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SHORT RETROSPECT

Accountants and auditors are certainly to be found amongst the
world’s oldest male professions. Accountability was one of the major
reasons to develop and use symbols as forerunners of the written word,
being one of the major expressions of human intelligence:

a) religious symbols — to cope with uncertainties of nature,

b) sexual symbols — to cope with the uncertainties of the other sex,

¢) accounting symbols — to cope with the uncertainties following

from the possessions of goods.

The auditing tradition is almost as old as the accounting tradition.
It has, however, developed into a direction different from that of ac-
couniting. The tradition is very old not only to audit the correctness of
accounts, but also to assess the correctness of performance. In W.W,
Cooper’s and H. A. Simon’s terminology, the evaluation of substantive
as well as procedural efficiency bgcame more and more important in
auditing, both in administrative organizations and, later, in business.
The assessment of substantive as well as of procedural officiency, ho-
wever, makes necessary to know the objectives of the organization, or
at least have an understanding of them, which in turn means, that the
auditor must be able to identify with the constituent (later the constit-
uents) of the organization.

There is thus a long-standing tradition in the auditing profession,
to remark, to criticize a performance in both respects mentioned. There
is also a traditional reluctance to giving advice, still many places to be
found in the auditing profession outside of the United States. The
United States influence of auditors serving both as evaluators and ad-
visors is slowly gaining acceptance outside of the United States. Still
many auditors claim and will continue to claim that giving advice (in
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particular on procedural matters) will radically impinge on the audi-
tors capacity to objectively criticize procedural efficiency and conduct.

Although the tradition is old to have the audit to include more
than a check into the correctness of the accounts (Gogol’s play ,,The
Auditor” would not have been written if it had not been so), there has
been a tendency throughout the entire period of industrialization to put
greater and higher requests on the auditor’s shoulders, but also to re-
quest more integrity and competence from the auditor than before.

Again during the last twenty years one can observe a new kink
in the hypothetical curve which could describe the requirements on
the accounting profession. The requests on the auditing profession have
grown rapidly and are still growing rapidly in our days. Some quite
new requirements are discernible. The prediction that the auditing pro-
fession is a growing one both quantitatively as well as qualitatively
is a prediction one can make without greater hesitation.

This paper will take up five main fators, which influence the tend-
ency as shortly described above.

SOME BASIC PARAMETERS IN AUDITING

Schematic Overview: Parameters at PIa{y in an Audit
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The main parameters controlling the auditors perception of the or-
ganization under audit, the conduct of the audit as such, and the com-
munication of the findings from the audit by the auditor are subject
to a wide range of influences and thus variable in time and space.
The overview below attempts, let be in a rather abstract way, to de-
pict the main parameters at play in an auditing and evaluation process.

THE AUDITOR’S FRAME OF REFERENCE

The auditor is very selective in his audit about an organization,
both when it comes to choose the aspects to be audited and in repor-
ting the findings of the audit. '

The auditor’s frame of reference in exercising his profession is the
main influence on his going about in an audit. A few items have been
selected to characterize what makes up the auditor’s frame of reference.

Audit theory is a reflection in the auditors personality of the state
of the art of auditing in principle. Each individual auditor by necessity
will have a different perception of what audit theory is at a certain
point in time and what relevance it has to a particular auditing sit-
uation.

The audit “ideals” are greatly influenced by the standards of the
auditing profession at a certain point in time and in relation to a par-
ticular organization under review. Obviously even the audit ideals will
be heavily influenced by subjective factors.

The “system’s view” is intended to symbolize the apprehension of
the organization as such by the auditor. The system’s view comprises
an understanding of the constituents and their objectives in the organ-
ization (which always in several respects are in conflict with each
others), an assessment of the organization’s capacity now and in the
future, and a wide variety of other system’s properties and functions.

The ethical rules and standards reflect the auditor’s understanding
of what good organization behaviour (e. g. business conduct) is in prin-
ciple. It also comprises his understanding of the ethical aspects of his
own task and performance.

The auditor very likely will have a principle understanding of how
much time and resources should be devoted to the audit of a certain
type of an organization, ideally and in reality. Very likely the ,time
and resource parameter” will influence the other major components of
the auditor’s frame of reference, e. g. the audit ideals. It may be noted
that the different parameters mentioned in explaining the auditor’s frame
of reference in this brief manner are not independent of each other.
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They support each other on one side, they influence but also inhibit each
other or are in conflict with each other on the other side.

