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OBJECTIVES

After reading this chapter, you should be able to:

	LO �-�	 Understand modern auditing techniques
	LO �-�	 Evaluate an audit plan
	LO �-�	 Understand the nature, extent, and timing of audit tests
	LO �-�	 Select appropriate audit tasks and approaches
	LO �-�	 Evaluate audit alarms as part of continuous auditing
	LO �-�	 Understand working paper platforms

The large public accounting firms offer a variety of analytical tools to their customers. Take PwC�s Halo, for example, 
shown in Exhibit �-�. This tool allows auditors to interrogate a client�s data and identify patterns and relationships 
within the data in a user-friendly dashboard. By mapping the data, auditors and managers can identify inefficiencies 
in business processes, discover areas of risk exposure, and correct data quality issues by drilling down into the indi-
vidual users, dates and times, and amounts of the entries. Tools like Halo allow auditors to develop their audit plan by 
narrowing their focus and audit scope to unusual and infrequent issues that represent high audit risk.

©Shutterstock/Nonwarit
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  PROGRESS CHECK
	 �.	 What are the advantages of the use of homogeneous systems? Would a merger 

target be more attractive if it used a similar financial reporting system as the 
potential parent company?

	 �.	 How does the use of audit data standards facilitate data transfer between 
auditors and companies? How does it save time for both parties?
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  PROGRESS CHECK
	 �.	 Continuous audit uses alarms to identify exceptions that might indicate an 

audit issue and require additional investigation. If there are too many alarms 
and exceptions based on the parameters of the continuous audit system, will 
continuous auditing actually help or hurt the overall audit effectiveness?

	 �.	 PwC uses three systems to automate its audit process. Aura is used to direct the 
audit by identifying which evidence to collect and analyze, Halo performs Data 
Analytics on the collected evidence, and Connect provides the workflow pro-
cess that allows managers and partners to review and sign off on the work. How 
does that line up with the steps of the IMPACT model we�ve discussed through-
out the text?
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Key Words

  ANSWERS TO PROGRESS CHECKS

	 �.	 Auditors use Data Analytics to improve audit quality by more accurately assessing risk 
and selecting better substantive procedures and tests of controls.

	 �.	 There are many reasons for this trend, with perhaps the most important being that exter-
nal auditors are permitted to rely on the work of internal auditors to provide support for 
their opinion of financial statements.

	 �.	 A homogeneous system allows effortless transmission of accounting and auditing data 
across company units and international borders. It also allows company executives 
(including the chief executive officer, chief financial officer, and chief information officer), 
accounting staff, and the internal audit team to intimately know two systems.

	 �.	 The use of audit data standards allows an efficient data transfer of data in a format that 
auditors can use in their audit testing programs. It can also save the company time and 
effort in providing its transaction data in a usable fashion to auditors.

	 �.	 If there are too many alarms and exceptions, particularly with false negatives and false 
positives, continuous auditing becomes more of a burden than a blessing. Work must be 
done to ensure more true positives and negatives to be valuable to the auditor.

	 �.	 PwC�s Aura system would help identify the questions and master the data, the first two 
steps of the IMPACT model. PwC�s Halo system would help perform the test plan and 
address and refine results, the middle two steps of the IMPACT model. Finally, PwC�s 
Connect system would help communicate insights and track outcomes, the final two 
steps of the IMPACT model.

Summary
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OBJECTIVES

After reading this chapter, you should be able to:

	LO �-�	 Understand different types of analysis for auditing and when to use 
them

	LO �-�	 Understand basic descriptive audit analyses
	LO �-�	 Understand more complex statistical analyses, including Benford�s law
	LO �-�	 Understand advanced predictive and prescriptive analytics

Internal auditors at Hewlett-Packard Co. (HP) understand 
how data analytics can improve processes and controls. 
Management identified abnormal behavior with manual journal 
entries, and the internal audit department responded by work-
ing with various governance and compliance teams to develop 
dashboards that would allow them to monitor accounting activ-
ity. The dashboard made it easier for management and the audi-
tors to follow trends, identify spikes in activity, and drill down to 
identify the individuals posting entries. Leveraging accounting 
data allows the internal audit function to focus on the risks fac-
ing HP and act on data in real time by implementing better con-
trols. Audit data analytics provides an enhanced level of control 
that is missing from a traditional periodic audit.

©Anatolii Babii/Alamy
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