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Introduction

Auditors should consider the effects of computer processing on the entity's financial statements and then design auditing procedures accordingly.

What are the effects?

Remember operation of basic computer system:





How computer systems differ from manual systems:


Transaction trails


Uniform processing of transactions


Segregation of duties


Potential for errors and irregularities


Potential for increased management supervision


Computer initiation of transactions


Dependence of other controls on controls over computer processing

Manual tests will become increasingly more difficult as audit evidence becomes electronic. Therefore CAATs must be used (p. 287)

CAATs make auditing more efficient and effective (p. 287). E.g., test an entire file rather than a sample.

How to audit with the computer.
Test Data - See Figure 8-1.

Test Deck - Created by auditor to test audit relevant characteristics of the program. As system becomes larger, creation of test data becomes more difficult.


Auditor Calculated Results - If program works as auditor expects, the system should produce these results.


Master File & Program - Application components owned by client.


Actual Results - Output produced from auditor's test data.


General controls are important - Auditor must have some confidence that the program as tested will not receive unauthorized changes.


Basic idea: If program as tested is OK, program in actual use will be OK.

Integrated Test Facility - See Figure 8-2.

Production Input, Application Program, Data Files, and Production Files controlled by client.


I am not sure that ITF data can always be omitted from Output Reports.


Auditor has client modify its system to include ITF Data - a fictitious entity controlled by the auditor.

System processes auditor's ITF Transactions concurently with Production Input.

Basic idea: If processing of auditor's data is OK, the processing of the client's data will also be OK.

Parallel Simulation - See Figure 8-3.
Transactions, Master File, Live System, and Live Output controlled by client.

Auditor reprocesses transactions with controlled program and compares simulated results to live output.

Basic idea: Controlled program correctly reflects what system should be doing. If results agree, auditor has evidence that client's program is operating effectively.

Review of Program Logic

Auditor looks at how program is designed to see if it will operate properly.


Basic idea: If program logic looks OK, program's operation will be OK.

Purpose-Written Programs

Designed for specific audit tasks by auditor, client, or third party.


Can give auditor exact results desired. Since customized, development is more costly.

Generalized Audit Software Programs

Imports data from the client's system (usually to auditor's PC or laptop).


Record layout is the key. Assume the client has the following layouts for A/R and Customer.

	Invoice #
	Customer #
	Date
	Terms
	Original Balance
	Payments Received


	Customer #
	Name
	Address
	City, State, Zip
	Phone #
	Credit limit



Which of the six audit tasks found on pp. 281 - 282 would be useful in auditing accounts receivable balances?

General Purpose Software  and Microcomputer Applications also has many uses in auditing.

See p. 283 for some information on how auditors can use spreadsheets, word processors, etc.


Page 284 lists some common tasks for general purpose software.


It also lists other audit-specific software (audit program generators or lead schedules).

Utilities

Programs used for system "housekeeping" may be adapted to audit use.

Artificial Intelligence and Expert Systems


Computer programs written to operate like a human expert. 


System keeps "asking questions" to gather information and make decisions.

Embedded Audit Modules

This common computer audit approach is missing from the text.


Auditor requests client to modify application program so that it conducts auditing concurrently with application processing.





Planning for the usage of CAATs

Objectives of audit do not change.


However, CAATs provide different forms of procedures.


Some planning issues:

· How is the client's data formatted?

· How long will the information be available?

· What types of controls are in place over the client's system?

Computer service organizations

Some clients will have third party do computer processing rather than use an in-house system.


Auditor should consider the impact of third party's controls on the audit.



Auditor may adopt an "audit around the computer approach"



Auditor may go and test controls at the service bureau. (Not often done.)



Auditor may review a report prepared by the service bureau's auditor. (More common).

Type A report gives opinion on system's design.

Type B report gives opinion on system design and effectiveness.

Audit Code





Application output





Audit Output