The auditor’s frame of reference will at large organize and influence
the perception of the organization under audit, which in turn will influ-
ence the process assumption for the audit to be undertaken.

DESCRIPTIVE AND ANALYTICAL METHODS IN AUDIT

The procedural aspects of the audit are influenced at large by the
auditor’s access to descriptive and analytical methods in performing au-
dits. Again the subjective understanding of the auditor is very much in-
fluencing the choice of audit procedure. '

Amongst the major parameters (being subject to change over time
and in space) are the legal aspects regulating the organization’s behav-
iour (e.g. "civil law” as a major frame of reference for business be-
iour (e. g. ,,civil law” as auditing requirements and standards.

Each auditor has developed a number of descriptive and analytical
tools in order to audit organizations of different types. Those methods
here in summary are referred to as ,check lists”. One can at least dis-
tinguish between two different types of check lists, one describing sit-
uations, states, properties and processes in the organization to be eval-
uated, the other putting parameters and variables, developed by em-
ploying the first type of check list, in relation to each other, to create
ratios or other types of synthetical information, indicators and similar
analytical information relating the organization’s performance to its own
goals on one side and to average performance, e. g. in the industry, on
the other side.

Again time and resources available will have an influence on the
choice of process variables, thus inducing greater or smaller deviations
from an ideal’audit of the organization in question.

AUDITCR’S REPCRTED IMAGE OF THE REAL WORLD

Both the auditor’s perception of the organization as well as his pro-
cess assumptions will have an influence on the communication of the
‘findings from the audit by the auditor to his peers.

The auditor’s report is very much influenced by subjective expecta-
tions from the auditor’s side as to the consequences of findings to be re-
ported or not to be reported. The contents of the report, however, also
are controlled by perhaps less subjective rules and heuristics reflecting
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the state of the auditing art but also by ethical norms and standards
adopted by the individual auditor.

The aim of depicting in a schematic way the parameters at play in
an audit is twofold.

a) Obviously an audit is supject to many subjective and individual
influences, which alter or at least influence the reliability of each audit
performed.

b) The factors at play (of which the exhibit only gives a select and
not absolutely representative sample) are subject to influences over time
and space, which allows for adaptability of the audit to local or even
new influences.

SOME MAJOR NEW SOURCES OF WIDENING ACCOUNTABILITY
REQUESTS

A number of changes in the internal and external environment of
organizations, business or public sector agencies are discernible. The
following exhibit concentrates on changes which have an impact on pri-
vate (or similar) business organizations. Some of these influences affect
public sector agencies as well. Nevertheless, the treatment concentrates
upon business: organizations operating in a market economy.

COMPUTER AND INFORMATION SYSTEMS

The advent of the computer and its ever growing utilization in orga-
nizations has quite drastically changed the accountability requirements,
in particular- when auditing activities are concerned. The procedures for
establishing the reliability of accounting systems using manual or me-
chanical methods for entry, accumulation, calculation and output — re-
port generation had been developed fairly well over the years of their
utilization. Computerized electronic accounting and information systems
brought a dramatic change in so far as many operations now are con-
tained in programs, models, files etc. which are not easily visible, tangible,
traceable. There are already many examples of computer experts having
been able to manipulate the systems fraudulent ways. In order to devel-
op a thorough understanding of a computer system’s characteristics as
well of its possible and even intended mal-functions, the auditor will
have to employ a new type of expertise, which well matches the expert-
ise available in the organization. The traditional way of cross-checking
and taking of samples, to establish a validity of the accounting reports,
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is no longer applicable. An audit which does not take this change into
consideration is not a proper audit. The skills required for auditing com-
puterized information systems are not constrained to operating skills
when it comes to understand what the computer is doing. It is as well
necessary to understand the data management (i. e. how to register,
store, manipulate and extinguish data, how the different data banks com-
municate with each other, what is contained in different data banks
etc.) but also knowledge in the structure, functions and properties of
models employed in the system for the generation of synthetic data, and
of decision information etec.

