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AUDIT SAMPLING CONCEPTS

“Smoking is one of the leading causes of statistics”

-Fletcher Knebel

I.
CONCEPTS

1. Auditors use sampling (statistical and/or nonstatistical)

“An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.”

- Excerpt from the standard unqualified audit report.

2. Definition of Audit Sampling.

A.
GAAS defines audit sampling as the application of an audit procedure to less than 100 percent of the items for the purpose of evaluating some characteristic of the balance or class.

B.
Not audit sampling (AU 350).

3.
Why Do Auditors Use Sampling?

4.
What is the Risk in Using Sampling? 


5.
Procedures Not Lending Themselves to Sampling.

   

A.   
 

B.   
C.   
6.
Procedures Typically Using Sampling.

A.   
B.   
C.   
D.   
 7.
Statistical Sampling

A.
Statistical Sampling must meet both of the following criteria:

1. Each item must have an  
2.
“When you can measure what you are speaking about, and express it in numbers, you know something about it; but when you cannot measure it, when you cannot express it in numbers, your knowledge is of a meager and unsatisfactory kind.” - Lord Kelvin, British Physicist

Sample results must be...   
B.
Ideal opportunities to use statistical sampling.

II.
STATISTICAL SAMPLING VS. NONSTATISTICAL SAMPLING 

1.
Non-Statistical Sampling.

a.
Audit sampling in which auditors do not use statistical calculations to express the results.

b. When to use non-statistical sampling...

2.
Advantages of Statistical Sampling over Non-Statistical Sampling.

a.
Sufficiency of evidence can be measured (Sample Size).

b.
Bias can be eliminated  
c.
Sampling Risk can be quantitatively evaluated.  Inference of sample can be extended to items not tested.

d.
Statistical sampling can be used by  
III.
SAMPLING RISK

1.
Risk Model: AR = IR x CR x DR






also

AR = Sampling Risk + Non-Sampling Risk

A. Sampling Risk -  Probability that an auditor’s conclusion based on a sample might be different from the conclusion based on an audit of the  
Decrease sampling risk by:

1)   
2)   
B.
Non-Sampling Risk:

All other risks
Ex.  Misjudging IR & CR

Ex.  Poor choice of procedures and mistakes

Decrease this by...  

IV.
TESTS OF CONTROLS--SAMPLING 

1.
Tolerable Rate: Auditor determines the maximum rate of deviations from the control policy he or she could accept without altering the planned assessed level of control risk (CR).


AICPA's Audit Sampling Guide:

Planned Assessed Level of Control Risk

Tolerable Rate
Low






 2-7%

  Moderate





 6-12%

Slightly Below Maximum




11-20%

  Maximum






omit test
2.
Tests of Controls - Sampling Risks

	
	Client's Control Structure Is:

	
	Adequate for Planned Assessed Level of Control Risk
	Inadequate for Planned Assessed Level of Control Risk

	Test of Control Sample Indicates
	Accept
	 
	

	
	Reject
	
	 


3.
Determine sample size
	Factors:
	Effect on Sample Size

	Assessed a higher level of Control Risk


	 

	Estimated Population Deviation Rate is higher


	 

	Higher degree of assurance from sample evidence


	 

	Tolerable deviation rate is higher


	 

	Population is larger


	

	Increase in acceptable risk of overreliance


	  


V.
AUDIT SAMPLING TECHNIQUES

     ┌──────────────────┐             ┌──────────────────┐
     │Attribute Sampling│             │Variables Sampling│
     └───────┬──────────┘             └───────────┬──────┘
      ┌──────┴───────┐                     ┌──────┴──────┐
┌─────┴─────┐  ┌─────┴─────┐         ┌─────┴─────┐  ┌────┴──────┐
│Non-       │  │Statistical│         │Statistical│  │Non        │
│Statistical│  └─────┬─────┘         └─────┬─────┘  │Statistical│
└───────────┘        │                     │        └───────────┘
           ┌─────────┴───┐                 │
      ┌────┴────┐ ┌──────┴─────┐      ┌────┴────┐
      │"Regular"│ │Probability │      │Classical│
      └────┬────┘ │Proportional│      └────┬────┘
           │      │to Size     │      ┌────┴────┬───────────┐
      ┌────┴────┐ └────────────┘   ┌──┴─┐  ┌────┴─────┐  ┌──┴──┐
      │Discovery│║                 │Mean│  │Difference│  │Ratio│
      └─────────┘║                 │Per │  └──────────┘  └─────┘
                 ║                 │Unit│                   

                 ║                 └────┘                   

                 ║
      Tests of   ║     Substantive Tests

      Controls   ║
                 ║
                 ║
1.
Attribute Sampling –  

2.
Variables Sampling –  

3.
Discovery Sampling –  

4.
PPS (probability proportionate to size) – Similar to attribute sampling 

