
AUDIT SAMPLINGPRIVATE 

AU 350 (SAS #39) provides authoritative guidance for auditors when planning, performing and evaluating audit sampling.  This statement includes the two general approaches to sampling:  statistical and nonstatistical.

  I.
SAMPLING-GENERAL COMMENTS


A.
Definition



Audit sampling occurs when an audit procedure is applied to less than l00% of the items within an 




account balance or class of transactions to evaluate some characteristic of the balance or class.



B.
Objective



The objective is to draw an inference about a characteristic(s) of the population based on the results of 




examining a sample from the population.



C.
Why sample?



It is not feasible to test all transactions because




1.  Too large of a population





2.  Not effecient



D.
When not to sample  (examine 100% of transactions or balance)




1. Small population 





2. Large dollar items



E.
Common uses of Sampling



1.
Accounts receivable confirmations




2.
Pricing, extensions




3.
Payroll




4.
Sales (and cash receipts) and purchases (& cash disbursements)

 II.
AUDIT RISK


In recent years there has been a definite shift from a procedurally-based audit approach to a risk-based audit 



approach.  It is much more efficient to spend time in an a priori analysis of where your exposure is, and then 

tailor the audit program accordingly.



The ultimate risk against which the auditor and those who rely on his opinion require reasonable protection 



is a combination of two separate risks.  The first of these is that material errors will occur in the accounting 



process by which the financial statements are developed.  The second is that any material errors that occur 



will not be detected by the auditor's examination.  The auditor relies on internal control to reduce the first 



risk, and on his tests of details and his other auditing procedures to reduce the second.

       A.
Audit risk is the risk that the auditor may unknowing​ly fail to ap​propriate​ly modify his opinion on 




financial statements that are materially misstated.  Composed of:




1.
Inherent risk--susceptibility of an account balance or class of transactions to error that could be





material.




2.
Control risk--risk that material error will not be prevented or detected on a timely basis by the 





internal control structure.




3.
Detection risk--risk that an auditor's procedures will lead him to the conclusion that material error 





does not exist when in fact it does.





 i.
Sampling risk--uncertainty from examining less than 100%





ii.
Nonsampling risk--uncertainty even if examined 100%

III.
RISKS IN SAMPLING


A.
Sampling risk (error)--is the chance that the sample selected is not representative of the population.  In 




other words, a particular sample may contain proportionately more or less monetary errors or 




compliance deviations than exist in the entire related population.




1.
When performing tests of controls (called attribute sampling), the purpose is to determine the 





frequency with which errors occur.  The auditor is concerned with two aspects of sampling risk: 





 i.
The risk of assessing control risk too low--is the risk that the assessed level of control risk






 based on the sample is less than the true operating effectiveness of the control structure 






 policy or procedure.





 
 1.  In English, the risk of accepting a "bad" population.






 2. This risk relates to effectiveness.





ii.
The risk of assessing control risk too high--is the risk that the assessed level of control risk 






based on the sample is greater than the true operating effectiveness of the control structure 






policy or procedure.





 
1.  In English, the risk of rejecting a "good" population.






2. This risk relates to effeciency.




2.
In substantive testing (called variables sampling), the purpose is to measure error in the total





dollar amount in a particular account balance.  The auditor is concerned with two aspects of 





sampling risk in substantive testing:





i.    The risk of incorrect acceptance--is the risk that the sample supports the conclusion that the 





       recorded account balance is not materially misstated when it is.

1. The risk of incorrect acceptance is related to effectiveness





ii.
The risk of incorrect rejection--is the risk that the sample supports the conclusion that the 






recorded account balance is materially misstated when it is not.






 1.   The risk of incorrect rejection is related to effeciency.




3.
We can control sampling risk by:





1.
Using statistical sampling 





2.
Obtaining a representative sample






  i.    Random sample‑each item in the population has an equal chance of being selected for 







    inclusion in the sample.   






 ii.
   Systematic sample--select every nth item, where n = population size/sample size

                    

iii.    Probability proportional to size



B.
Nonsampling risk (error)--errors due to the human factor 




1.
Examples include:





  i.
Failure to recognize errors





 ii. 
Failure to analyze results properly





iii.
Failure to identify the population, error, etc. properly





iv.
Failure to use the proper audit procedure for a given audit objective




2.
We can control nonsampling risk by proper engagement planning and supervision and compliance 





with QCS.


