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1. INTRODUCTION

The “big4” plus Grant Thornton and BDO Internatibrecently expressed the
view that “billions of people around the world ndvave the ability to access
information instantaneously — yet when it comeditancial reports, investors
must wait for companies to publish data only ona@parter, every six months or
annually... today’'s financial reports remain one-dilall, and are not
sufficiently accessible to many investors” (Glohasion, 2006:4). As a way of
enhancing present day capital market stabilitycieficy and growth, these top six
firms proposed, among other advances, that a nesind®ss reporting model be
developed to deliver relevant and reliable infoiioratn a timely way.

There has been an increase in the use of the éttinndisseminating financial
information. US companies are currently taking ldeed in this respect while their
European counterparts are equally following suge Wf the internet for reporting
financial data results in the swifter and more tyrgrovision of such information.
Due to greater cost effectiveness and much impre@eedenience for all parties,
current legislation allows companies to meet tlsatutory financial reporting
obligations (including the auditor’s report) to thehareholders by posting these
reports on the company’s website and advising slotders that this has been done
(Beattie and Pratt, 2003).

Otherwise referred to as real-time, concurrent bghts-out” auditing,
Continuous Online Auditing (COA) is a comprehenseilectronic process that
enables auditors to provide some degree of assarame information
simultaneously with, or very shortly after, the diisure of that information. It
covers all the three professional services commamtyided by independent
auditors, that is, assurance, attestation and aeditices (Rezaeet al, 2002),
achieving this through real time accounting systeihs key constituents are
continuous audit of database applications, datéauoagprocedures, systems audit
and real time analytical procedures (Kogaml, 1996).

COA can lead to the issuing of audit reports orhartsinterval basis (daily,
weekly or as immediately as feasible). The Canadiastitute of Chartered
Accountants (CICA, 1999) categorised auditors’ repan an online real-time
situation into two:
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(i) the ‘evergreen reports’ which are usually madailable whenever a user
accesses an electronic site containing it: — dat¢loe time of user access; and

(i) the ‘reports on demand’ which would only beceassible to a user on
request rather than being automatically available.

COA can be useful as a modern auditing technigusvanways. It has both
detective orientation (ex-post) and preventive radagon (ex-ante). The first
orientation serves a similar purpose to the trad#i audit of examining
‘historical’ records and books of account to deraugdit evidence, whereas the
latter serves as a barrier to the occurrence of®land frauds through the use of
ICT tools and techniques. This latter functionaigyfurther enhanced through the
design and use of appropriate artificial intelligentechnologies to function as
Continuous Intelligent Online Validation (CIOV) (kes, 2002; Omoteset al,
2003).

Under conventional audits, certain bottlenecksem@untered. These include
the requirement of follow up, low expectation omirol environment and frequent
audit visits each time an audit opinion is requirddwever, under COA, control
failures are identified and rectified as they gregsessment of the strength of the
control environment is improved and the audit apiniis always available
whenever required (Handscombe, 2003).

As the UK is a technologically advanced economy and of the very few
countries that have played a significant role m skandardisation of modern audit
practices, it would be an important endeavour teestigate the current and
potential application of COA in the UK. Filling thiresearch vacuum constitutes
the main aim of this paper. The remainder of theepas arranged under literature
review, methodology and discussion of findings.

2. LITERATURE REVIEW

Kogan et al. (1999) identified the factors, institutions andcheologies
responsible for COA’s development and the risk®ived in its use and concluded
that widespread availability of computer networkimgakes it possible to
dramatically increase the frequency of periodicisuidy redesigning the auditing
architecture around online auditing. This pionegerploratory work served as the
springboard for further research efforts in theaaas it highlighted a number of



26 The International Journal of Digital AccountiRgsearch \BIN. 14

perspectives on the current and future implicatiohsising the mechanism by
practising auditors as well as the management apacate organizations.
Examples of such further research are VasarheB0ZR on a series of research
Issues that might enhance the conceptualisatiomaxern assurance processes;
Alles et al. (2002) on the feasibility and economics of conbus assurance;
Orman’s (2001) ‘counting and periodic’ audit stoags; and Pathakt al. (2005)

on ‘counting and time dependent’ strategies forimising the cost of continuous
audit in assessing the economic feasibility of COA.

