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he internal audit profession is
faced with unparalleled challenges
from a variety of areas:  regulatory,

technology, increased emphasis on risk,
controls and corporate governance.  The
new internal audit definition challenges
auditors to add-value through risk assurance
and consulting.  Faced with a plethora of
challenges, internal auditors must focus on
best practices and improve the efficiency
and effectiveness of the audit process.
Analytics are tools that will assist as
auditors face increased expectations from
a variety of constituencies.

Analytics include a variety of
substantive evidence gathering procedures
to establish casual reasonableness of
financial and operational data to improve
audit efficiency and effectiveness, such as:
 Budget to actual
 Industry comparisons
 Benchmarking
 Ratio analysis
 Trend analysis
 Variance analysis
 Regression analysis
 Comparison of financial to non-
financial data
 Interperiod analysis
 Intraperiod analysis

The relative trend in internal auditing
will be from auditing transactions to
auditing processes. Obviously, this will vary
by industry and classification (government,
public or private). Recent events will
temporarily refocus efforts toward financial

Improving Audits
with Analytics By Lydia M. Lafleur and Glenn E. Sumners

T issues, but the long-term trend will probably
emphasize processes and value-added
auditing.

Evidence
Evidence consists of internal controls,
analytics and detail testing by the internal
auditor. Analytics and detail testing
substantive tests and can judgmentally be
substituted for each other as appropriate.
Neither can be a substitute for quality
internal controls. Analytics are efficient
indirect tests that can be used with or
substituted for time-consuming direct detail
testing.  Analytics have an advantage over
detailed testing since initially the tests are
global and top-down. Detail testing is by
definition a test of detail transactions and
balances.

Internal auditors should attempt to
embody their analytics into the management
monitoring process. If the analysis assists
the auditor then it should be embedded in
the business process. Analytics would then
be part of the internal control process
(monitoring) as opposed to a detail test.

Background Information
Analytics can be used to enhance the
background information presented in an
audit report. Quantification increases the
communication process and can be linked
to specific goals and output metrics of
interest to management.  Quantification
enhances the communication process and
emphasizes the relative significance of the
audit unit and the related findings.

Increased Use of Analytics
The use of analytics has been increasing
significantly for several reasons.  The value
of analytics is based on the accuracy of the
underlying information.  Technology has
increased the validity of data input,
processing and output. The ability to access
the information also has been improved
through technology. A variety of generalized
query software can efficiently and
effectively slice and dice data. The types of
tests performed are typically limited only
by the auditor’s imagination.

Risk
Internal auditors are involved with risk and
analytics at three specific levels.
1. Management Risk Process (MRP)
The management risk process is used to
identify the business risk universe, analyze
the frequency and magnitude, quantify the
consequences, implement risk mitigation
controls, and periodically reassess and
report. The MRP should be adequate and
effective to protect the entity’s assets,
reputation, and ensure on-going operations.

The chief risk officer (CRO) or the
appropriate manager should ensure that
analytics are used to monitor the
effectiveness of the MRP. The analytics
should relate to the business activities and
strategies. This is especially true in a
quantitative versus a subjective MRP.

The management risk process is an
auditable unit and should be a high audit
priority. The internal audit department can
add value by enhancing the quality of the
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analytics used by management to monitor
the process.

Many organizations do not have a
structured MRP and the professional
practices framework provides guidance in
this case. MRP represents best management
practices.
2. Macro—Audit Planning
At the macro level the chief audit executive
(CAE) develops a risk driven audit plan to
allocate limited audit resources. Analytics
often are used as generic risk factors in a
quantitative risk process. Analytics are
excellent tools to focus audit efforts to
maximize risk assurance and consulting.
3. Micro—Engagement Planning
Analytics should be used as one of the
primary audit tools in the preliminary stage
to enhance the engagement planning
process. Horizontal trend analysis using
multiple variables is an example of an
effective analysis technique to focus the
audit effort. Analytics should also be used
in the fieldwork phase and the post
fieldwork stage to validate the audit results.

Analytics Framework
The audit process should include a
systematic structured incorporation of
analytics.  Generic steps would include the
following:
 Identify metrics that relate to the goals
and objective.
 Identify the primary input, processing
and output metrics.
 Determine if the metric can be trended
against the economy, industry, similar units
or past results.
 Disaggregate the input, processing, and
output data by the following:
 Location
 Region
 Units
 Process
 Products
 Classifications
 Other elements
 Trend the metrics against relevant
cause-effect factors.
 Perform relevant financial and
operational ratios using a top down
approach.
 Trend the ratios over time against
relevant cause-effect factors.

Analytical Steps
The steps in the analytical process

generally include the following:
 Creation of analytical tests relevant to
the area being audited.
 Isolation of an analytic with one of the
following attributes:
 The absence of an expected variation.
The expected variation is based on the
auditor’s expectation generated by an
analysis of the business and the business
unit.
 The presence of a variation not
anticipated by the auditor.  This variation is
out-of-line with the auditor’s expectation.
 Other unusual items identified during
the planning or execution phase of the audit.
 Inquiry of management to solicit
explanations for the variation.  This step
also provides a measure of the quality of
the management function.  Hopefully
management has been monitoring the area
under consideration and already has
responded to the variation.  If the variation
has not been captured by monitoring, then
the management function needs assistance.
Unexplained variations typically represent
a finding.
 Corroborate management explanation
since testimonial evidence cannot be fully
relied upon to support audit variations.

Application
Analytics are most appropriate under the
following circumstances:
 The data being used have been
previously audited.
 The data have validity due to an
adequate internal control system that
generated the information.
 Analytics are used in conjunction with
other evidence gathering techniques and
provide corroborative evidence.
 Analytics are optimized when there is
a relatively strong cause and effect
correlation.
 The area being audited has had relative
stability to justify comparisons across time.

Conversely, analytics may not be as
useful if the above attributes do not apply.

Analytics and Fraud
Analytics are excellent fraud detection
tools. Fraud is often committed by
inappropriate inclusion of fraudulent
transactions in a database or inappropriate
exclusion of information. Analytics provide
a top-down birds eye view independent of

transactions. An audit risk is that auditors
focus on the paperwork transactions and not
see the big picture. Many of the most
infamous frauds could have been detected
by analytics.  Auditors can add value by
ensuring that monitoring techniques are
embedded in the business process as an
early warning system.  Analytics also can
be used in tandem with discovery sampling
as fraud identification tools.

Analytics and Control Models
Analytics can be used to enhance the use
of control models as audit tools, as well as
in the monitoring section of the COSO
model. This model will increase in usage
due to recent corporate governance issues
and the enactment of Sarbanes-Oxley.
Analytics also can be used in the measuring
and adjusting phase of the CoCo model to
enhance the continuous improvement
process.  Analytics can be used in control
self-assessment to identify best practices
and benchmarking opportunities for the
action plan.

Conclusion
With enhanced database validity and robust
query software, the use of analytics will
increase. Analytics provide an efficient,
effective evidence gathering technique that
focuses on a top-down audit methodology.
Generally, auditors should gather evidence
from all three evidence classifications:
internal controls, analytics and detail
testing. The synergistic effect of using all
three typically improves audit quality and
lowers risk. The use of analytics will result
in better audit planning, focus and
recommendations with emphasis on
business metrics.  Analytics may well be the
primary tool for many internal auditors.  
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