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Subject: American Institute of Certified Public Accountants (AICPA) Auditing
Standards Board (ASB) February 2009 Exposure Draft for a proposed Statement on
Auditing Standards (SAS), entitled “Audit Sampling” (Redrafted).

This letter provides the U.S. Government Accountability Office’s (GAO) comments on
the ASB’s proposed SAS on audit sampling. Generally, we support the proposed
statement and agree that in most cases the standard appropriately discusses
important considerations related to auditor use of audit sampling.

The Board has requested comments on the wording of paragraph A17 of the proposed
SAS, specifically on the Board’s decision to not discuss block sampling as a selection
technique in the proposed standard. We agree with the Board’s treatment of
paragraph A17 in suggesting that only haphazard and random based sample selection
methods are appropriate methods for selecting a nonstatistical sample. Block
sampling techniques are unlikely to result in a sample that is representative of the
population being tested; accordingly, we support the decision to not expand the
guidance in paragraph A17 to include block sampling.

Our comments on changes resulting from applying the clarity drafting conventions
and from converging with International Standard on Auditing (ISA) No. 530, Audit
Sampling, along with other suggestions for improving the proposed standard are
detailed below.

Responses to Questions on Application of the Clarity Conventions and
Converging with International Standards on Auditing

(1) We believe that the objectives stated in the proposed SAS to be achieved by the
auditor are appropriate.

(2) We agree with the revisions made to the existing standard to converge with the
ISA and believe they are appropriate.

(3) We agree with the differences between the proposed SAS and ISA 530.



(4) Other Comments
Audits of Government Entities

We recommend adding the following paragraph after paragraph A12 to provide
guidance on the use of sampling in tests of compliance.

Considerations Specific to Audits of Governmental Entities

When performing a compliance audit in accordance with AU 801, the auditor may
use audit sampling in testing the entity’s compliance with laws and regulations.
This SAS would apply when using sampling in those tests of compliance, but the
focus of the auditor’s testing would change from providing assurance that the
financial statements are free from material misstatement to providing assurance
that the entity has complied in all material respects with applicable laws and
regulations. To determine sample size in those situations, the auditor would make
judgments about the acceptable confidence level and the tolerable and expected
rates of noncompliance. (Ref Paragraph 6)

Revise Definition of Stratification

We suggest replacing the stratification definition in the proposed standard with the
following definition used in the AICPA Sampling Guide: “The division of the
population into groups. It may be used to focus procedures on risk areas or to reduce
variability in classical variables sampling populations.”

The definition of stratification in paragraph 5 of the proposed standard — the process
of dividing a population into subpopulations, each of which is a group of sampling
units that are intended to have similar characteristics (often monetary value)—is
misleading in suggesting that stratifying a population will result in sampling units in
each subpopulation that are intended to have similar characteristics. Auditors, also
stratify a population for purposes of timing the audit testing. For instance, they may
divide a population into two subpopulations, one consisting of transactions that
occurred in the first nine months of the year, and the second subpopulation
consisting of transactions in the final three months of the year, to conduct interim
and final rounds of testing. In this scenario, auditors would have no basis to expect
that transactions in each stratum would have similar characteristics. Adopting the
audit guide definition of stratification would resolve this concern.

Selection of Items for Testing

We recommend incorporating the discussion of acceptable statistical sampling
techniques in paragraph A5 into paragraph A18, which lists the principal methods of
selecting samples, so that paragraph A18 discusses both statistical and non-statistical
sampling selection methods. This change will provide for a more logical flow of the
guidance on sample selection techniques. Accordingly, we suggest deleting
paragraph A5 and replacing paragraph A18 as follows:
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A18. Auditors may use a variety of sample selection techniques. Probability
weighted selection (e.g. monetary unit) is suitable only for statistical sampling,
whereas haphazard selection is only suitable for non-statistical sampling. The
following techniques may be used to select samples for both non-statistical and
statistical sampling approaches:

a. simple random,

b. systematic with one or more random starts

c. stratified sampling

Projecting misstatements

Clearer guidance is needed to help auditors understand the basic procedures
involved in projecting misstatements detected when testing a sample of the
population. This clarification will help improve the auditor’s understanding of
these complex measures and promote proper application of the standard.
Paragraph A25 should be revised to better explain why (1) misstatements
detected in performing tests of detail on a sample of the population are projected
to the total population, and (2) the projected material misstatement may not
represent an appropriate amount for the entity to record to its financial records.
Similarly, paragraph A26 should briefly explain that for tests of control the sample
deviation rate is the projected deviation rate for that population. For these
reasons, we recommend revising these paragraphs as follows:

of detail are performed to detect material mlsstatements at the relevant

assertion level; misstatements detected by tests of detail are normally
measured in monetary amounts such as dollars. Therefore, if auditors
perform tests of detail on a sample of the population, any misstatements
detected in the sample are projected to the population to estimate the total
misstatement in the population. This estimated total misstatement, which is
also known as the projected misstatement, is then aggregated with the
projected misstatements in other account balances and classes of
transactions to evaluate whether the financial statements taken as a whole are
materially misstated. Since the projected misstatement is an estimate, it may
or may not be appropriate for the entity to adjust its financial statements for
the projected misstatement,