Rezaeeet al. (2001) predicted that the rapid growth in techgadal
advancement (e.g. Extensible Business Reportingguage (XBRL) being
increasingly integrated into accounting softwareght make online real-time
preparation, publication, examination and extractd financial information more
widespread in the business world while Rezateal. (2002) advocated four
fundamental requirements for auditors under a C@gtesn: an increase in the
auditor's knowledge of the client's business andiustry; comprehensive
understanding of the flow of transactions and anéactivities; employing a
control-risk-oriented audit plan and developingitleevn software audit tools that
are capable of auditing through the computer. Ihisresting to note that in line
with Rezaeeet al.’s (2001) prediction, over 40,000 companies acrossglibbe
currently use XBRL (Global Vision, 2006).

Higson (2002) predicted that COA would possibly eoto represent the fifth
audit generation following Davis’s (1996) descptiof four audit generations
(verifying transactions in the books; relying orsteyns; risk-based; investigatory)
while Searcy and Woodroof (2003) suggested that @@Ald be able to take care
of the wastages commonly associated with the toadit audit process. These
include overauditing, delay in data accessibililme delay, cumbersome process,
errors and mistakes.

In the US, the Institute of Internal Auditors (lIAResearch Foundation’s
(2003) study indicated that internal auditors shibwwerest in continuous auditing
even though they believed they lacked training,déurand skills to apply this
technique. The IIA’s study appears to be the onipieical work on COA to date.

All the studies discussed above attempted to axplze usefulness of COA
and its likely future directions. In addition most them were predictive and
descriptive rather than empirical in nature and/thee all based on an American
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techno-economic context. As a result of these ebgsiens, this paper reports on a
study conducted to assess, through the collectiorenopirical data, COA’s
relevance and its likely future use from both aremal and internal audit
perspective within the UK’s techno-economic contéxivas carried out using the
socio-technical systems theory as theoretical yodeing.

The socio-technical systems theory postulates thgnifisance and
distinctiveness of the role of human actors vidsa-wther needs within an
organization. The foundation of the theory is thepesition that there should be an
optimization of both individual and task needs widasigning work processes
(Walton, 1999).

The belief of ‘technological determinism’ (wheretachnology is assumed to
play an overwhelmingly constructive role in deterimg the development of social
structure and economy) is widely prevalent andddadaising the expectations of
an unattainable level of performance from audijost because they use ICT for
their audits. Otherwise known as the technologicaperative paradigm, this
school of thought posits that ICT is a materialseaand a key driver of change that
is able automatically to alter organizational stuoes and social contexts (Davis,
1989; Hiltz and Johnson, 1990).

On the other hand, current efforts by the propanerit‘social shaping of
technology’ and ‘social construction of technologdradigms are likely to shift
the argument towards social appreciation of teldgyoby grounding technology
in its social surroundings and addressing the ceatext in which technology is
situated. This school of thought perceives ICT #oaproduct of human action
rather than an objective external constraint. lieles that the organization’s social
contexts are the main driving force in the adopton use of ICT. This school
insists that human actors within a social conteMtl as a business organization)
determine the what, when, how, where and who reggutie utilization of ICT in
organizational processes and procedures (Wynn&)198

However, neither of the two paradigms can suffitjeexplain the impact of
COA on auditors’ work as electronic technologiestowe to foster a symbiotic
relationship with social forces and the borderl@tween the two continues to be
blurred as this interaction grows. Hence, the delgsible paradigm remains a
holistic one that advocates a proportionate baléeteeen technology and social
forces, the socio-technical systems theory, whichpaper adopts.
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3. METHODOLOGY

The research design had to accommodate the reélawyditors’ increasingly
busy schedules which made it difficult to gain exked interaction with all the
target and participating respondents. Hence, thdysadopted a mixed method of
guestionnaire and in-depth semi-structured int&rvom a one-to-one basis. The
guestionnaire and the interview questions weregdesi and piloted to test their
validity and reliability to ensure the provision aseful research data of sufficient
quality.

