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International Federation of Accountants (IFAC). The ISA is included in this Guideline with

the permission of IFAC.
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PRACTICE NOTE 530

Practice Note' to International Standard on Auditing (ISA) 530

Audit Sampling

Background

This Practice Note provides supplementary guidance on ISA 530 — Audit Sampling. It is read together
with the ISA. ISA 530 is effective for audits of financial statements for periods beginning on or after
December 15, 2009. The Practice Note is effective the same date as the ISA.

Introduction to the ISA

ISA 530 applies when the auditor has decided to use audit sampling in performing audit procedures.
It deals with the auditor’s use of statistical and non-statistical sampling when designing and selecting
the audit sample, performing tests of controls and tests of details, and evaluating the results from the
sample.

ISA 530 complements ISA 5002, which deals with the auditor’s responsibility to design and perform
audit procedures to obtain sufficient appropriate audit evidence to be able to draw reasonable
conclusions on which to base the auditor’s opinion. ISA 500 provides guidance on the means available
to the auditor for selecting items for testing, of which audit sampling is one means.

Content of the Practice Note

P1.  The Practice Note provides additional guidance for public sector auditors related to:
(a) Overall Considerations.
(b) Sample Design, Size and Selection of Items for Testing.
(c) Nature and Cause of Deviations and Misstatements.
(d) Projecting Misstatements.
(e) Evaluating Results of Audit Sampling.

Applicability of the ISA in Public Sector Auditing

P2.  ISA 530 is applicable to auditors of public sector entities in their role as auditors of financial
statements.

1 All Practice Notes are considered together with ISSAI 1000, “General Introduction to the INTOSAI Financial Audit Guidelines.”
2 ISA 500, “Considering the Relevance and Reliability of Audit Evidence.”
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Additional Guidance on Public Sector Issues

Overall Considerations

P3.  The objectives of a financial audit in the public sector are often broader than expressing an
opinion whether the financial statements have been prepared, in all material respects, in
accordance with the applicable financial reporting framework (i.e. the scope of the ISAs).

The audit mandate, or obligations for public sector entities, arising from legislation, regulation,
ministerial directives, government policy requirements, or resolutions of the legislature may
result in additional objectives. These additional objectives may include audit and reporting
responsibilities, for example, relating to reporting whether the public sector auditors found

any instances of non-compliance with authorities including budget and accountability, and/or
reporting on the effectiveness of internal control. As a result, public sector auditors’ use of audit
sampling may be affected. Public sector auditors may use sampling for these responsibilities in
addition to providing an opinion on the financial statements.

P4.  The use of audit sampling for testing compliance with authorities is similar to other uses of audit

sampling in that public sector auditors:

* Determine sample design and audit parameters, including materiality, desired confidence level,
and sample selection method;

* Perform relevant audit procedures on each item selected;

* Investigate the nature and causes of non-compliance; and

* Evaluate the results, including projecting the results across the population if the sample was
selected using statistical procedures.

Sample Design, Size and Selection of Items for Testing

P5.  When designing an audit sample as required in paragraph 6 of the ISA, public sector auditors
may have greater responsibilities under a mandate, as stated in P3 above. In such situations
public sector auditors may set different levels of parameters, including materiality and a higher
level of confidence, and this may affect the sample size. Public sector auditors often use audit
sampling to test the effectiveness of internal controls and as substantive tests for compliance with
authorities. Public sector auditors might design separate samples to test controls and compliance
or may design one sample to test both. For example, a sample of disbursements might be used to
test controls over disbursements as well as whether the disbursements were in accordance with
authorities.

P6.  Public sector auditors are more likely than private sector auditors to consider the need to sample
non-financial information. As a result of additional public sector objectives, such as testing
compliance with authorities and reviewing non-financial information contained in financial state-
ments, public sector auditors consider whether sampling will be useful in testing such non-finan-
cial information contained in financial statements. For example, if the financial statements of a
government hospital use number of patients treated to calculate key performance measures (such
as cost per patient), public sector auditors might sample to test the accuracy and completeness of
the number of patients reported.
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Public sector auditors may be mandated to report additional information about audit sampling.
Such requirements may include reporting the sampling methods used, whether the results of the
sample may be projected to the population, and if so, the results of that projection. Public sector
auditors may consider such needs in deciding whether to use statistical or non-statistical
approaches.

Guidance on determining materiality for public sector auditors can be found in ISSAI 1320°.

Nature and Cause of Deviations and Misstatements

P9.

When analyzing deviations and misstatements identified as stated in paragraph A17 of the ISA,
public sector auditors consider that they may have extended audit and reporting responsibilities
related to fraud. ISSAT 1240 provides additional information for public sector auditors related to
fraud.

Projecting Misstatements

P10.

An explicit projection is needed to project misstatements for a substantive test. Paragraph A20 in
the ISA states that for tests of controls, no explicit projection of deviations is necessary since the
sample deviation rate is also the projected deviation rate for the population as a whole. When per-
forming audit sampling for testing controls public sector auditors may be required to project the
deviation rate in the population, including a confidence interval, and report the sample results as
noted in paragraph P7 above. In some audit environments, such as Courts of Accounts, reporting
on the deviation rates may be required to explain, for example, the deficiencies in internal control
or non-compliance with authorities.

Evaluating Results of Audit Sampling

P11.

P12.

In addition to the guidance in paragraph A23, public sector auditors consider their responsibilities
under their mandate when management is unable to provide an adequate explanation for devia-
tions and misstatements. For example, public sector auditors in a Court of Accounts environment
may need to investigate further the underlying reasons for the lack of information and determine
who is responsible.

