi rus. In other 

hand, merely arou nd half (48%) of the respondents believed that audit risk did not 

occurred due to this factor in IT-based accounting system environment. As responded 

by the participants security breaches and virus were not the significant sources of audit 

risk in computerized accounting information syste m environment in Addis Ababa. 

4.3.12. Accidental Entry of Bad Data by Employees of the 

clients in IT-Based Accounting Environments 

To assess the impacts and the frequency of accidental entry of bad data by employees 

of the cli ents, on audit risk the respondents were asked thi s question. The table above 

indicated that just 26 percent of the respondents observed that the audit risk is 

occurred very often due to this factor, where as 56 percent of the respondents shown 

that it happened rarely due to accidental entry of bad data by employees of the cli ents 

and on ly 18% of the participants revealed that audit risk didn't occurred as result of 

accidental entry of bad data by employees in dealing with computerized accounting 

information systems environment. The result point out that, accidental entry of bad 

data by emp loyees of the client's in IT-based accounting information system is not the 

major sources of aud it risk in Addis Ababa. 
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4.3.13. IT-Related Fraud in Accounting Information System 

Environment 

The resu lt revealed th at about 20 percent of the respondents indicated that audit ri sk 

occurred very often due to IT-related fraud, where as half (50%) of the respond ents 

obse rved that audit ri sk hap pened rarely as a resu lts of computer related fraud and 

only 30% of the respondents disclosed that audit ri sk didn't occurred at all due to 

computer related fraud in audit under the IT -based accounting system environment. 

As in dicates by th e parti cip ants' compute r related fraud is not the potential sources of 

audit ri sk in IT-based accounting information syste m environm ent in Add isfbaba. 
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Chapter Five 

5. Summary of Finding, Conclusion and Recommendation 

5.1. Summary of Finding 

Several shocks of computerized accounting information system on audit risk was 

expanded based on previous studies (for instance, Ariwa and Eseimokumoh, 2008; 

Abdullah Muhammad AI-Fehaid, 2003; Abu-Musa, 2005) and other cruci al literatures in 

this research paper. Furth ermore, some of these factors were recommended and 

included to be explored for the first time in Add is Ababa . The study discovered that, a 

li ttle bit opposing to th e review of related literature that concern ing under state 

problems, which related w ith performing audit function under CAIS environment in the 

study area. For instance, security breaches and virus, unauthorized access to data and/ 

system by outside hackers, natural disasters ,interception of data transmi ss ion from 

remote location(Abu-Musa,2001,Zing ling Fing,2007,Da llas,1999). IT related fraud AI­

Fehaid,2003,Abu-Musa,200S,Brendard and Biggs,1991,Senthivelmurugan ,2002). 

It is worth mentioning th at, this paper is also different in the sense that it indicates th e 

following f indings associat ing to the significant problems/risks related with auditing in 

IT-based account ing system in Add is Ababa. Posting and coding problem, use of old 

comp uter and lack of und erstanding the relation between in put and out put. 

The findings of this study sign ifi ca ntly sim ilar w ith risk indentified in prelimina ries study 

in review of related literature that associat ing with auditing in computerized 

accounting information systems environment. Acco rdingly the major result of this 

paper depicted as follows. These are; majority of the representatives of all private audit 

firm se lected for th e study indicated that, most of their clients we re adopted 

Computerized Accounting Information Systems in their businesses even though the use 
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of the system in Addis Ababa is in its infancy. So that, th is result maintains the 

researchers' confidence concerning the importance to look into the utilization of 

computerized accounting information systems by their clients and its impacts on the 

level of audit risk in Addis Ababa. 

Most of the aud it firms in Addis Ababa were used audit around the computer during 

audited under computer -based accounting environment. This approach alter audit risk 

significan tl y because the term itse lf indicate that internal softwa re of th e computer is 

not documented or audited by the auditor, but the input into the comput~r are agreed 

to the expected outputs to the computer; the actual computer files and programs are 

not tested and where errors are found it difficult or even im possible t o determine why 

those errors have occurred. 

Most of private audit firm and their client's in Addis Ababa used both computerized and 

paper based accounting system. Furthermore, majority of the client 's were implement 

stand -a lone or simple accounting systems in th eir business, where as mere ly few of 

them adopted integrated (complex) computerized accounting system. 