Data collection took place during 2004. Letters aveent to the partners in
charge of audit and assurance services as well easishof internal audit
departments in 96 organisations to invite theitipigation in the study. The table
below summarises the breakdown of the organisatbmméacted and those that
eventually participated in the study according he nature of their areas of
operation:

Organisation’s Number of Number of Organisations TOTAL
Description Organisations that Participated in:
Contacted
Questionnaire Interview

1 “Big4” Accounting 4 4 2 6
Firms

2 Other Accounting 46 12 0 12
Firms

3 Public Sector 26 9 1 10
Organisations

4 Corporate 20 6 2 8
Organisations

TOTAL 96 31 5 36

Table 1. Analysis of Participating Organisations
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A cascading approach was used in distributing teet@nic version of the
guestionnaire in most of the the participating argations. As a result of the above
procedures, while it can be easily stated that uestpnnaires were returned, it is
not possible to determine the number actually ibisted and the response rate. In
addition to those who responded to the questioasasuditors at various levels
were interviewed in the organisations that prefén®@ participate in interviews.
Table 2 below presents a breakdown of frequenagsfonses from each type of
participating organisation in each of the data gaitly exercises.

Questionnaire Interview
Frequency Percent Frequengy  Percent
“Big4” 24 324 7 41.2
Other Accounting Firms 19 25.7 0 0.0
Public Sector Organisations 21 28.4 5 29.4
Corporate Organisations 10 13.5 5 29.4
Total 74 100.0 17 100.0

Table 2. Number of Responses from Participatinga@igations

The data gathered through the tape-recorded semsiigted interviews were
analysed based on the strength of the views, exfiars and arguments obtained
from interviewees. In addition, the data obtainebiugh the relevant sections of
the questionnaires were analysed through the us&R8S to generate both
univariate and bivariate analyses in the form efjfrency tables and Spearman’s
rank correlation respectively. The latter is a pamametric technique used for
measuring linear association between two variabi@sed on ordinal datasets
(Hussey and Hussey, 1997). The open-ended partheofquestionnaire were
analysed with the use of Microsoft Excel and Access

The frequency tables were also used for the arsabfsresponses across the
scale for each question by calculating a Weightedrage Score (WAS) — with a
view to determine an overall position in resporsehe question. The Likert scales
were assigned a score of 1, 2, 3, 4 and 5 respécfior options ranging from, for
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example, Strongly Disagree (1) to Strongly Agree The frequency of responses
on each scale was multiplied by the weighting fa¢tay. 10 x 1 + 20 x 2 + 25 x 3
+ 15 x 4 + 12 x 5 = 245) divided by the total frequay of responses for the
qguestion (i.e. 10 + 20 + 25 + 15 + 12 = 82) givangVAS of 245/82 = 2.99 which
indicates a mid-position with no particularly stgoopinion on the question) to
determine the relative strength of agreement oagileement with a particular
proposition. The further towards either end of Hoale the result of the above
calculation, the greater the overall strength oinigm among the respondents,
thereby providing a useful indicator for analysis.

Some respondents left a number of questions unaedwand these were
excluded outright from the analysis of the questiooncerned.
Analysis and Discussion of Findings

As discussed earlier, COA is an emerging auditeanique that could bring
about a great deal of ease and effectiveness tmtiurn audit particularly with
the increase in the use of online real-time meamsifor business transactions and
financial reporting systems. This section pres#mtsstudy’s findings divided into
the benefits, drawbacks and potential usefulne 0.

Benefits of COA

An open ended guestion was asked on the possilyle nwavhich COA could
enhance audit effectiveness and was answered byudStionnaire respondents
(60.8% of the total questionnaire respondents). Tdilbowing is the list of
responses to the question in order of respondagtgegate prioritisation:

1. Quick discovery and investigation of errors andifta
Reduction of post year end intensive work level.

Time saving.

Timely feedback to clients and other users.

2
3
4. Adequacy, sufficiency and reliability of audit egrite.
5
6. Assurance of data accuracy.

5

Instant capture of transactions and control bresache
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8. Makes review easier.

The list above indicates that the most importargaaat the forefront of
auditors’ minds is COA’s ability quickly to discavand investigate errors and
fraud. As these two phenomena constitute a potemtii@ernal control problem
which both internal and external auditors are abvagutely aware of in their audit
responsibilities, COA will make their task easeicarry out and reduce audit risks
related to control and detection.

Similarly, although a number of areas were idegtdifiby interviewees as
possible ways in which COA could enhance auditogiffeness, quick discovery of
errors and fraud does stand out. The interviewrpkedelow from auditors with a
“big4” firm indicate that COA could generate higbvgered instantaneous analysis
of raw data which makes it possible to highlightolgems early and to
communicate the problems identified (e.g. intermaintrols deficiency) to
management for prompt action.