In addition to the guidance in paragraph A23 (second bullet point), public sector auditors con-
sider any additional responsibilities to report on the effectiveness of internal controls and on non-
compliance with authorities.

3 ISSAI 1320, “Materiality in Planning and Performing an Audit.”
4 ISSAI 1240, “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements.”
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Introduction
Scope of this ISA

1. This International Standard on Auditing (ISA) applies when the auditor has
decided to use audit sampling in performing audit procedures. It deals with
the auditor’s use of statistical and non-statistical sampling when designing
and selecting the audit sample, performing tests of controls and tests of
details, and evaluating the results from the sample.

2. This ISA complements ISA 500,' which deals with the auditor’s responsibility
to design and perform audit procedures to obtain sufficient appropriate audit
evidence to be able to draw reasonable conclusions on which to base the
auditor’s opinion. ISA 500 provides guidance on the means available to the
auditor for selecting items for testing, of which audit sampling is one means.

Effective Date

3. This ISA is effective for audits of financial statements for periods beginning
on or after December 15, 2009.

Objective

4. The objective of the auditor, when using audit sampling, is to provide a
reasonable basis for the auditor to draw conclusions about the population
from which the sample is selected.

Definitions

5. For purposes of the ISAs, the following terms have the meanings attributed
below:

(a)  Audit sampling (sampling) — The application of audit procedures to
less than 100% of items within a population of audit relevance such
that all sampling units have a chance of selection in order to provide
the auditor with a reasonable basis on which to draw conclusions
about the entire population.

(b)  Population — The entire set of data from which a sample is selected
and about which the auditor wishes to draw conclusions.

(¢)  Sampling risk — The risk that the auditor’s conclusion based on a
sample may be different from the conclusion if the entire population
were subjected to the same audit procedure. Sampling risk can lead
to two types of erroneous conclusions:

) In the case of a test of controls, that controls are more
effective than they actually are, or in the case of a test of

! ISA 500, “Audit Evidence.”
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details, that a material misstatement does not exist when in
fact it does. The auditor is primarily concerned with this type
of erroneous conclusion because it affects audit effectiveness
and is more likely to lead to an inappropriate audit opinion.

(i1)  In the case of a test of controls, that controls are less effective
than they actually are, or in the case of a test of details, that a
material misstatement exists when in fact it does not. This
type of erroneous conclusion affects audit efficiency as it
would usually lead to additional work to establish that initial
conclusions were incorrect.

Non-sampling risk — The risk that the auditor reaches an erroneous
conclusion for any reason not related to sampling risk. (Ref: Para A1)

Anomaly — A misstatement or deviation that is demonstrably not
representative of misstatements or deviations in a population.

Sampling unit — The individual items constituting a population. (Ref:
Para A2)

Statistical sampling — An approach to sampling that has the following
characteristics:

) Random selection of the sample items; and

(ii) The use of probability theory to evaluate sample results,
including measurement of sampling risk.

A sampling approach that does not have characteristics (i) and (ii) is
considered non-statistical sampling.

Stratification — The process of dividing a population into sub-
populations, each of which is a group of sampling units which have
similar characteristics (often monetary value).

Tolerable misstatement — A monetary amount set by the auditor in
respect of which the auditor seeks to obtain an appropriate level of
assurance that the monetary amount set by the auditor is not exceeded
by the actual misstatement in the population. (Ref: Para A3)

Tolerable rate of deviation — A rate of deviation from prescribed
internal control procedures set by the auditor in respect of which the
auditor seeks to obtain an appropriate level of assurance that the rate
of deviation set by the auditor is not exceeded by the actual rate of
deviation in the population.



Requirements

Sample Design, Size and Selection of Items for Testing

6.

When designing an audit sample, the auditor shall consider the purpose of
the audit procedure and the characteristics of the population from which the
sample will be drawn. (Ref: Para. A4-A9)

The auditor shall determine a sample size sufficient to reduce sampling risk
to an acceptably low level. (Ref: Para. A10-A11)

The auditor shall select items for the sample in such a way that each sampling
unit in the population has a chance of selection. (Ref: Para. A12-A13)

Performing Audit Procedures

9.

10.

11.

The auditor shall perform audit procedures, appropriate to the purpose, on
each item selected.

If the audit procedure is not applicable to the selected item, the auditor shall
perform the procedure on a replacement item. (Ref: Para. A14)

If the auditor is unable to apply the designed audit procedures, or suitable
alternative procedures, to a selected item, the auditor shall treat that item as
a deviation from the prescribed control, in the case of tests of controls, or a
misstatement, in the case of tests of details. (Ref: Para. A15-A16)

Nature and Cause of Deviations and Misstatements

12.

13.

The auditor shall investigate the nature and cause of any deviations or
misstatements identified, and evaluate their possible effect on the purpose of
the audit procedure and on other areas of the audit. (Ref: Para. A17)

In the extremely rare circumstances when the auditor considers a
misstatement or deviation discovered in a sample to be an anomaly, the
auditor shall obtain a high degree of certainty that such misstatement or
deviation is not representative of the population. The auditor shall obtain
this degree of certainty by performing additional audit procedures to obtain
sufficient appropriate audit evidence that the misstatement or deviation does
not affect the remainder of the population.

Projecting Misstatements

14.

For tests of details, the auditor shall project misstatements found in the
sample to the population. (Ref: Para. A18-A20)

Evaluating Results of Audit Sampling

15.

The auditor shall evaluate:

(a) The results of the sample; and (Ref: Para. A21-A22)
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