A26. Tests of controls, in contrast, are performed to provide evidence of
internal control effectiveness. Any deviations detected by tests of control
normally are measured in terms of the deviation rate, i.e., the number of
observed deviations divided by the sample size, rather than in dollars. For

tests of controls, unless the sample is stratified, nre-expheitprojeetion-of

deviationsisneeessarybeeause-the sample deviation rate is alse-the projected
deviation rate for the population asa-whele. Paragraphs 18 and A50 of the

proposed SAS Performing Audit Procedures in Response to Assessed Risks
and Evaluating the Audit Evidence Obtained (Redrafted), address when
auditors’ responsibilities when they detect deviations from controls upon
which-the-auditer-they intends to rely.-are-deteeted.
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Evaluating Results of Audit Sampling

To reduce duplication in the standards, we suggest revising paragraph A29 to refer to
the requirements in paragraphs 7 and 8 of the proposed SAS Evaluation of
Misstatements Identified During the Audit. Paragraph A29 essentially repeats
paragraphs 7 and 8 but in the form of guidance rather than as requirements.
Specifically, the proposed SAS Evaluation of Misstatements Identified During the
Audit requires auditors to communicate on a timely basis with the appropriate level
of management all misstatements accumulated during the audit and to request
management to correct those misstatements. If, at the auditor’s request, management
has examined a class of transactions, account balances, or disclosures and corrected
misstatements that were detected, the auditors are required to perform additional
audit procedures, as necessary, to determine whether material misstatements remain.

We recommend revising paragraph A29 as follows:

A29. If the auditor concludes that audit sampling has not provided a reasonable
basis for conclusions about the population that has been tested, the auditor may
is required to follow the provisions of paragraphs 7 and 8 of the Proposed SAS,
Fvaluation of Misstatements Identified During the Audit.

Guidance on Statistical Sampling

We suggest including in the proposed standard the following guidance on statistical
sampling, which explains statistical sampling using language written to be
understood by nonstatisticians. This guidance would align the proposed SAS more
closely with statistical principles and could be included in the Application and other
Explanatory Material section of the proposed SAS and referenced to the definition of
statistical sampling in paragraph b.

Generally speaking, statistical sampling— also called ‘scientific sampling’—
—denotes the selection of a sample from some population, observing that
sample with respect to some property of interest, and then making an
inference about the population, throughout using procedures based on
statistical theory.'

' Dalenius, Tore Elements of Survey Sampling” (Stockholm: The Swedish Agency for Research
Cooperation with Developing Countries, 1986): I-3.
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Clarify Guidance on Tolerable Misstatement

We recommend revising the last sentence of paragraph A6 to clarify the guidance on
determining and applying tolerable misstatement to audit sampling procedures. The
guidance should state that tolerable misstatement may be smaller than performance
materiality when the population from which the sample was drawn is smaller than
the account balance. We recommend the revising paragraph A6 as follows.

A6. The auditor is required by paragraph 11 of the proposed SAS Materiality in
Planning and Performing an Audit (Redrafted) to determine performance
materiality. Performance materiality is determined in order to address the risk
that the aggregate of individually immaterial misstatements may cause the
financial statements to be materially misstated and provide a margin for possible
undetected misstatements. Tolerable misstatement is the application of
performance materiality to a particular sampling procedure. Tolerable
misstatement may be the same amount or an amount lewwer smaller than
performance materiality (for example, when the sample population from which
the sample is selected is smaller than lewer+than the account balance).

Provide Definitions for Technical Terms

We recommend defining technical terms used within the SAS, such as risk of
incorrect acceptance/rejection, risk of assessing control risk too low/high, systematic
sampling, random selection, and monetary unit sampling, using the definitions from
the AICPA’s Audit Sampling Guide. These technical terms are used repeatedly in the
application section of the standard. Providing definitions will assist users in
implementing the standard, help avoid misinterpretations and promote consistency of
application. In addition, definitions are an important element of drafting

conventions.

We thank you for considering our comments on these important issues.

Sincerely yours,
W fon

Jeanette Franzel
Managing Director
Financial Management and Assurance

cc: Mr. Harold Monk, Chair
Auditing Standards Board

The Honorable Mark W. Olson, Chairman
Public Company Accounting Oversight Board

Page 5




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /Warning
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /Warning
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /Warning
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting true
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName (U.S. Web Coated \(SWOP\) v2)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions true
        /ConvertStrokesToOutlines false
        /ConvertTextToOutlines false
        /GradientResolution 300
        /LineArtTextResolution 1200
        /PresetName ([High Resolution])
        /PresetSelector /HighResolution
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure true
      /IncludeBookmarks true
      /IncludeHyperlinks true
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /UseName
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


