CHAPTER 11: AUDIT SAMPLING CONCEPTS

What Is Audit Sampling?
· Audit sampling is selective examination of data used when:
· (1) less than 100% of the items in the population under examination are being audited, and 
· (2) each item (described as a sampling unit) in the population could be selected as part of the sample.
· Population—a set of accounts or transactions from which the auditor wishes to draw a conclusion.
· Representative sample—a sample with the same characteristics as those of the population.
· 
· Ex. Air Canada sells tickets, their revenue balance consists of many tickets sold if I’m testing revenue balance after all, the population is all the individual ticket sales (millions), you ttake a sample of these tickets is test
· Sample: an examination of data when you use less than the full population 
· Population: a set of accounts or transactions on which we are concluding

The Nature of Sampling
· The risks of an incorrect conclusion due to a sampling error or nonsampling error are called sampling risk and nonsampling risk.
· Sampling risk is the risk that the auditor reaches an inappropriate conclusion because the sample is not representative of the population.
· Nonsampling risk is that the auditor makes an incorrect conclusion due to the failure to recognize exceptions, and/or inappropriate or ineffective audit procedures.

Statistical vs Nonstatistical Sampling
· Auditing using sampling means dealing with three key aspects: 
1. planning the sample;
2. selecting the sample and performing the tests; and
3. evaluating the results. 
· Statistical sampling applies mathematical rules so that auditors can measure sampling risk in planning the sample and evaluating the results. 
· In nonstatistical sampling auditors use their professional judgment to select sample items that will provide the most useful information, and to reach their conclusions on the populations.

Probabilistic vs Nonprobabilistic Sample Selection
· As noted, sample selection may be probabilistic or non-probabilistic.
· When using probabilistic sample selection, the auditor randomly selects items such that each population item has a known probability of being included in the sample. 
· When using nonprobabilistic sample selection, the auditor selects sample items using professional judgment rather than probabilistic methods. 
	






Common Sample Selection Methods
	Nonprobabilistic
	Probabilistic
	Both Nonprobabilistic and Probabilistic

	· Directed sample selection
· Block sample selection
· Haphazard sample selection
	· Simple random sample selection
· Systematic sample selection
· Probability proportionate-to-size sample selection
	· Stratified (layers of data) sample selection




Types of Nonprobabilistic Sample Selection
· Directed sample selection—each item in the sample is selected on the basis of some judgmental criteria.
· Block sample selection—auditors select the first item in a block and the remainder of the block is chosen in sequence.
· Haphazard sample selection—items are chosen without regard to their size, source, or other distinguishing characteristics.

Probabilistic Sample Selection
· Random sample—a sample in which every possible combination of population items has an equal chance of being selected.
· Systematic selection—the auditor calculates an interval and selects the items for the sample based on the size of the interval and a randomly selected number between zero and the sample size.
· Stratified sampling—a method of sampling in which all the elements in the total population are divided into two or more subpopulations that are independently tested.

The Audit Sampling Process for Tests of Controls and Substantive Tests of Details
	Type of Test
	What It Measures

	Test of controls
	The operating effectiveness of controls

	Substantive test of details of transactions
	The monetary correctness of individual transactions in the accounting system.
If performed as part of a dual test, the operating effectiveness of controls.

	Substantive test of details of balances
	Whether the dollar amounts of account balances are materially misstated


· The main differences among tests of controls, substantive tests of transactions, and tests of details of balances are in what the auditor wants to measure.

Table 11-5 Differences Among Three Types of Audit Tests














· 	See Figure 11-1 for the steps in the audit sampling process for attribute sampling.

Using Sampling for Tests of Controls
· Attribute sampling—a statistical, probabilistic method of sample evaluation that results in an estimate of the proportion of items in a population containing a characteristic or attribute of interest.
· Steps involved are:
· Determining the test objective
· Define population characteristics
· Determine the initial sample size
· Select the sample and perform audit procedures
· Evaluate sample results 
· Conclude on acceptability of the population 
· Communication with the Audit Committee or management

Nonstatistical Sampling Approach to Testing Controls
· Nonstatistical sampling is the most popular method of control testing.
· A key drawback of nonstatistical sampling is that the auditor cannot quantify sampling risk. 
· Another shortcoming of nonstatistical sampling is auditor bias in sample selection.
· Control testing measures whether the controls are effective, whereas substantive tests are used to measure whether the dollar amounts of account balances are materially misstated. 

Nonstatistical Sampling for Substantive Tests of Details
· Steps in the audit sampling for tests of details of balances:
· Determine if audit sampling applies
· Determine the test objective
· Define population characteristics
· Define misstatement conditions
· Define the population
· Define the sampling unit 
· Determine initial sample size
· Select sample and perform audit procedures
· See Table 11-13 for factors affecting sample size.
· Tolerable misstatement is the application of performance materiality to a particular sampling procedure.
· The planned sample size increases as the amount of misstatements expected in the population approaches tolerable misstatement.
· Acceptable risk of incorrect acceptance (ARIA)—the risk that the auditor is willing to take of accepting a balance as correct when the true misstatement in the balance is greater than tolerable misstatement.
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	Known Misstatement ÷ Recorded Value of the Sample
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Evaluating the Sample Results













Nonstatistical Sampling for Substantive Tests of Details
· Evaluate the Sample Results
· Quantitative evaluation
· Request client to correct known misstatements
· Qualitative assessment
· Conclude on Acceptability of Population
· Take no action until tests of other audit areas are completed
· Perform expanded audit tests in specific areas
· Increase the sample size
· Adjust the account balance
· Refuse to give an unqualified opinion

Statistical Sampling for Substantive Tests of Details: Monetary Unit Sampling
· Monetary unit sampling (MUS) is a statistical sampling method developed specifically for auditors. 
· It is the most commonly used statistical method of sampling for tests of details of balances because it has the statistical simplicity of attribute sampling yet provides a statistical result expressed in dollars (or another appropriate currency).

Monetary Unit Sampling
· Based upon tolerable misstatement, ARIA, TER, and EPER, software is used to calculate a dollar interval and then select a sample.
· Following test completion, the auditor (usually through software) determines the upper misstatement bound and compares it to tolerable misstatement. 
· This quantitative evaluation is combined with a qualitative assessment of the cause for errors, which forms the basis of the auditor’s conclusion on whether or not the population is acceptable.

The Pros and Cons of Monetary Unit Sampling
· MUS automatically increases the likelihood of selecting high dollar items from the population being audited.
· MUS often reduces the cost of doing the audit testing because several sample items are tested at once.
· MUS is easy to apply.
· MUS provides a statistical conclusion rather than a nonstatistical one.

Adequate Documentation and Professional Judgment 
· The auditor needs to retain adequate records of the procedures performed, the methods used to select the sample and perform the tests, the results found in the tests, and the conclusions reached.
· Documentation is needed for both statistical and nonstatistical sampling to evaluate the combined results of all tests.

