Audit testing
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three questions arise if the auditor is going to examine a subset of the entity's records and transactions:
1. How many items should be examined?
2. Which specific items should be examined?
3. What conclusion can the auditor draw about the population, based on the result of the sample?

Audit sampling can be defined as the application of an audit procedure to less than 100 percent of the
items within an account balance or class of transactions for the purpose of evaluating some
characteristic of the balance or class.

Audit evidence choices that do not involve audit sampling
Enquiry and observation
● to understand the components of internal audit
● to evaluate risk factors
● to establish the existence of inventory
Analysis
●
●

simple comparison of last years' balance sheet with current one
comparison of ratios across periods

Procedures applied to every item in the population
●

for account receivables amounts greater than a specified dollar amount

Classes of transactions or account balances not tested
● a class of transactions or an account balance does not need to be examined
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Step 1 Determine the objective of the tests of controls
●

to evaluate the operating effectiveness of the internal control
○ for example, in most revenue cycles, goods are billed after they are shipped. No sales
transaction should be recorded unless a properly authorized shipping document is present
prior to recording in the sales journal.

Step 2 define the deviation from the control policy
● a deviation is the departure from adequate performance of the internal control

Step 3 define the population
●
●
●

determine that the population is appropriate
determine that the physical representation of the population is appropriate
determine the period to be covered by the test
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Step 4 define the sampling unit
●

a sampling unit may be a document of entry

Step 5 determine the sample size
●

the larger the sample the more conform to the population it is

Step 6 select the sample items
●

all items regardless of dollar value, must have equal opportunity to be selected
○ random number selection
■ using a random-number table
○ systematic selection
■ a sampling interval by dividing the physical population by the sample size
○ haphazard selection
■ sampling units are selected without any conscious bias, without a special reason for
including or omitting items from the sample

Step 7 perform the audit procedures
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exercises

7

8