There is shortage of information systems specia lists and auditors qualified in 

account ing and audit software in th ese audit firms wh ich has potent ial impacts on 

leve l of aud it ri sk because lack of these thin g might be alter fo r exa mple, detection 

ri sks, inh erent ri sk and control risk according to previous researches in the review 

literature. 

Audit risks conSiderably changed due to problem associated with adopting 

Computerized Acco untin g Information system in their business .For example, lack of 

back up data, lack of computer related training for both auditors and client's staffs; 

' lack of documentation; management overrides or alteration of data by management, 

unsuitable audit approaches, lack of knowledge and skill related to audit software, 

complexity of the systems ;firms and client financial cost concern; lack of segregation of 

duties; absence of implementing advanced audit software; lack of awareness of the 
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issue, prob lems and risk associated w ith the system; weakness of clients' interna l 

control systems; and disa ppearance of audit trial are the major problems that result 

ari sing of audit ri sk in such environment. 

5.2. Conclusion 

Based on th e re sea rch findings in chapter four, concerning the audit firm profile and 

the objective as we ll as th e major research question th e researcher forward ed the 

follow ing conclusions. 

On Audit firm profile 

Th ere is direct relationsh ip between the firm size and grade as indicate in data analysis 

and presentation ,For example, firms that have high (A) grade are also large in size "B" 

grad e are med ium size and "C" are small in size. In addition to thi s, large "and medium 

audit firms are better th an small in having qualified and experienced accounting 

professional and in format ion specialist . In using new accounting as well as audit 

software and performing audit function in computerized accounting information 

system environment. On the other hand, it can be exp lain ed that, most of th e clien t' s in 

Add is Ababa we re adopted computerized accounting information system. 

On the problems, risks and factors associated with the audit firm's clients' 

in computerized accounting systems and its impacts on audit risk in Addis 

Ababa. 

It was stated in Chapter one that, the major question that needs to be answered is, 

whether th e leve l of audit ri sk has altered after implementing Computerized 

accounting information system by cl ients of aud it f irms in Addis Ababa . Based on the 

research findings that have been discussed in chapter four, it can be concluded that 

the implem entation of computer-based accounting systems by clients in Addis Ababa 

has contributed to raising the audit risk. This can be explain ed on the on e hand, by the 

ex isten ce of a number of risks, problem s and issues in the clients' IT-based accounting 
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environment, such as the unsuitability of clients' accounting softwa re; the lack of 

competence of clients' staff in dealing with IT-based accounting systems; the 

weaknesses of clients' internal control systems in such an environment; lack of back up 

data; wrong entry of data by client staffs'; lack of awareness of problems associated 

w ith the system; complexity of the syste m; lack of segregation of duties in clients' 

business; lack of understanding th e relationship between input and out put in such 

environment; and reducti on of clients' internal control systems in computerized 

accounting system environment. 

On the other hand, there exist certain factors related to audit firms that influenced 

audit ri sk in such new environment. For example, unquali f ied to aud it in a 

computerized accounting environment, particularly, in app lying an inappropriate audit 

approach(audit around the computer) for evaluating the reliability of IT-based 

accounting systems together with a lack of competence of auditors in auditing such 

systems; audit firm financial cost concern and lack of IT training for auditor in such 

environm ent. Accordingly, thi s condition indicates that the possibility of audit risk in 

such an environm ent is high to certain extent. 

5.3. Recommendation 

Based on research findings and conclusion, the researcher forwarded the followi ng 

suggest ion s: 

~ It is preferable that parties in IT-based accounting system implement advanced audit 

and accounting software to such as CAAT and GAS to minimize audit risk t hat results 

from applying unsuitable and unreliable audit approach. 

~ The effective way to invest to the staff who audit under computerized accounting 

information syste m in the form of training is better than focusing on financial cost. 

~ Audit firms and their clients are responsible to allocate activities among their staffs 

to eradicate or minimize audit ri sk that is due to lack of segregation of duties. 
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r It is important for the parties in (AIS to apply new audit style such as audit throu gh 

and with comp uter to react to problems associated w ith auditing around the 

computer. 

> To overcome th e drawbacks of each method, it is suitable for those responsibl e 

bod ies to adopt both integrated and stand alone computerized accounting 

information system 

> Th e right way for pract itioners who aud it in IT-based account ing system 

environment are paying due attention on t hose factors significantly alters the audit 

risk. For example, lack of t heir client staff training; incompetency of cli ent staff; 

reduction clien t in terna l control system; lack of awareness of th e problems and risk 

associated w ith sing the system. 

