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“T
imes change and we

change with them”, so is

true in respect of the

techniques used for recording and

storage of data in an organization,

by using the contemporary comput-

erized storage mechanism. This

change has made it inevitable for

the auditors to employ innovative

ways of using Computer Assisted

Audit Techniques (CAAT) for:

— gathering audit evidence, 

— minimising audit risk, 

— reducing client dependency,

— minimising personal judgment 

— performing critical data

analysis on vast vol-

ume of data. 

What needs to be noted fur-

ther today is the relevance

of CAAT in obtaining audit

evidence, thereby increas-

ing the reliability on the

records produced and main-

tained in the entity’s system. 

Classification of CAATs:

1. Commercial software:

These are standardized

packages available in the

market, which are used for

spooling and analysing data from

client database. For e.g. using

spreadsheet software (like MS

Excel), DBMS (like MS Access)

etc, for spooling the data from the

client’s database and converting the

data structure and form to filter rele-

vant information and perform analy-

sis on the same.

2. Generalised audit soft-

ware: It may either be a

software package available

commercially or one developed

by a large auditing firm. It refers

to standard software that has the

capability to read and access

data from various database plat-

forms. It enables the auditor to:

●● Stratify and select sample data:

It helps in random / user defined /

value based selection of sample

data by the auditor. For e.g. gen-

erating random sample from the

audit software (like ACL) and

improvising the same based on

specific additional conditions for

selection of next set of samples.  

●● Generate exception reports: It

helps in detecting and generat-

ing exception reports for

the existence of

unidentified,

irregular pat-

terns in the

database, on

the basis of

pre-def ined

criteria. For

e.g. compar-

ing the sales

invoices dates

with the pack-
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ing note dates and listing the

sales invoices prepared without

a corresponding packing note.

●● Perform analytical reviews: It

helps in performing various ratio

analysis, using statistical and arith-

metical tools as per the parameters

defined by the auditor.

●● Generation of standardised

audit report: It helps the audi-

tor to generate and print audit

reports in pre-defined formats

as per the inputs entered by the

auditor. For e.g. providing the

gross risk, existing controls,

desired controls and the audit

observation to generate a report

in COSO format.

a. Parallel simulation: The client

data is reprocessed with the help of

another software with same fea-

tures as per the client’s software.

The result of the data processed on

the auditor’s software is compared

to the result of the data previously

processed by the client to ensure

that the processing is correct. For

e.g., in the case of a newspaper

industry, the billing for advertise-

ment is based on rates per column

centimeter utilized. In this case, the

auditors, software calculates the

billing for the clients by picking the

rates from the masters in the clients

database and multiplying the same

with the total column centimeters

utilized by the particular party. The

result is then compared with the

existing billing done for the partic-

ular party to ensure uniformity in

the processing. 

4. Test data: Test data are used to

understand and validate the pro-

gramming logic applied in the soft-

ware. While selecting the test data

the auditor has to take care that all

the complexities that can be envis-

aged are incorporated so as to vali-

date all the relevant computations

of the software. The test data is

used on the database separately

from the client’s normal input data.

The test data that is processed

updates the auditor’s copies of the
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client’s data files. The updated files

are examined to ensure that the

transactions were processed in the

manner expected. For e.g. for veri-

fying the generation of contract

note in a broking house, the auditor

should ascertain the following:

●● Whether proper ID check was

captured by the system before

execution of the trade on behalf

of the client.

●● Whether parameters of the trade

entered in the system are as per

the standard client’s requirement.

●● Where demat and the trading

accounts are interfaced, whether

proper delivery is affected on

execution of trade.

●● Whether the details captured for

the printing of the contract note

are comparable with the trade file

downloaded from the exchange

●● In case of electronic contract

notes, whether the same are for-

warded to the preferred e-mail

of the client within 24 hours.

●● Whether the client account is

duly debited/credited for the

transaction carried out.

5. Other CAATs: 

●● System logs: It helps the auditor

to identify unauthorized / anom-

alous processing, user access,

modification, etc.

●● Programme comparison: It

helps in identifying any incon-

sistency in software installed at

different time, locations, ver-

sions, etc.

●● Program Code Analysis: It

helps the auditor to analyze the

programming logic and system

controls.

●● Test data generator: It helps

the auditor to generate test data

to be entered in the client’s soft-

ware after considering the vari-

ous complexities of transactions

done by the client. Illustrative

list of software used for test data

generator are Advantage CA –

Data Macs test data generator,

TnsGen, Datatect 1.3 (Banner

Software).

●● Flow Chart Review: It helps

the auditor to analyze the sys-

tem, programming and docu-

ment movement flow.

CASE STUDIES ON
APPLICATION OF CAAT

1. Information Retrieval and

Analysis - With the use of auto-

mated retrieval and analysis

tools, it may be easier to assess

all records than to evaluate a

sample. Furthermore, auditors

can set parameters in software to

identify all records meeting

selection criteria.

Case Study:

Facts:

The client is a manufacturer of

meters and transformers. The

major concern for the company

was the liquidated damages it had

to pay on delay in delivery of the

product. The internal auditors were

appointed to ascertain the reasons

for the delay in the production.

Use of CAAT:

In order to ascertain the reasons for

the delay, the internal auditors

decided to study the flow of docu-

ments and materials. For this pur-

pose, the inventory database of the

client was spooled in spreadsheet

software. The auditor then calcu-

lated the movement time between

two processes. The analysis

revealed that even though the pro-

duction was completed on time at

every stage, a significant time was

involved in the quality check before

the transfer to the next process.