“Yes, in both areas it gives the auditor a greaw@portunity to analyse core
information in its raw state when it is actuallyggiuced, rather than after
the event. This gives the auditor a greater oppuotyuto spot problems as
they happen, reducing the problems that the audital the client may have
in the future. Besides, it ensures greater preaigmtesting”.

“...Through continuous monitoring, you can see a feopbmore quickly and
you can stop it before it gets too far rather th@aaming at the end of the
year. This could reduce audit risk”.

Furthermore, responses to the open-ended questienramarised in the list
above show that COA'’s ability to scrutinise trarigacs and accounting procedures
as they occur through its continuous validationhtegues reduces the usual
intensive efforts required of auditors at the ficiahyear end, ensures accuracy of
data and exposes control breaches. In addition,’€@#forting style (which could
be 'evergreen’ or 'on demand’) ensures a timetibfaxk to clients and other users
of financial reports with respect to well-timed assice. Therefore, COA could
further strengthen users’ confidence in the depthuditors’ work and the reports
that are generated from their work as depictedhenfollowing comment from an
auditor from a “big4” firm:
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“COA would help to address some of the concerngtti@ic have about the
depth of the work carried out by auditors and tlgour of their work and it
should reduce year end work and the usual pressateams at year-end”

Added to these advantages, interviewees are somended on the issue of
who benefits more from the use of COA between n@kand external auditors.
Interestingly, a majority of the external auditaio commented on this issue
think COA could be more beneficial to internal das because they are expected
to be monitoring various internal control systenmngtantly throughout the
financial year. Also, they believe COA will be lasseful for the external auditors
as COA might take up a lot of their own and themis time in discussing the
Impact of issues on areas requiring judgment rdtrar compliance.

“From the internal audit perspective, it can chantiee focus of what the
auditors do if they can get the required informatimn a more timely basis.
However, from the external audit perspective, legssl convinced there is
much to achieve”.

- A senior manager with a “big4’nfir

“Yes for internal auditors because they require tommous auditing
throughout the year. In terms of external auditsitimited in use because,
quite often, you need to speak with the cliente@afly when the issue
affects audit judgments that require clients’ exg@ltions and views. But in
terms of monitoring, yes”.

- An auditor with a “bigfrm

However, some of the interviewees hold the view @@A is just as useful to
the external auditor as it is to the internal awd#ds a core aspect of the external
auditor’'s work is risk and internal control assessta which most interviewees
(internal and external auditors) believe COA stthags. Moreover, the provision
of SAS 500 (Considering the Work of Internal Audithich permits and sets out
the main criteria for external auditors to plackaree on internal auditors’ work
makes COA a relevant tool for both parties as thvenk quite often overlaps. This
view is stressed in the following interview commaemitich also advocates that
COA could possibly link together both internal aexternal audit processes to
enhance overall control and assurance purposes.
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“I think it will be nice to have the internal andxternal audit process
integrated through COA where they can work hantdand. However, this
might be compromising auditor independence”.

- An asargtaudit manager with a Local government

The point of view expressed above confirms thertieseof Alles et al. (2002)
which stated that the more comprehensive COA besothe closer the
relationship between the auditor and the auditekthis tendency might threaten
auditor independence.

Drawbacks of COA

In spite of COA’s benefits enumerated above, framopen-ended question in
the questionnaire, respondents were able to igethié following as possible
weaknesses. Again, the list of responses to thetigueis given in the order of
respondents’ aggregate prioritisation.

1. Over reliance on COA at the expense of other assads
Might take away the element of judgment.
Down time or system bug.
May be too intrusive/clients’ employees might beamfortable.

Might increase fraud if clients know the system.

Reduces human contact.

2

3

4

5

6. Incorrect set up.
5

8. Audit report might lose importance and effectivenes
9

Might limit analyses and comparisons.

Similarly, some of the interviewees discussed pgaikweaknesses inherent in
the adoption and use of this auditing techniquené&of their comments show that
the readiness of audit professionals and theindigo adopt COA is still an issue
requiring careful attention. Firstly, intervieweagere concerned about the
readiness of the profession from an educationahtpoi view. For example, a
response from an auditor with a “big4” firm states:
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“There is an inadequate awareness of the procgsmbst auditors. There
are perception issues around what would be donevamdre uncertain as to
how well prepared from a training point of view theofession is for the
transition. In addition, there is the problem o&diness of the clients”.

