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In the digital decade, the need for IT governance and IS assurance services is gaining increasing prominence. Rapid deployment of Information technology is making it imperative that Auditors have practical knowledge of using IT as a tool for drawing inferences and gathering relevant and reliable evidence as per requirements of the assignment. Computer Assisted Audit Techniques (CAATs) are the tools for Auditors, which provide direct access to digital information and facilitate in conducting an effective an efficient audit.  The need for understanding and auditing IT is not only relevant for specialist IS auditors but is imperative even for any audit.  Understanding of CAAT will help auditors not only to perform their existing audits more efficiently and effectively but also facilitate the auditor in knowing how to create and execute new type of IT related audit assignments.

CAATs are a significant tool for auditors to gather information independently. CAATs can be used in various types of Audits including IS Audits.  CAATs provide a means to gain access and to analyze data for a predetermined audit objective and to report the audit findings with emphasis on the reliability of the records produced and maintained in the system. The reliability of the source of the information used provides reassurance on findings generated. Auditors and more particularly IS Auditors should have a thorough understanding of CAATs and know where and when to apply them. Auditors to be effective in auditing IT environments need to gain practical experience in using CAATs for various audit and assurance assignments. 
What is CAAT?

CAAT refer to the computer-based tools and techniques that give auditors ability to maximize their efficiency and effectiveness in performing audit function. CAATs are considered to be essential part of Toolkit for Auditors. CAATS can greatly enhance effectiveness and efficiency in the audit process during the planning, fieldwork, and reporting phases. IS auditors can use CAATs to perform tests that would normally be impossible or time-consuming to perform manually. For example:  sorting, calculations, matching, and extracting of information as required. CAATs can allow an auditor to interrogate and analyze data more interactively, by removing the boundaries that can be imposed by a fixed audit program. For example, an auditor can analyze data and react immediately to the results of the analysis by simply modifying the parameters.   

Why CAATs?

1. The absence of input documents or the lack of a visible audit trail may require the use of CAATs in the application of compliance and substantive procedures.

2. The effectiveness and efficiency of auditing procedures may be improved through the use of CAATs.

3. During course of audit, auditor is to obtain sufficient, relevant and useful evidence to achieve the audit objectives effectively.  

4. Audit findings and conclusions are to be supported by appropriate analysis and interpretation of the evidence.

5. Today's information processing environments pose a stiff challenge to auditor to collect sufficient, relevant and useful evidences since the evidence exists on magnetic media and can only be examined using CAATs. 

6. With systems having different hardware and software environments, different data structure, record formats, processing functions, etc, it is almost impossible for the auditors to collect evidence without a software tool to collect and analyze the records  

Why use CAAT Software?

In an increasingly digitized world, one of the greatest challenges for an Auditor is to use Tools to access, analyze and audIT digITal data. Auditors wish to move from ticks to clicks and learn to harness the power of computer. With audit software as their tool for auditing digitized data, auditor can shift focus from time-consuming manual verification audit procedures to intelligent analysis of data to provide assurance to clients and mange audit risks. The four key benefits of using audit software:

1. Align audIT with IT and Business of AudITee

2. Provide better assurance to Auditee clients

3. Manage audIT risks effectively and efficiently

4. Enhance audit performance and productivity by using effective use of IT

Functional Capabilities of CAATs

1. File access: Enables the reading of different record formats and file structures.  All common formats of data such as database, text formats, excel files are accessible through the import function.

2. File reorganization: Enables the indexing, sorting, merging and linking with another file. These functions facilitate the auditor to get an instant view of the data from different perspectives.

3. Data selection: Enables global filtration conditions and selection criteria. These functions enable selection of data based on defined criteria.

4. Statistical functions: Enables sampling, stratification and frequency analysis.  These functions facilitate analysis of data.

5. Arithmetical functions: Enables arithmetic operators and functions. These functions facilitate re-computations and re-performance of results.

How to use CAATs?

IS Auditors need to have adequate computer knowledge, expertise and experience in using CAATs. They need to formulate appropriate methodology for using CAATs. This includes having a walk- through of the system to identify areas of weakness. Based on the results, Auditors will perform compliance tests, evaluate the results and if required, design substantive tests. CAATs can also be used to carry out detailed testing and collect evidences. Based on the results of these tests, Auditors would recommend suitable control measures as relevant. The step-by-step approach for using CAATs is given below:

1. Set the objective of the CAAT application 

2. Determine the content and accessibility of the entity's files 

3. Define the transaction types to be tested 

4. Define the procedures to be performed on the data 

5. Define the output requirements 

6. Identify the audit and IT personnel who may participate in the design and use of tests for CAATs. 

General Uses and Applications of CAATs:

CAATs can be used for various types of tests. Some examples of tests are given below:

1. Exception identification: Identifying exceptional transactions based on set criteria

2. Control analysis: Identify whether controls as set have been working as prescribed.

3. Error identification: Identify data, which is inconsistent or erroneous.

4. Statistical sampling: Perform various types of statistical analysis.

5. Fraud detection: Identify potential areas of fraud

6. Verification of calculations:  Perform various computations to confirm the data stored.

7. Existence of records: Identify fields, which have null values.

8. Completeness of data: Identify whether all fields have valid data.

9. Consistency of data: Identify data, which are inconsistent. For example: identify data, which is not in a particular sequence.