GROWING COMPLEXITY AND MULTIPLE INTERDEPENDENCIES

One tendency prevailing throughout the entire industrialization pe-
riod has grown in quantitative and qualitative importance, in particular
during the post World War II period. It means that business enterprises
are gradually becoming more and more dependent on their business en-
vironment in the first place, through specialization, through link-
ages, which tie together producers not only with their suppliers and
subsuppliers of assemblies and sub-assemblies, but also with their chan-
nels of distribution, their service nets etc.

A second important development, which has grown in intensity in
particular during the seventies are the interdependencies between the pri-
vate sector enterprise and the surrounding public sector. Those inter-
dependencies are of multiple character, ranging from the interplay be-
tween the enterprise and the public sector when it comes to export acti-
vities, the access to communication links of different types (roads, tele-
-communicatons etc.), cooperation on vocational training arrange-
ments and to participation in employment programs, regional devel-
opment programs etc.

Under this heading in particular the business to business industry to
industry interdependence is under scrutiny, but also the dependence of
firms on their environment and on various types of movements which
question or support certain activities in the economic sector.

It is not only the multitude, that is the quantitative character of the
growing complexity and interdependencies, which is of interest but also
the qualitative aspects of it.

When an auditor is assessing an enterprise today on its efficiency,
subjective as well as procedural one, the auditor‘is forced to go beyond
the surface and to investigate the different types of interplay, their
character, their impact on the firm and in particular the firm’s. depend-
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ence or not on such interdependencies. Only by knowing the auditor
will be in a position to estimate, to judge the vital or non-vital impor-
tance of the links and their consequences to the capacity of the enter-
prise to pursue its objectives effectively and efficiently.

PUBLIC SECTOR INTERACTION WITH BUSINESS

Beyond the interdependencies mentioned under 2. there is a strong
tendency to closer links between the public and the private sector. This
is perhaps in particular a European phenomenon, although its presence
in the United States is also well established. It goes far beyond taxa-
tion and takes many forms and appearances like governmental support
to firms or regions or industries (a famous British expression is ’to put
public money into private pockets”, for example in order to salvage jobs
or to maintain national champions which otherwise would fail but with-
out which a country would not want to exist).

Two particular types of public and private sector interaction deserve
to be mentioned here. One is the participation of enterprises in programs
of public sector type. The reason for such participation is that although
the public sector would be in a position to implement and conduct pro-
grams of a certain type, i. e. youth employment programs, job creations
programs etc., the interaction between the public sector and private
firms brings savings or improvements in efficiency of such programs
and certainly in many cases advantages to both contracting partners
plus, hopefully, even the specific constituency or category served.

A second important type is public co-ownership, for various reasons.
First to mind perhaps come cases of faltering industries or enterprises
where government enters into business activities in order to maintain
the industry or enterprise in question for reasons not to be explored
here. A second type of public co-ownership, however, is strictly of the
business venture type. In many European countries in particular during
the last ten or fifteen years government has been entering into blooming
and prospering industries in order to participate in the profits of the
industry and in order to even develop industries which are thought to
be of vital importance for the future economic growth in the country.
For various reasons a number of European countries even maintain a ra-
ther large publicly owned competitive enterprise sector, which in many
cases has been very successfully managed, competing on equal terms
within an international, competitive environment.

With the appearance of public money in private pockets follows ac-
countability. With accountability follows the need for auditing such ven-
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tures. So, both the politician, the public administrator and in the last
end also the tax payer is being kept informed about the whereabouts of
the tax money, how well or how badly it has been used, if the program
has rendered the desired results, if the wventure should continue
or not etc. ‘ ‘

Certainly this is a new type of tasks for auditors. Likewise it is
in many cases a new experience for an auditor to serve a new constituen-
cy. It perhaps does not require great differences in auditing procedu-
res. However, centainly a new type of frame of reference from the au-
ditor’s side in many cases will be needed. Further the communication
patterns and conditions with the new constituency may be very differ-
ent from the ones to which the auditor is used.

SOCIAL ACCOUNTING

”Social accounting and reporting” is not only longer to be regarded
to be a new short-lived fashion. In many cases the new requirements,
official as well as inofficial ones must be met whenever the behaviour
and conduct of business is being questioned by pressure groups, move-
ments ete.