The second concern identified related to worriesualmver-reliance on the
simple findings produced by COA when the auditarutt have a wider and less
restricted view of the evidence in front of them:

“Yes, limitations in terms of perception that thatistics might suffice for
the auditor rather than the quality of informatidepending on the nature of
what is being audited. There are certain things gan't purely automate”.

- An IS audit manager with a “big7” bank

Finally, the inevitable expense and security ingilans would have to be
considered:

“Cost to the clients who are always looking at ibrh a cost-benefit
perspective. These costs include setting up cost,af training etc. Again,
there is the danger of hacking into the systemshaa#t-up requirements”.

- An auditor with a “bigfitm

Also, in the words of an auditor with a “big4” firas quoted below, there is
the fear that COA might lack the flexibility of ajgach auditing always requires
but rather tempt the auditor to be over reliantaotomated procedures, whereas
these procedures might not be able to detect actalating to connivance.

“Auditors may become over-reliant on automated pdres to pick up
errors and you may ignore other factors e.g. catingo defraud”.

It is remarkable to note that most of the idendifiseaknesses of COA are
human-related (possible over-reliance, judgmentenrs, setting up the system,
reduced interactions with client’'s physical envir@nt, possibility of fraudulent
practices etc). Also, all the benefits of efficigneffectiveness and increased
visibility of processes obtainable from the tecluig(as discussed in the last
section) are underpinned by human actions. In shellf COA originated from
humans and was designed by humans for humans. @skeresults are only
realisable with an optimal and evolving mix of weésigned technologies and
appropriately skilled human actors who can addes&buechnological prowess.
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Potential Usefulness of COA

The limitations identified earlier could be overenthrough adequate
awareness campaigns on the workings and benefiGA. These awareness
campaigns might be carried out by the professibodies through the CCAB, by
way of feature articles in their monthly journalsfgazines, articles on success
stories of COA, symposia, workshops and conferermessuggested by the
interview excerpt below from an auditor with a “#idirm.

“There is a need to generate awareness of how tbhegss works, briefings
for auditors and companies on the process and iigact it will have on
their practice, getting some high profile successesd making the
community aware of the benefits”.

Also, audit regulatory authorities could be of hddp issuing appropriate
standards and guidance to make the practice of €l@# and unambiguous with
regards to who does what and who takes what redpldgsamong the parties
within the domain of corporate governance.

“Keeping the clients informed, giving them inforioat on the system and
establishing normal protection and care to preveatking”.

- An auditor witH'laig4” firm

In addition, these problems could be overcome #¥ely by introducing COA
while its degree of reliability remains intact, moducing management accounting
controls and strengthening systems protection anglto prevent hacking.

“It would be useful if a degree of flexibility cdre introduced to the system
without compromising its integrity. For exampleeduency of review being
varied depending on the manager’s decision on fig@priateness of such
reviews”.

- The chief internal auditor of a UK “big7” bank

Furthermore, certain questions in the questionsgrebed into the usefulness
of COA in fraud prevention, detection and invedima as well as its decision
usefulness to all the stakeholders.
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5 4 3 2 1
Strongly | Agree Neither Disagree | Strongly [ WAS
Agree Agree Nor Disagree
Disagree
COA could help 5 34 15 4 0 214/58
me in fraud
prevention (8.6%) (58.6%) (25.9%) (6.9%) (0%) =3.69
COA could help 6 40 11 1 0 225/58
me in fraud
detection (10.3%) [ (69.0%) (19.0%) (1.7%) (0%) =3.88
COA could help 7 37 13 1 0 224/58
me in fraud
investigation (12.1%) | (63.8%) (22.4%) (1.7%) (0%) =3.86
COA could
enhance the
decision usefulness
of financial 9 27 19 3 0 216/58
information to (15.5%) | (46.5%) (32.2%) (5.2%) (0%) =3.72
shareholders/
partners in my
organisation
COA could
enhance the
decision usefulness 5 23 24 3 0 195/55
of financial
information to (9.1%) | (41.8%) | (43.6%) (5.5%) (0%) =3.55
investment
analysts
COA could
enhance the
decision usefulnesg 5 21 24 3 0 187/53
of financial
information to (9.4%) | (39.6%) | (45.3%) (5.7%) (0%) =3.53
prospective
investors
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COA could