10. Duplicate payments: Establish relationship between two or more tables as required and identify duplicate transactions.

11. Undeserved discounts for rapid payment: Identify this based on analysis of set criteria.

12. Obsolescence of inventory: Identify obsolescence of inventory based on stratification, classification or aging.

13. Accounts exceeding authorized limit: Identify data beyond specified limit.

14. Overdue invoices: Identify data based on aging of invoices.

Strategies for using CAATs

CAATs are important tools for Auditors. They need to work out effective strategies to ensure their effective use. The key strategies for using CAATs are:

1. Identify the goals and objectives of the investigation or audit. This may not always mean that CAATs will be used for a particular audit   The point is to keep in mind all relevant techniques and technologies and to avoid traditional attitudes and thinking  

2. Identify what information will be required, to address the goals and objectives of the investigation or audit. 

3. Determine what the sources of the information are (Accounts payable system, payroll master file system, contracts system) 

4. Identify who is responsible for the information (supervisors, department leaders, IT personnel)

5. Review documentation that describes the type of data in the system 

6. Review documentation that describes how the information flows. Take time to understand the data. Know what each field in the data set represents and how it might be relevant to performing the audit. Review the record layout for the file Verify that the data is complete (Compare it to a hard copy). 

7. Understand the system generating the data. The best defense against misunderstanding how the system processes data:

8. Review documentation on the system   For example, user manuals, flowcharts, output reports 

9. Develop a plan for analyzing the data  (What, When, Where, Why, and How)

What - Specific objectives that should be addressed by the analysis

When – Define the period of time that will be audited, and arrange with IT personnel to secure the data for that period 

Where – Define the sources of the data to be analyzed (Accounts payable, payroll) 

Why – Reason for performing the tests and analysis (general review, fraud audit, VFM)

How – The types of analysis planned to be carried out by the audit (Note- Because of the nature of CAATs, the analysis plan should be viewed as a framework and not set in stone   For example, additional ad-hoc test might be performed, based on preliminary findings)

Precautions in using CAATs

CAATs have distinct advantages for Auditors and enable them to perform various types of tests. However, it is important to ensure that adequate precautions are in taken in using them. Some of the important precautions to be taken by Auditors are:

1. Identify correctly data to be audited 

2. Collect the relevant and correct data files 

3. Identify all the important fields that need to be accessed from the system  

4. State in advance the format the data can be downloaded and define the fields correctly 

5. Ensure the data represent the audit universe correctly and completely.

6. Ensure the data analysis is relevant and complete.

7. Perform substantive testing as required.

8. Information provided by CAATs could be only indicators of problems as relevant and perform detailed testing as required.

Summary

CAATs have potential to enable auditors to recognize computer as a tool to assist them in the audit process. CAATs provide IS auditors access to data in the medium in which it is stored, eliminating the boundaries of how it can be audited. Once IS auditors accept CAATs, they will be in a better position to have a considerable impact on their audit and auditee. The greatest barrier in promoting use of CAATs is the failure to recognize opportunities to use CAATs for audit.  However, the greatest benefit of using CAATs is in terms of the time-saved. Using CAATs provides greater assurance of audit process. Learning and recognizing how CAATs can be used is most critical to its effective use.  

We are giving listing of key functionalities of an audit Software: SoftCAAT and practical examples of various types of audit tests, which can be performed using functionalities and features of, audit software.

For more details, you may please visit the following popular websites of audit software:

1. www.softcaat.com 

2. www.acl.com
3. www.idea.com
4. www.monarch.com
You may also read the following:

1. ISACA Guideline on CAAT at www.isaca.org
2. ICAI Guideline on CAATs at www.icai.org
3. Articles on CAAT at www.itaudit.org
4. Articles on CAAT at www.auditnet.org
Please remember; wherever there is a mouse, there is need for CAAT. The key question is do you know how to CAAT?

