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I. Introduction
The intent of RADAR’s MADS research project was 
to evaluate the potential for a systematic approach to 
identify and categorize items that have one or more 
characteristics that could be indicative of a risk of 
material misstatement identified through the use of audit 
data analytics (that is, “items identified”). This research 
explored the use of filtering techniques to analyze whole 
populations of data and ways of “categorizing” the 
items identified.  

The research team and RADAR board members 
conducted several experiments over various audit areas, 
including revenue, expenditures, payroll and journal entries 
to help the research team understand how different data 
sets may affect the development and application of filters. 
The experiments confirmed the need for auditors to use 
professional judgment in developing appropriate filters 
or to identify additional audit data analytics to help with 
the filtering process. The experiments helped researchers 
identify different methods for categorizing the population 
of items identified for further analysis or testing.  

The purpose of this paper is to summarize the key 
learnings and insights that the RADAR board and 
research team has gained from this project. 

II. Key Observations:
The following items represent the key observations  
from the MADS research project. These observations 
may be used to inform future research, develop audit  
data analytics, or considered when assessing  
potential changes to existing auditing standards 
and related guidance.

 Identifying and categorizing items for further analysis 
or testing requires flexibility and significant judgment

 The development and application of filters are 
dependent upon the data set being used, the financial 
statement account, the management assertion being 
tested, risks identified, the relevant business or industry, 
as well as other considerations, and requires significant 
professional judgment. There is not one standard set 
of filters that can be used on all data sets or even on 
a single financial statement account. Filters will vary 
based on the considerations noted previously. While the 
board and research team initially sought a systematic 
approach or a “framework,” after considering the 
dependencies highlighted previously, the board believes 
that it is more appropriate to allow for various filtering 
techniques to analyze audit data as opposed to 
establishing a single systematic approach.

 Determining how and when to apply filters  
and the level of evidence obtained are areas  
of significant judgment.

 Throughout the research project, filtering techniques 
were used to identify populations of items with varying 
degrees and types of risk. A significant amount of 
professional judgment is needed to consider the 
relevant filters to use, the nature of those filters, and 
the persuasiveness of the evidence produced by 
the filtering process. These considerations will be 
dependent upon the data set, the financial statement 
account, the relevant assertions, the risks identified, the 
relevant business or industry, as well as other factors.

  Filtering assists in determining the nature, timing and 
extent of procedures.

 Auditors using filtering techniques apply professional 
judgment when determining how to appropriately 
categorize the results. As the items identified are 
often categorized by risk, the nature, timing and extent 
of procedures performed may vary for each group, 
including any populations that did not meet any filter 
criteria. For example, if filtering resulted in two different 
groups of identified items, such as those that meet 
the filter criteria and those that do not, the auditor may 
choose to perform representative sampling for one 
group of identified items and substantive analytical 
procedures for the second group. 

 When using filtering techniques, professional 
judgment will be needed to determine how to 
appropriately assess potential errors identified.

 Auditors apply judgment when assessing errors in the 
population of items identified through filtering, including 
determining over which population to extrapolate an 
error or whether the initial filters were not appropriate. 
If initial filters were determined to be inappropriate, 
auditors may revise the filters and apply the modified 
filters to the population.

 The development and application of filters will 
typically require relevant and disaggregated data.

 In order for filtering techniques to be effective, the data 
set used must have the appropriate level of granularity 
and include relevant attributes for each item. The 
determination of whether the data set contains the 
appropriate level of detail about a transaction is based 
on auditor judgment. 

 Appropriate procedures will need to be performed to 
assess the reliability of the data set being used.

 While not a new learning, it is important that auditors 
appropriately assess the reliability of the data set 
being used.



III. Closing
The research performed under the MADS project in combination with discussions 
with the board suggest that applying filtering techniques to populations to segregate 
transactions based on risk requires significant professional judgment regarding the 
appropriateness of the data set, the determination of the filters, the nature and extent 
of the procedures to apply to the filtered populations, and the impact of potential 
errors. When appropriate auditor judgment is applied, the use of filtering techniques 
assists the auditor when assessing the risk of material misstatement in the data set. 
As such, the RADAR board encourages the profession to continue to explore the use 
of filtering techniques and other audit data analytics within the financial statement 
audit, so that we can continue to improve audit quality through a data-driven audit.