enhance the
decision usefulnes 5 26 22 3 0 201/56

of financial (8.9%) | (46.4%) | (39.3%) | (5.4%) (0%) = 3.59
information to the

tax authorities

\*2J

COA could
enhance the

decision usefulnes 3 25 23 4 0 192/55
of financial

information to the | (5.4%) | (45.5%) | (41.8%) (7.3%) (0%) =3.49

employees of my
organisation

U7

COA could

enhance the
decision usefulnes 3 27 24 3 0 201/57

of financial (5.3%) | (47.4%) | (42.0%) | (5.3%) (0%) =3.53
information to the

general public

\*2J

Table 3. Frequency Table on COA'’s Perceived Usefdn

Responses to all the above nine questions eachiagedea WAS of between
3.49 and 3.88. This indicates that respondents tizadjree that COA could be of
value to virtually all stakeholders including extar auditors and their clients’
internal auditors as well as the general publiterms of its investigation powers
and the usefulness of the financial informationvmted. However, it is instructive
to note that respondents perceived greater ussfiloECOA to business owners
with two-thirds agreeing or strongly agreeing asnpared to perceptions of
usefulness to external users such as analysts rasggative investors with only
around half of the respondents agreeing to thegpopitions. This perception of
greater usefulness of COA to internal managemeshugrrs indicates a potentially
heightened role for COA in corporate governance.

In addition, an attempt can be made to determinetlvdn there is any link
between respondents’ level of ICT utilisation ahditt opinion on the usefulness
and relevance of the COA technique through the afseorrelations. The two
guestions selected for this purpose are:
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1. COA could enhance the decision usefulness of fiahnaformation to
shareholders/partners in my organization.

2. COA could enhance the decision usefulness of fiahnformation to the
general public.

The reason for selecting these two questions istheashareholders are the
primary addressee of the auditor’s report while ammber of the general public
might be considered to represent another formaKestolder. Also, since the nine
guestions generated similar WAS (between 3.49 aB8 &ccording to the last
table), they would be expected to yield the sansalltevhen correlated with the
same variable. These two questions are correlatédd whe question on
respondents’ level of ICT utilisation in compariseith manual techniques:

For my audit assignments, lutilise............c.oooooiii e,

3 2 1
More ICT Techniques More Manual Techniques  Equal Proportion of ICT and
Than Manual Techniques Than ICT Techniques Manual Techniques

It is to be expected that the level of a resporidel@T utilisation might
influence his/her appreciation of COA’s benefitsrenfully. Also, out of these nine
guestions the two above are considered most apate@s the main addressees of
an audit report are the shareholders and otheelstdders represented by the
public.

The results of the correlation exercise indicatditats’ perception on the
usefulness of COA is not a function of their leg€ICT usage in their audit tasks
as the analysis generates correlation coefficient6.09 and 0.01 as shown in the
tables below. As the correlation coefficients faito the + 0.01 to 0.14, this
indicates that there is no correlation perceivalrighat any that might exist is
negligible. Clearly, auditors in all sizes of firmsd of both internal and external
persuasions are convinced of the future relevancdeusefulness of COA in the
audit function.
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COA could enhance the
decision usefulness of

financial information to
shareholders/partners

| utilise More/Equal/
Less ICT than manual
techniques for my audit
assignments

COA could enhance

the decision Correlation 1.000 - .093
Coefficient

usefulness of 489

financial information | Sig. (2-tailed) '

to the partners/ N 58 57

shareholders

| utilise More/Equal/ | Correlation

Less ICT than Coefficient <093 1.000

manual techniques ) . .489 -

for my audit ! Sig. (2-tailed)

my 57 72
assignments N

Table 4. Spearman’s Rank Correlation - Level of IZ3e and Perceived Usefulness of COA to Businesse@w
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Since this is the first empirical research on thlevance and significance of
COA to both internal and external auditors, thessults can only be compared
with the theoretical projections of previous stgdidhey are in harmony with
Rezaee et al.’s (2001) forecast that COA would dmemrome more widely adopted
to auditors with the current exponential growth technological and online
capabilities as well as Higson’s (2002) predictmnCOA being the fifth audit
generation. This likely shift towards COA has ingplions for the audit profession.