Using Audit software: Some Practical Examples based on SoftCAAT (www.softcaat.com)

	Category
	Type of Analysis
	CAAT Function

	Creditors


	· Payment terms

· Credit Control Policy

· Aging of creditors

· Discount policy

· Authorised suppliers

· Authorisation

· Accounting

· Supplier classification on purchases

· Analysis of purchases by period
	· Extraction, Date difference

· Extraction, Date difference,

· Aging, date difference

· Stratification, Classify, Summarise

· Join, Relation, Sort,

· Filter, Extract, Classify

· Sort, Total, Count, Summarise

· Classify, Sort, Relation, Join, Summarise, Sort

· Aging, MIS, date difference

	Tax Audit


	· Identify cash loan\deposits>20000

· Identify cash payment > 10000

· Review of TDS compliance

· Analysis of Inventory
	· Sort, Filter, Extract, Export, Index, analytical tool

       Sort, Filter, Extract, Export, analytical tool

· Join, Relation, Sort, analytical tool

· Aging, MIS, Classify, Count, Total

	Financial audit


	· Review of Authorisation 

· Review of discount policy

· Compliance with tax rates – sales tax, excise duty, etc 

·  Verification of financial accuracy

· Aging of debtors
	· Filter, Extract, Classify

· Stratification, Classify, Summarise

· Join, relation, filter, extract, sort, count, Total, Compare files

· Summarise, Sort, Statistics, Total, Classify 

· Aging, MIS, Periodicity check

	Internal Audit 


	· Overall statistical analysis

· Identification of exception items

· Duplicate payment for invoices

· Debtors outstanding > credit period

· Age-wise analysis of debtors

· Age-wise analysis of inventory
	· Statistics, Benford’s Law, Summarise

· Benford’s Law, Filter, Gap detection

· Identify duplicates, Sequence, 

· Join, Relation, Aging, Classify

· Aging, MIS, Classify, Statistics 

· Aging, MIS, date difference. total, count

	Purchases


	· Duplicate payments

· Invalid vendors

· Duplicate invoices

· Invalid purchases

· Payments without receipt of goods

· Inflated prices

· Excess quantities purchased
	· Duplicates, Sequence, Relation

· Join, Relation, Sort, Classify, Filter

· Duplicates, Sequence, Relation

· Join, Relation, Sort, Classify, Filter

· Join, Relation, Compare files, Filter, Exceptions

· Filter, Sort, Stratify, Join, Relation

· Filter, Sort, Stratify, Join, Relation

	Payroll


	· Ghost employees

· TDS

· Duplicate direct credits

· Duplicate home addresses

· PO Box addresses

· Work Phone Nos.

· Work Location

· Deductions

· Vacation and sick leave

· Wage level

· Terminated employees

· Overpayment, overtime
	· Join, Relation, Classify, Sort, Statistics

· Re-computation using analytical tool

· Identify duplicates, Sequence, Relation

· Identify duplicates, Sequence, Relation

· Identify duplicates, Sequence, Relation

· Identify duplicates, Sequence, Relation

· Identify duplicates, Sequence, Relation

· Re-computation using analytical tool

· Re-computation using analytical tool

· Join, Relation, Summarise, Statistics

· Join, Relation, Filter, Statistics

· Classify, Statistics, MIS, Join, Relation

	Aging


	· Overdue A.R. and A.P.

· Favorable credit terms

· Inventory turnover rates

· Dormant accounts

· Records with future, blank or otherwise invalid dates

· Items past a cutoff date

· Contracts awarded before contract date

· Transactions outside of billing period

· Length in days of various activities
	· Aging, MIS, date difference

· Aging, MIS, date difference, 

· Stratify, Filter, Classify, 

· Identify Gaps, date difference

· Sort, Filter, Sequence, Identify Gaps, Date difference, Statistics, Count

· Date difference, Aging, Filter,

· Date difference, Aging, Filter, Classify, Summarise, Statistics

· Aging, Filter, Classify, Statistics

· Date difference, Aging, Filter, Classify,….


 Highlights of Key Functionalities of Audit Software based on SoftCAAT (www.softcaat.com)

1. New Auditee and Audit: New Auditee command creates a new Auditee for the audits to be conducted.  You can record descriptive details of the Auditee and each audit. 

2. Import Wizard: brings the file into its own database management system. User-friendly Import wizard guides user through a series of steps and instructions for importing the file into the Software.

3. Find: Find command finds and highlights the specified search content present in the current active file. The Find All Having command and Find next command will find the first appearance of the search text. The Find All Records Containing command finds all the occurrence of the text to be found and filters the current active file based on the occurrence of the text. 

4. Auto Filter: The Auto filter command is similar to the Auto Filter in Excel. It filters and displays the rows that met the selected value from the Filter list. 