> The better way for researchers who are w illing to cond uct research in (AIS is to 

investigate and eva lu ate other factor that ca n alter audit risk associated with adopting 

computerized accounting inform at ion system. 

> Finally, parties in IT-based accounting system has to try their best to reduce 

variables that contributed to audit ri sk such as lack of segregation of duties, 

inco mpetence of cl ient staff, lack of documentation, loss of data due to absence of 

backup data, comp lexity of the system, aud it around the computer, lack of IT t rain ing 

for auditor, disa ppearance of aud it trai ls, audit firm f inancia l cost concern, accidenta l 

entry of bad data by employee, weakness of cli ent internal contro l system and 

unsuitable aud it approach. 
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Appendix 1 

Questionnaires 

The study seeks to determine from practicing Auditors how they deal with 

computerized accounting information system and how the system affects the audit 

process. Responses have been handled in the strictest confidence and no comments 

have been attributed to individuals or firms. 

Part 1. General information 

Th e main aim of this part is to gather general inform at ion about th e nature of your IT­

based acco unting system s. 

1. In which category is your firms included? 

A. Small B. Medium C. Large 

2. How many accounting professional have taken accounting related computer application, 

for examp le, Peachtree ... ... .................. ? 

3. How many information system specialists are in your firm? 

A.l-s B.6-10 C.11-1s D.16-20 E. More 

4. How many years of experience do you have at your current position? __ _ 

5. Your firms accounting system is? 

A. Only manual B. computerized C. Both 

6. What types of IT-based accounting systems do your clients have? 

A. Stand-alone accounting systems (Simple) 

B. Fully integrated IT-based accounting systems or databases (Complex) 

C. Both of them 

7. Is your organization's typical style to audit primarily? 

A. around the computer B. through the computer C. with the computer 

8. To what extent do you believe that accounting software is reliable to your firm and 

cI i e n t? ------------ ----------------------- -----. 
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9. What is the proportion of the audit clients that your firm is responsible for? 

A. 1-50 B.51-100 C.101-150 0.151-200 E. More 

10. In relation to you r response to question number 7, please give an estim ate 

percentage of your cli ents who have computerized accounting information systems--------

Part 2: Problems related with Clients computerized accounting information system. 

1. Has the use of IT-based accounting information system in client that you audit 

affected the level of aud it risk? 

A. Yes B. No 

If your answer is yes, answer question number 2 

2. In your opinion what are the im pact of computerized accounting information system 

on the leve l of aud it risks? 

3. Has audit risk considerab ly changed after im plementing IT-based accounting 

information system? 

A. Yes B. No 

4. Has the use of IT-based accounting syst ems by clients influ enced your firm 's audit 

approach? 

A. Yes B. No 

5. Which contro l environment was affected due to implementing CAIS? 

A. Ge neral control B. Application control 

6. Could external aud itors can rel y on the client's staff when they audit computer based 

accounting systems? 

A. Yes B. No 

If your answer is yes answer question number 7 
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7. Do you thin k thi s rel iance affect or might have t he auditor 's independence? 

A. Yes B. No 

Part 3. Assess ment of th e impact of computerized Accounting Information Systems 

Th e purpo se of thi s part is to investigate the main imp act of computerized accounting 

in fo rm at ion syste m on audit ri sk in th e Addis Ababa, and th e relative materi ality of 

each factor. Please, indicate th e freq uencies of each factor th at affect audit risk. Put (vl 

sign fo r your choice 

Potent ial problem associa ted w ith IT- Al t ern atives 
-

based accountin g system th at alter Very often Rarely Ve ry Not at all 

audit ri sk often rarely 

Securi ty breaches 

IT Related Fraud 

Lack awa reness of t he probl ems and 

ri sks associa t ed w ith th e syste m 

Unsuitab le aud it approach 

Incompetence of cli ent staffs' 

Acc id ental entry of bad data by 

employees 

Lack of cl ient 's staff training in IT 

The audit firm' s fin ancial cost concern 

Th e weaknesses the client 's intern al 

control syste ms 

La ck of IT t raining for audi to rs 

Disappea rance of the audit t rail 

Au di tor in co mp etence 

Lack of segregat ions of duties 
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