2. Digital Analysis: By the use of

this tool, the auditor should exam-

ine and understand the patterns of

data in the database of the client.

Deviations observed from the nor-

mal pattern of data signify possibil-

ity of fraud. 

Case study:

Facts:

The client is a restaurant, and as per

the policy of the restaurant the bar is

to be operated only from 8 p.m. to 11

p.m.  No orders were cleared unless

a Kitchen Order Ticket (KOT) was

prepared. The perceived inherent

risk, by the auditor, in the operation

of the bar was higher due to the pos-

sibility of dilution of liquor.

Use of CAAT:

The auditor extracted the data from

the KOT database and scrutinized

the time when the KOT were pre-

pared for sale of liquor. The

scrutiny revealed that more than

50% of the KOT’s for the sale of

liquor was prepared after 11 p.m.

On conducting live shop audit, it

was observed that KOT’s were not

prepared at the time of acceptance

of order and the cash obtained to

the extent of dilution made in the

liquor was not recorded.Instead, it
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was embezzled.

Ratio Analysis:  Examples of

ratios, which, if significant, may

indicate the possibility of fraud are

the ratio of the highest value to the

lowest value (max/min), the ratio of

the highest value to the second

highest value (max/max2), ratio of

current year to previous year etc.

Case Study:

Facts:

The client is a hospital, and as per

the policy of the hospital the billing

was done by the doctors on the

basis of fixed rates irrespective of

the doctor rendering the service. 

Use of CAAT:

The billing and receivable data for

all the doctors was spooled in

audit software used by the auditor.

The auditor then calculated the

procedure wise maximum/mini-

mum ratio of the rates charged,

separately for all the procedures.

The average ratio for all the proce-

dures taken together was 1.30.

However, in case of three proce-

dures the standalone ratio

exceeded the standard ratio of

1.30, the highest being 1.63.

Detailed scrutiny of the above

three procedures revealed that the

rates charged by few doctors

exceeded the normal rates to be

charged as per the policy. 

To analyze the possibility of

understatement

of receipts to the

extent of the

excess rates

charged, a

detailed review

of the receivable

was performed.

The review

revealed that the

amount debited

to the receivable

were as per the

standard rates of the hospital. The

excess, even though included in

the bills, was misappropriated by

the doctor and the cashier.  

3. Benford’s Law – It is a tech-

nique which examines the actual

frequency of digits in the data. An

analysis of the frequency distribu-

tion of the first two digits of the data

can detect abnormal patterns in the

data and identify irregularities. For

e.g. the probability of the first digit

in a large population of transaction

(where the number of digits are

more than 5) would be 1 (one), less

probable would be 2 (Two) and the

least probable would be 9 (nine).

Hence, as the number of digits

increases, the probability of it start-

ing with a lower digit also increases

i.e. in a 5 digit number the probabil-

ity of it starting with 1 would be

0.30 whereas for 9 it would be only

0.05, unless there is a rationale for

certain numbers occurring more

than expected.

Case Study:

Facts:

The client is a company where sev-

eral contracts are raised every month

for carrying out job work on behalf of

the company. As per the policy of the

company, contracts of value above

Rs. 50,000/- have to be entered

through the bidding process by invit-

ing tenders.

Use of CAAT:

The reliance of the auditor on the

contracting department was lower

as on scrutiny of data it was

observed that of the total amount of

contracts raised, only 10% of the

contracts were above Rs. 50,000.

Using the concept of Benford’s

Law, the auditor then calculated the

frequency of the first two digits of

the contract raised separately for

each of the contractors. Scrutiny

revealed that some of the contract-

ing managers were raising con-

tracts for Rs. 49,000/-, Rs. 49,999/-

etc in order to avoid the contracting

regulation. Further, in case of one

contractor it was noticed that the

contracting manager was raising

the contracts below Rs. 50,000/-,

which were just under the financial

limit, and the contracts were

directed towards a company owned

by the wife of the contracting man-

ager.

Network Security – the existence of

various user logs, user masters pro-

vides the auditor the required audit

trail in a computer environment. 

Case Study:

Facts:

The client was a manufacturing

company. As per the policy of the

company, the purchase orders were

raised by the purchase officers and

approved online by the purchase

manager. Only the approved PO’s

qualified for the preparation of pur-

chase vouchers. 

Use of CAAT:

After a review of the PO’s raised by

the company, the auditors observed
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that amendments to the PO’s were

made very frequently. Comparison

of the amended PO’s with the rate

masters of the company revealed

that the PO price were higher than

the standard rates as per the rate

masters. On further review of the

network logs created for the PO

amendment module, it was

observed that amendment to the

PO’s was possible through the login

of the purchase officers, also, the

amendment to PO’s were by default

considered as approved PO if the

original PO was already approved

by the purchase manager.

Conclusion

In a nutshell, computerized

techniques and interactive soft-

wares can assist the auditors to

focus their efforts on areas of

greater risks. No matter what

technique or tool is used, audi-

tor analysis and interpretation

is key. “Software does not

replace good auditing. Indeed,

skills such as the ability to

understand, interpret, and

think critically about informa-

tion will always be the most

essential components of the

auditor’s toolkit”. ■■

Summarization of benefits:
●● Data mining and analysis:

●● Automated tools allow vast amounts of data to be analysed to

identify anomalies.

●● Sampling is increased to 100%.

●● Speed and accuracy are increased.

●● Consistency and communication:

●● Software tools provide a consistent, structured, well-docu-

mented methodology.

●● Auditors in geographically dispersed areas are able to easily

share information and a significant amount of fieldwork can be

performed from the home office.
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