It is to be foreseen, that social accounting and reporting is to grow
and to gain importance over the years to come. Certainly it is known
that many auditors dislike social accounting”, for several reasons, cne
being the ”soft” character of the criteria, data, and models used.

In order to become adopted with credibility, social accounting -and
reporting will k*ve to be subjected to auditing procedures similar to
those in effect which have been used for many years in auditing
accounts and annual reports.

This means that the auditing profession will have to adapt itself to
the new requirements by learning, developing auditing theory, establish-
ing auditing standards and norms as well as to develop analytical meth-
ods to assess the consequences of observations made and conclusions
drawn during the social auditing process.

SPECIAL INTEREST GROUPS

When special interest groups are mentioned in connection with au-
diting one immediately comes to think of minority auditors looking after
the interests of a certain group of shareholders. However, there are new
developments under way, not only in Europe, which bring new special
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interest groups into the range of grouping of constituents for which
auditors normally are doing their duties. The so-called co-determination
or participation movement in Eur'ope in several countries means that
the employed in a firm not only are given new rights to participate in
decisions at various levels, from the operative level to the company
board of directors. In certain cuuntries legislation rules are given which,
beyond board representation, provide for employees consultants and em-
ployes auditors as well. This means that the employed work force in
the firm is entitled to hire, at company expense, consultants, in order to
get certain things in the firm investigated, illuminated or explained. In
a similar way the employee auditor gives the employee participants an
instrument not only to disclose the accounts of the firm in a competent
and traditionally reliable way but also to lay open the consequences of
the findings to the employed, in a way which is comprehensible to the
employee representation. It may be mentioned that many CPA-level
auditors today in Europe are serving as employee auditors in a way
which is respected by both sides, i. e. the ecployees and the capital hold-
€rs.

The impact on the auditing profession is again not so much in the
auditing process area but rather in the auditors frame of reference, vis-
-a-vis a new category of constituents and, in particular with respect to
the communicative situation vis-a-vis a clientele, which lacks both edu-
cation and experience in matter of the economics of a firm.

SOME CONSEQUENCES TO THE AUDITING PROFESSION FROM
THE NEW DEVELOPMENT

In the course of the above exposé a number of consequences to the
auditing profession have been indicated, in some cases with reference
to the exhibit ”schematic overview: Parameters at play in an audit”.
In the cases 1. and 2. above, the main consequences may be observed in
the area of descriptive and analytical methods but also in audit theory
and in assumptions about the consequences of the findings. Regarding
examples 3., 4. and 5. above, the major changes to take place were
traced to the frame of reference of the auditor as well as to the commu-
nicative situation, which is very likely to be different from the one the
traditional auditor would have been used to. A few concluding remarks,
however, still are to be made.

The new requirements in a few-cases mean that the auditor will
have to rely upon experts (e. g. in computing, or on management models
of computer based type). Even in cases where the auditor is seeking the
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advice of an expert he will have to develop a new theoretical frame of
reference, which enables him to ask the right questions when talking to
an expert and to assess the reply the expert will be giving him. Similar
conclusions may be drawn on several other new trends and their con-
sequences for the auditing process as well as for the auditing profession.
It means of course also that the institutes of universities involved in
preparatory or continued professional training of auditing recruitees
for experienced auditors will have to adapt their programs to the new
conditions. -

An interesting question to go into would be a both jualitative and
quantitative assessment of the recruitment needs but also the proficiency
development needs for the accounting profession.

A very important final question can only be touched upon here and
that is the question on who appoints the auditor and by whom and on
what grounds an auditor may be dismissed. Obviously new constituents
are coming up in the immediate environment of the business enterprise
or within itself which either claim or already had been given a right to
appoint auditors. With this development certainly will follow conse-
quences for the working conditions of, but also for the cooperation
between auditors appointed by different consituents in the company or
its environment.

Throughout this paper an approach has been chosen which refers new
developments in accountability to the auditing profession. The particu-
lar reason why this approach has been chosen beyond a merely specu-
lative approach is that it seems to be appropriate to let the speculations,
of which there are many, not to be replaced but rather be supported by ,
some more material, down to earth considerations on how a particular
profession, which is thinking very much in terms of its own develop-
ment along with growing requests, may be induced to enter into the
discussion and to communicate on this matter not only with the consti-
tuents, new and old ones, but also with the universities and with the

authorities granting certificates.