NOTE:  SEE APPENDIX A
IV.
TWO APPROACHES TO SAMPLING--BOTH types require audit judgment and BOTH types can          provide the necessary evidence



A.
Nonstatistical Sampling--used to be called judgmental sampling




1.     Sample--SAS says sample should be representative of the population




2.     However, two methods which will not result in a representative sample are still tested on CPA




        exam:





  i.
Block--                                                                                                                                                             ii.
Haphazard--


       
3.
Advantages





  i.
Easier and more convenient





 ii.
Lower costs




4.
Disadvantages





  i.
Lack of objectivity--may obtain a biased sample





 ii.
Inability to measure sampling risk



B.
Statistical Sampling--overwhelming advantage is that it allows you to measure sampling risk




1.
Requirements





  i.
MUST have a random sample.



















 
ii.
MUST evaluate results mathematically.

                         ii.
MUST evaluate results mathematically.




2.
Advantages





  i.
Design an efficient sample 
















ii.
Measure the sufficiency of evidential matter obtained





 ii.
Measure the sufficiency of evidential matter obtained





iii.
Evaluate the sample results




3.
Disadvantages





 i.
Costs of :  training auditors









 designing samples






    
            selecting items





ii.
Complexity of use--formulas, selecting the sample, etc.


NOTE:
SEE APPENDIX B
 V.
AUDIT SAMPLING PLAN


Tests of Controls (Attribute)





Substantive (Variables) Testing


1.
Define






    
 

Define




a.  The objectives







a.  The objectives




b.  The attribute(s)--i.e. the



         

b.  Individually significant items 


     
     characteristic of interest
       




      not to be sampled (stratify)




c.  The population







c.  The population

   


d.  The sampling unit





d.  The sampling unit




e.  The tolerable rate

    


         

e.  Tolerable misstatement



2.
Determine the Sampling Approach
         

          Determine the Sampling Approach




a.  Statistical or Non




                       a.  Statistical or Non



3.   Determine the Selection Method




Determine the Selection Method
   


a.  Random-number






a.  Random-number

   


b.  Systematic







b.  Systematic

   


c.  Other









c.  Other



4.   Determine the sample size





Determine the sample size
   


a.  Consider the risk of    





a.  Consider the acceptable level 


     
     assessing control risk            


              
     of risk




     too low

   


b.  Consider the tolerable rate




b.  Consider the tolerable      

   

                         






     

     misstatement


 

   


c.  Consider the likely   



                       c.  Consider the expected amount of


 

     population deviation rate         


                            of misstatement

   


d.  Consider the effect of 




         
d.  Consider the population size

  
    
            population size




         


e.  Consider variation w/i population



           



5.   Perform the sampling plan


         

Perform the sampling plan


6.   Evaluate the sample results


         

Evaluate the sample results


      a.  Calculate the sample       


         


a.  Project the misstatement to the


  
           deviation rate population



      b.  Consider the allowance for

         


b.  Consider the allowance for


   

    sampling risk



   

     

     sampling risk

              c.  Consider the qualitative   


         

c.  Consider the qualitative aspects 




    aspects of the deviations

   



     of the misstatements



      d.  Reach an overall conclusion

         


d.  Reach an overall conclusion



7.  Document the sampling procedure

         
          Document the Sampling Procedure
 VI.
Summary of Attribute Sampling Factors to Sample Size
Factor
Relationship




Population
Direct (but small)

Risk of assessing control risk too low       
Inverse

Tolerable deviation rate
Inverse

Expected rate of occurrence
Direct

VII.  Summary of Variables Sampling Factors to Sample Size
Factor
Relationship




Variation
Direct

Risk
- Incorrect Acceptance 
Inverse


- Incorrect Rejection  
Inverse

Tolerable misstatement
Inverse

Expected misstatement
Direct

Population 
Direct