Implications of the Study for the Auditing Professon

From the foregoing analysis and discussions, theviong implications can be
drawn for the auditing profession:

1. COA is capable of reducing errors and fraud as walusansactions and
transaction patterns are easily detected and fthdge necessary action
and investigation. This reduces the scope of giticleveled at audit in
terms of not including fraud detection as partt®ftiore responsibilities.

2. COA could enhance investors’ and stakeholders’ idente in online
financial reporting by providing close to real-tineccess to audited
statements.

3. As a corollary of the above two points, COA coulghgficantly contribute
to reducing the audit expectations-performance gap.

4. COA ensures the continued relevance and necedsltg audit function as
it draws audit practice closer to technologicallities in the business
world.

5. The adoption of COA could create more jobs in thafgssion as experts
spanning diverse social and technical skills beside auditing knowledge
and skills would be required to develop, implemembnitor and maintain
COA'’s installation and operations. On the otherdhdhese jobs could be
claimed by other existing and emerging professibregganisations feel
the need for these functionalities.

6. The “big4” plus Grant Thornton and BDO Internatibeanphasised the
need for much more regular audits. Obviously, mghcould be more
regular than a continuous audit, hence COA is m@randidate to fulfill
this role. If this is the future of auditing, theaee implications for the long
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term training needs of the profession as well asctreer progression and
direction of those currently in the profession.

7. Ordinarily, while it might have been expected t&A would make the
information generated more objective and more worthy, a key finding
was that this may not be the case at all and,an the technique is likely
to impair auditor independence through over famitjawith the clients’
systems and the need for auditors and their clientgork hand in hand.
This finding supports Higson (2002) advocating gusition that COA
should be more appropriate for internal auditors.

This brings into consideration ICAS’s vision ofemal auditors carrying out
all the detailed work with the external auditorgfpeming the role of external
assessors so that the bulk of their work is judgeaien nature (Mclnnes, 1993).
Perhaps the same sense is conveyed by the resp®ndeidentifying a major
drawback of COA as the loss of judgement elemepnitshusers. In the light of this
finding, ICAS’s advocacy of external auditors aseasors appears justified.

4. CONCLUSION

The current study has attempted to investigateentiriews on the application
of COA in the UK. As has been seen, there are padeadvantages and
disadvantages to the technique and its impact tip@mesults of individual audits
and the audit profession as a whole. However, tineent study has provided only
a snapshot of views from this initial investigatiémurther update studies need to be
undertaken to determine how the profession’s vieawmsl use of COA are
developing and how they will be expected to devedupr time and, due to the
continuous rate of technological change, how tlesvsiand perceptions expressed
above have changed in the intervening period. Siegelopments lend themselves
much more readily to a longitudinal study and theent paper is just the first step
in this process with the views and conclusions esged here subject to
reinterpretation in the light of future findings.

Another limitation in the current investigationtige uneven response rate from
the profession as a whole. A much wider coveragiefprofession’s views from
all sizes of firms and internal auditors involvedtass the industrial spectrum is
required to provide a much fuller picture of thegeptions of the advantages and
disadvantages of the COA technique and its appitan the audit of financial
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results. Similarly, views on the aspects of orgatnss that are most likely to
benefit from the introduction of COA are requiredyéther with views on those
audit tasks that must remain within the realm ombo judgement must also be
gathered and tested against ongoing implementafi@®@OA within organisations

and audit tasks.

Views on what the implementation of COA means Fa future development
of the profession have largely been inferred from findings. Again, the ongoing
changes within audit organisations and audit departs need to be determined to
evaluate the future shape of the profession togettiéh the training and
development of future auditors and the skills thely be required to possess and
acquire through experience and formal instructidme continued relevance of the
Mclnnes (1993) study needs to be assessed ingtheoli actual events and whether
the public practice arm of the profession will take the role of assessor of the
findings of internal audit as a result of the teabgical developments currently
taking place. In addition, evaluation of the effe€these changes on the structure
and organisation of the audit profession both mdkrand external can be
considered so that the profession can put planplace to meet these new
structures and levels of organisation as they afisehnology is here to stay and
auditors need to keep up with the pace of changetla®m new innovations and
opportunities that it offers. There are clear adazges to COA and it is up to the
profession to harness these advantages while asaim® time taking steps to
mitigate the impact of the disadvantages identifiede that will determine the
eventual success or otherwise of the COA techniguasable.
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