



















































































































































































































































































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 audit risks in such environment.

4.3.7. Weakness of client’s Internal Control in IT-Based

Accounting System Environment

The respondents were requested this question to tell the frequency of aud.'it risk due to
weakness of client’s internal control in computerized accounting system and its impacts
on the audit risks in such environment. It is observed that merely 56% of the
respondents indicted that, audit risk occurred very often, while 30% of the respondents
believed that audit risk happened rarely as a result of weakness of client’s internal
control in IT-based accounting system environment. Further more, 14% of the
respondents believed that, weakness of client’s internal control did not cause audit risk
in such environment. As the participants indicated weakness of client’s internal control

in IT-based accounting system is the major sources of audit risks in their 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 audit under this new
atmosphere. The above table shown around half 52 percent of the respondents
observed that audit risk occurred very often due to inappropriateness of audit
approach during carryout audit in IT-based accounting environment, whereas 38
percent of the participant believed that audit risk arise as a result of applying
unsuitable audit approach and just 10 percent of the participants point out that

adopting of inappropriate audit approach is did not cause audit risk in audit under the
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computer based accounting system. The result shows that use of unsuitable audit
approach in IT-based accounting system is the significant causes 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 the impacts and frequency of audit firm
financial cost concern on the level of audit risks in an IT-based accounting system the
researcher was asked this question. The results explain that 40 percent of the
respondents point out that the audit risk take place very often because of the audit
firm financial cost concern, while 22 percent of the respondents observed that the
audit risk arise rarely as result of audit firms financial cost concern, whereas merely
38% of the participants point out that the audit risk did not occurred due t.o audit firms
financial cost concern in their firms during audit under the IT-based accounting system
environment in Addis Ababa. As the respondents explain the audit firms financial cost
concern is one of the factor that affect audit risks 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’
incompetence on audit risk in audit under IT-based accounting system environment.
The result show that 42 percent of the respondents expressed belief that audit risk
happened very often a result of auditors in competence in computerized accounting
system, while 28 percent of the participant shown that audit risk happened rarely as
result of incompetence of auditors in such environment. However, (30%) of the

participants believed that audit risk did not take at all because of this factor "CAIS.
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The study revealed that incompetence 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

The participants were asked to point out the impacts and the frequency of security
breaches and virus on audit risks 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 virus. In other
hand, merely around 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 system 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 clients, on audit risk the respondents were asked this 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 clients
and only 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 employees of the client’s in IT-based accounting information system is not the

major sources of audit risk in Addis Ababa.

82



4.3.13. IT-Related Fraud in Accounting Information System

Environment

The result revealed that about 20 percent of the respondents indicated that audit risk
occurred very often due to IT-related fraud, where as half (50%) of the respondents
observed that audit risk happened rarely as a results of computer related fraud and
only 30% of the respondents disclosed that audit risk didn’t occurred at all due to
computer related fraud in audit under the IT —based accounting system environment.
As indicates by the participants’ computer related fraud is not the potential sources of

audit risk in IT-based accounting information system environment in Addis Ababa.
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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 Al-Fehaid, 2003; Abu-Musa, 2005) and other crucial literatures in
this research paper. Furthermore, some of these factors were recommended and
included to be explored for the first time in Addis Ababa. The study discovered that, a
little bit opposing to the review of related literature that concerning under state
problems, which related with 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 transmission from
remote location(Abu-Musa,2001,Zing ling Fing,2007,Dallas,1999).IT related fraud Al-
Fehaid,2003,Abu-Musa,2005,Brendard and Biggs,1991,Senthivelmurugan ,2002).

It is worth mentioning that, this paper is also different in the sense that it indicates the
following findings associating to the significant problems/risks related with auditing in
IT-based accounting system in Addis Ababa. Posting and coding problem, use of old

computer and lack of understanding the relation between in put and out put.

The findings of this study significantly similar with risk indentified in preliminaries study
in review of related literature that associating with auditing in computerized
accounting information systems environment. Accordingly the major result of this
paper depicted as follows. These are; majority of the representatives of all private audit
firm selected for the study indicated that, most of their clients were 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, this result maintains the
researchers’ confidence concerning the importance to lookinto 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 audit firms in Addis Ababa were used audit around the computer during
audited under computer —based accounting environment. This approach alter audit risk
significantly because the term itself indicate that internal software of the computer is
not documented or audited by the auditor, but the input into the computer 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 impossible to 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 —alone or simple accounting systems in their business, where as merely few of
them adopted integrated (complex) computerized accounting system.

There is shortage of information systems specialists and auditors qualified in
accounting and audit software in these audit firms which has potential impacts on
level of audit risk because lack of these thing might be alter for example, detection
risks, inherent risk and control risk according to previous researches in the review

literature.