5. Sort Fields:  Use sorting to display the data in the desired order on single field or multiple fields.

6. Identify Duplicates: Use this command to detect whether key fields in the current file contain duplicates in the sequence. It can be used to identify duplicates within a single field such as duplicate invoice numbers on an accounts receivable file. The Duplicate Key Exclusion command identifies duplicate items in a file but only where a further specified field is different. 

7. Sequence: Sequence command checks for duplicate or missing document numbers, such as invoice or check numbers. Sequence always checks the designated key fields to determine if they are in sequential order and reports in the results.

8. Identify Gaps: Numeric, character or date: Detect gaps in the sequence on numeric, character or date

9. Extract: Selected data from a file for further investigation for creating a new file of logically selected records.

10. Export: Creates an external file that can be used directly by other Software for further processing. The External file created is of the requested format, containing the data as extracted based on specified conditions.

11. Excel/HTML View: Opens Microsoft Excel Application and displays the contents of the current active. You can save the file in specified name and path. HTML View command opens the Microsoft IE Browser and displays the contents of the current active. 

12. Stratify – Numeric, DATE OR KEY FIELD: Stratification totals the number and value of records within each specified value band and produces a stratification report. You can extract the specified records by double clicking on the relevant stratum of the stratification result view.  

Date Stratification command totals the number and value (of selected fields) of records within each specified Date band. 

Character Stratification command totals the number and value (of selected fields) of records within each specified character band.

Key Field Stratification command totals the number and value of records within each specified value band and produces a stratification report, for each major control break as the major index field key changes. 

13. Classify: Counts number of records relating to each unique value of a character field and accumulate totals of specified numeric fields for each value.

14. Aging: Presents aged summaries of data. This summary may be based on the current date or a specified cutoff date. 

15. MIS Analysis:  Perform analysis of transactions based on a periods such as Unique Date, Day, Month, Quarter or Year.

16. Statistics: Provides the summary of the current active file. It quickly highlights abnormalities in the file, which can then establish a direction for subsequent approach or analysis. Statistics produces summaries for each kind of data type i.e., Numeric, Date and Character data type.

17. SUMMARIZE: Accumulate totals of numeric fields for each distinct value of the key character fields. Key Field Summarization command accumulates the totals of numeric fields for each distinct value of the key character fields. 

18. Cumulative Total: Create a field with the result of the cumulative total of the selected numeric field for cumulative total.

19. Benford’s Law: Computes the number of occurrence of the number 1 to 9 in the first digit of any numeric field in a file. It stratifies the numbers on the first digit sequentially from 1 to 9. If the first digit is zero, the digit, which starts with greater than 0, is taken.

20. Join Files: Combine the fields from two files and creates as a single file. Two files, indexed or sorted on the same key, are required to carry out this function.

21. Relationship Builder: Data required for analysis may be stored in different files. You can relate records from these different tables and perform analysis and get the report. 

22. Compare Files: Compare two files based on some numeric field and produce reports on differences between the two and also identify number of records in each file for each key. 

23. Append Files: Concatenate two files. Append records of primary file in the Secondary File.  The appended file maintains the same record structure and the sorted sequence, which, has been maintained in the files selected for appending.

24. Sampling: Systematic Sampling command is an objective statistical sampling method to draw a number of records with fixed interval from a file.  You can also select a set of random record numbers from an internally generated seed, (or one provided by yourself), and selects the records associated with each random record number. 

25. TEMPLATES:  Templates are available in SoftCAAT which guide user in performing specific tasks. For example: Template of Credit Period Analysis primarily is used to find range of credit period and to confirm enforcement of Credit policy.   The output of this analysis enables to find time taken by customers for paying dues in number of days starting from 0 day to 360 days. 

26. Re-Run Task:  Captures some of the executed commands and stores as list. The executed set of tasks can be selected from list and re-run with same/different parameters.

27. Pivot Table: Used to quickly summarize large amounts of data. You can rotate its rows and columns to see different summaries of the source data, filter the data by displaying different pages, or display the details for areas of interest. 

28. ANALYTICAL TOOL: Designed to offer maximum flexibility and features for data analysis. This offer query type functions in wizard, advanced and SQL mode.

29. Audit WORKING PAPERS: Audit Table command facilitates to view the Audit Table, which displays the command executed on the File along with the Date and Time. The information will be presented in a grid.   Audit Log command is used to view the Audit Log sheet, which displays the command executed and the results of the performed task. The Audit log file shows both the commands along with the conditions set and summary of the audit tasks performed.

30. Report Wizard: Guides you with a series of steps for designing the report in the GUI Format. The command provides the option of previewing the designed report through the wizard. It provides the option of saving the report in the *.txt, *.xls, *.doc, *.HTML, *.rtf formats. 
