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Disclaimer

The PCAOB, as a matter of policy, disclaims responsibility for
any private publication or statement by any of its Economic
Research Fellows and employees. The views expressed in this

paper are the views of the authors and do not necessarily

reflect the views of the Board, individual Board members, or
staff of the PCAOB.




Why Audit?

An independent examination ... to solve the principal

Compliance agent problem

Accountability
Credibility




Reporting on

the Agent

In our opinion, the accompanying
consolidated financial statements present
fairly, in all material respects, the financial
position of ...and ... as of, Month Day, Yeass)
and its financial performance.and:its cash
flows for the years then ended:in:accofdanée
with International Financial Reparting
Standards as issued by the Interhational
Accounting Standards Board (IFRS).




Challenges to Evaluating the
Audit

Credence good
* Limited visibility
* Restricted to outcomes
* Hidden processes
Judgment

Materiality




The difference between...

The Audit What the public thinks
auditors do

Expectation
Gap

and

What auditors are supposed
to do




The Audit Expectation Gap

Knowledge Gap

e \WWhat the public thinks auditors do

e What auditors do
Performance Gap

e What auditors do

e What auditors are supposed to do
Evolution Gap

e What auditors are supposed to do
e \What the public wants auditors to do




Five Promises of

Technology

Speed
Scale
Spread
Smarts
Asynchrony




Technology and the
Audit

Substitution
Standardization
Automation

Augment decision making

Improve quality
Innovation
In process
Insights
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Audit Tasks

Planning

Evaluate Evidence

Completion




Big Audit Planning
Firm

Technology:
When? Evaluating




Tool Usage by Audit Phase
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Evaluating Evidence: Supporting the Audit
Opinion

@5 Physical examination
Documentation

ih.  Analytical procedures
v/ Confirmation

@ Observations

Y® |nquiries




How does technology
influence evidence
preparation?

Process Standardization
Process Automation

Extraction, Transformation,
and Loading Data




How does technology
map to evidence?

Documentation
* “Smart” workpapers
* Artificial Intelligence

Analytical procedures
* Benchmarking
* Predictive analytics

Confirmation




How are Big Audit Firms
Using Technology?

Process Standardization I

Process Automatation _

Extract, Transform, and Load data I

Audit Evidence Preparation and Collection Data I
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What are Big Audit Firm’s Using
Technology for?

Aid in Auditor Decision-Making |
Determine a Sample Size or Sample for Testing [
Financial Statement Presentation (e.g., Disclosure) [
Visualize, Summarize, Tabulate, Model Data
Other |
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Tech Benefits:
Decreasing the Gap

Quality control
* Compliance
 Standardization

Scale/Efficiencies
Aid for young staff




O Scope

Fraud, error detection
Predictive expectations

Tech Challenges:

Increasing the
Gap




Implications

Standard setting

Potential to change
the nature of an
audit

(pre)Staffing




Thank you!