Audit risks considerably changed due to problem associated with adopting
Computerized Accounting 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, problems and risk associated with the system; weakness of clients’ internal
control systems; and disappearance of audit trial are the major problems that result

arising of audit risk in such environment.
5.2. Conclusion

Based on the research findings in chapter four, concerning the audit firm profile and
the objective as well as the major research question the researcher forwarded the

following conclusions.
On Audit firm profile

There is direct relationship 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”
grade are medium size and “C” are small in size. In addition to this, large and medium
audit firms are better than small in having qualified and experienced accounting
professional and information 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 explained that, most of the client’s in

Addis Ababa were 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 the level of audit risk has altered after implementing Computerized
accounting information system by clients of audit firms in Addis Ababa. Based on the
research findings that have been discussed in chapter four, it can be concluded that
the implementation of computer-based accounting systems by clients in Addis Ababa
has contributed to raising the audit risk. This can be explained on the one hand, by the

existence of a number of risks, problems and issues in the clients’ IT-based accounting
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environment, such as the unsuitability of clients’ accounting software; 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
with the system; complexity of the system; lack of segregation of duties in clients’
business; lack of understanding the relationship between input and out put in such
environment; and reduction 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 risk in such new environment. For example, unqualified to audit in a
computerized accounting environment, particularly, in applying 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
environment. Accordingly, this condition indicates that the possibility of audit risk in

such an environment is high to certain extent.
5.3. Recommendation

Based on research findings and conclusion, the researcher forwarded the following

suggestions:

» lItis preferable that parties in IT-based accounting system implement advanced audit
and accounting software to such as CAAT and GAS to minimize audit risk that results
from applying unsuitable and unreliable audit approach.

~ The effective way to invest to the staff who audit under computerized accounting
information system 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 risk that is due to lack of segregation of duties.
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# Itis important for the parties in CAIS to apply new audit style such as audit through
and with computer to react to problems associated with auditing around the
computer.

» To overcome the drawbacks of each method, it is suitable for those responsible
bodies to adopt both integrated and stand alone computerized accounting
information system

» The right way for practitioners who audit in IT-based accounting system
environment are paying due attention on those factors significantly alters the audit
risk. For example, lack of their client staff training; incompetency of client staff;
reduction client internal control system; lack of awareness of the problems and risk
associated with sing the system. '

~ The better way for researchers who are willing to conduct research in CAIS is to
investigate and evaluate other factor that can alter audit risk associated with adopting
computerized accounting information system.

» Finally, parties in IT-based accounting system has to try their best to reduce
variables that contributed to audit risk such as lack of segregation of duties,
incompetence of client staff, lack of documentation, loss of data due to absence of
backup data, complexity of the system, audit around the computer, lack of IT training
for auditdr, disappearance of audit trails, audit firm financial cost concern, accidental
entry of bad data by employee, weakness of client internal control system and

unsuitable audit 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

The main aim of this part is to gather general information about the nature of your IT-
based accounting systems.
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 example, Peachtree......................?
3. How many information system specialists are in your firm?
A.1-5 B.6-10 C.11-15 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. 1s your organization’s typical style to audit primarily?
A. around the computer B. through the computer C. with t'he computer

8. To what extent do you believe that accounting software is reliable to your firm and

client? ---mcemmemeee oo
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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 D.151-200  E. More

10. In relation to your response to question number 7, please give an estimate
percentage of your clients who have computerized accounting information systems--------

Part 2: Problems related with Clients computerized accounting information system.

1. Hasthe use of IT-based accounting information system in client that you audit
affected the level of audit risk?
A.Yes B. No
If your answer is yes, answer question number 2

2. In your opinion what are the impact of computerized accounting information system

on the level of  audit risks?

3. Has audit risk considerably changed after implementing IT-based accounting

information system?

A.Yes B. No

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

approach?

A. Yes B. No
5. Which control environment was affected due to implementing CAIS?
A. General control B. Application control
6. Could external auditors can rely 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 think this reliance affect or might have the auditor's independence?
A. Yes B. No
Part 3. Assessment of the impact of computerized Accounting Information Systems

The purpose of this part is to investigate the main impact of computerized accounting
information system on audit risk in the Addis Ababa, and the relative materiality of
each factor. Please, indicate the frequencies of each factor that affect audit risk. Put (V)

sign for your choice

Potential problem associated with IT- Alternatives
based accounting system that alter | Very often | Rargi;f"'Ve“r-\-/m—_l\-ist_a_t_all
audit risk often rarely

Security breaches

IT Related Fraud

Lack awareness of the problems and

risks associated with the system

Unsuitable audit approach

Incompetence of client staffs’

Accidental entry of bad data by

employees

Lack of client's staff training in IT

The audit firm's financial cost concern

The weaknesses the client's internal

control systems

Lack of IT training for auditors

Disappearance of the audit trail

Auditor in competence

Lack of segregations of duties
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