STRESZCZENIE

Przedmiotem analizy w opracowaniu s3 zrodla i problemy prowadzace do
zwiekszonych wymagan wobec wspolczesnej sprawozdawczosci i kontroli dziatal-
nosci gospodarczej. Wzrastanie tych wymagan mozna obserwowaé w S$wiecie
w okresie ostatnich dwudziestu lat. Na tendencje te wplywajg takie czynniki sto-
sowane w sprawozdawczosci i kontroli organizacji gospodarczych, jak glowne para-
metry, rodzaje i uklad czynnikéw odniesienia, opisowe i analityczne metody, wy-
obrazenie i percepcja rzczywisto$ci. Sg one kolejno omawiane z postuzeniem sie
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metoda prezentacji graficznej. Do tych czynnikéw nalezy dolgczyé zmiany dokonu-
jace sie ostatnio w otoczeniu wewnetrznym i zewnetrznym organizacji, zwieksza-
jace jeszcze bardziej wymagania wobec ich sprawozdawczosci i kontroli. Zmiany
te dotyczg komputeryzacji systeméw informacyjnych, zwiekszajacej sie zlozonosci
i roznorodnos$ci wzajemnych zaleznosci, interakcji gospodarki prywatnej i publicz-
nej, kontroli spotecznej, specjalnych grup nacisku. Opracowanie lv;or'xczy sie wska-
zaniem konsekwencji wszystkich tych czynnikéw i zmian dla zawodowej sprawo-
zdaweczosci i kontroli organizacji gospodarczych.

PE3IOME

IlpegvmeToM ananm3a B CTaTbe ABJISKOTCA MCTOYHMKM M npobaeMbl, Bexpyuue
K yBeaudenuio TpeboBaHMII IO OTHOILUEHMIO K COBPEMEHHOM OTUETHOCTU M KOHTPOJIO
XO3AJICTBEHHON JeATEeJbHOCTH. YCulIeHMe 93TuxX TpeboBauuit unabiaiogaeM B Mupe
B TeyeHue nocxenuux 20 jer. Ha 9TO BAMAIOT TakMe IPUMEHsEMbIe B OTYETIIOCTH
M KOHTPOJE XO3AMCTBEHHBIX Oprauu3aummu axkTOpbl, KaK: TIJiaBHble IapaMeTphl,
BUAbI U (PaKTOPbLI OTHECEHWUS, ONMUCaTesbHble M aHAIMTMUYECKHE METOAbl, BooOpaxKe-
HME M BOCHDpUATHE HAeMcTBUTeaLHOCTH. Oy noodepenHo aHAJIM3UPYIOTCS aBTOPOM,
npuyueM NpuMeHseTcda TakXe MeTo]| rpadudeckoro npeacrasiaesuda. K stum daxro-
paM cJaeayeT J00aBMThb Te U3MeEHeHMA, KOTOPble IMPOUCXOAAT B IIocjefiee BpeMs
BO BHYTPEHHEM I BHEIUNHEM OKPYXKEeHMUM opraHm3auui, euié 6Gosee ycuamusarollue
TpeboBaHysg 0 OTHOIUEHMIO K MX OTHYETHOCTU U KaHTPOJK. DTU M3IMEHEeHUA 3aKIio-
YaKlTCA B KOMII'BIOTEPM3AUMM CHUCTEM MHMOPMaLUM, POCTE CJIOKHOCTU U Pa3HODPCHA-
HOCTM B3aXMO3aBUCMMOCTEM, B3aMMOAEMCTBUM HACTHOTO M TIOCYAAapPCTBEHHOTO CEKTO-
POB 9KOHOMMKM, ODLIeCTBEHHOM KOHTDOJC, LEeNMCTBUMM creuuaJbHbIX ,TPYNII AaBJje-
HuA”. B 3aKIIO4YEeHUI0 aBTOP YKa3bIBAeT IIOCHEACTBUA ITUX BCeX (PAaKTOPOB M u3ME-
HEHMM AJA npodeccHoHaNbHbIX OTYECTHOCTM M KOHTPOJA XO3AMCTBGHHBIX OpraHu-
3almi.



