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AUDIT SAMPLING CONCEPTS

Definitions of Terms
· Audit Sampling - see page 300

· How to classify approaches to sampling

· Statistical sampling - uses laws of probability to determine sample size and make statements about the population. Use of statistical sampling does not remove need for professional judgement. For example, the auditor must utilize professional judgement in order to determine the inputs into the sample size equation (examples will be shown in Chapter 10).

· Nonstatistical sampling - uses professional judgement, rather than statistical theory, to select sample and evaluate population.

· Sampling to test controls = attribute or discovery sampling.

· Sampling for substantive tests = variables sampling or PPS sampling.

· Dollar value estimation - use the sample to estimate an unknown value.

· Hypothesis testing - compare the sample's results to a known book value.

· Dual purpose test - use one sample for both tests of controls and substantive tests.

Sampling Risk

· Recall AR = IR * CR * DR

· Another way to look at  audit risk: AR = Sampling Risk + Nonsampling Risk

· Sampling risk is controlled through careful sample selection. The auditor wants to be sure the sample is representative of the population.

· Nonsampling risk is controlled through careful planning, supervision, and execution of audit steps.

· Sampling risk for tests of controls (p. 311)

	
	
	What exists in the population:

	
	
	Controls are OK
	Controls are not OK

	What the sample tells you
	Controls are OK
	Correct Decision
	Risk of assessing control risk too low

(not effective)

	
	Controls are not OK
	Risk of assessing control risk too high

(not efficient)
	Correct Decision


· Sampling risk for substantive testing (p. 315)

	
	
	What exists in the population:

	
	
	Balance is OK
	Balance is not OK

	What the sample tells you
	Balance is OK
	Correct Decision
	Risk of incorrect acceptance

(not effective

	
	Balance is not OK
	Risk of incorrect rejection

(not efficient)
	Correct Decision


Sample selection techniques
· Random sample - every item in the population has an equal chance of being selected. In most cases, software (rather than a table like that on page 309) is used to generate the random numbers.

· Systematic sampling

· Use random start and then pick every nth item in the population.

· Be sure that arrangement of items in population does not match sampling interval.

· For example, you are conducting a test of payroll records. Assume that employee records are organized as follows. You are selecting every 100th record for testing. What is the problem?

· 1 - 99: Hourly employees

· 100: Salaried manager

· 101 - 199: Hourly employees

· 200: Salaried manager

· …..

· 10,001 - 10,099: Hourly employees

· 10,100: Salaried employees

· Haphazard sample - selecting items based on professional judgement

· Block sampling - selecting a group of contiguous transactions

· Stratified sampling - divide population into smaller groups so as to reduce the variability within each group. The less the variability in a group, the smaller the sample size and the more efficient the auditor will be. Typically used for variables sampling. Balances are stratified according to dollar size.

· Unexamined items - if an item selected for testing cannot be located:

· Consider if this is an indication of fraud.

· Do nothing if counting the missing item as a deviation or error will not change auditor's conclusion. 

· Perform alternative procedures if item is not counted as a deviation or error.

Conducting Nonstatistical Sampling Applications
· Tests of controls: The sections Planning Test-of-Controls Samples, Selecting Test-of Controls Samples, and Evaluating Test-of-Controls Sample Results describe how to conduct nonstatistical tests of controls. We will not have time to review this material. We will focus on statistical sampling.

· Substantive tests: The sections Planning Substantive-Test Samples and Selecting and Evaluating Substantive-Test Samples describe how to conduct nonstatistical substantive tests. We will not have time to review this material. We will focus on statistical sampling.

