


Planning Phase




295 C -
AN APPROACH FOR MULTIPLE-LOCATION AUDITS




Planning Phase



295 C -
An Approach for Multiple-Location Audits

Planning Phase

295 C - An Approach for Multiple-Location Audits

295 C - An Approach for Multiple-Location Audits

.01 This section provides one approach for stratifying the locations and selecting the samples for multiple-location audits. This method assumes that the auditor has determined that it is not practical to make a centralized selection, that the auditor is not using a rotation plan, and that the auditor identifies locations to be tested each year because of specific risks of material misstatement (inherent or control risks). Other methods of selecting locations for on-site testing may be used with the approval of the reviewer. The auditor should consult with a statistician when selecting locations.  
Stratifying the Locations
.02 Unless the auditor uses a monetary-unit sampling (MUS) method that automatically stratifies the population by the dollar amount of transactions, the auditor stratifies the locations by separating them into an appropriate number of relatively homogeneous groups or strata.  Stratification can improve the efficiency of the sample result through reducing the uncertainty of the estimate by grouping items together that are expected to behave similarly with respect to the audit measure (usually misstatements). Stratification can also be used to provide items of special interest additional coverage in the sample. The stratification may be based on relative size or qualitative factors, such as risk of material misstatement. Criteria for stratifying may include estimates of one or more of the following relative factors

· the dollar amount of assets;

· the dollar amounts of revenue and expenses incurred or processed at the location;

· the number of personnel, where payroll costs are significant;

· the dollar amount of appropriations;

· a concentration of specific items (such as a stratum consisting of significant inventory storage locations, of which those selected will undergo only inventory procedures); 

· the nature and extent of inherent and control risk, including fraud risk and sensitive matters or the turnover of key management; and

· special reporting requirements, such as separate reports, special disclosures, or supplementary schedules.

.03 For example, the auditor may stratify locations, based on the amount of total assets, into the following strata: (1) individually material locations (top stratum), (2) relatively significant locations (intermediate stratum), and (3) relatively insignificant locations (bottom stratum). If an entity has 100 locations and if the auditor determines that total assets is the relevant criterion for stratifying locations, the first three columns of table FAM 295 C.1 may represent an acceptable stratification.

Selecting Locations
.04 The auditor may select locations for on-site testing using one of the following methods for each stratum:  

· MUS or classical variables sampling method using a multistage approach.

· Another sampling method the auditor expects will be representative. The auditor should consult with a statistician if classical variables sampling or another representative sampling method is used.

· Nonrepresentative (nonsampling) selection method when the auditor determines that it is effective to select locations on a nonrepresentative basis and to apply substantive analytical procedures and/or other substantive tests to locations that are not tested on-site.

These methods are described in more detail in FAM 480.

.05 Table FAM 295 C.1 illustrates a possible MUS sample for each stratum, using design materiality of $3 million, no expected misstatement, and 95 percent assurance. For an MUS sample, the sampling interval would be $1 million, and the preliminary estimate of the sample size would be 100 ($100 million divided by $1 million). FAM 400 provides additional information on calculating the amounts in the table and the various selection methods.

Table FAM 295 C.1: Example of MUS Sampling
	Stratum
	Number of locations
	Assets
	Preliminary estimate of sample sizea
	Actual number of locations testedb

	Top
	5
	$70,000,000
	70
	5

	Intermediate
	85
	29,000,000
	29
	29

	Bottom
	10
	1,000,000
	1
	1

	Total
	100
	$100,000,000
	100
	35


a The preliminary estimate of sample size is computed by dividing the total balance by the sampling interval of $1,000,000. Refer to FAM 400 for additional information concerning sampling.

b  The actual number of items tested in the top stratum may be fewer than the preliminary estimate of sample size because a top stratum selection may include more than one sample item. For example, if  the implicit sampling interval is $1,000,000, a $10 million selection would include 10 sample items.
Testing the Items
.06 The auditor determines the number of items to be tested at each location, and then selects and tests those items. For each line item/account the auditor determines the total number of items to be tested, based on the applicable selection method and population, tolerable misstatement, and the level of assurance desired, as described in FAM 480 and FAM 495 E.

.07 The auditor generally should perform analytical and other procedures, as applicable, for both the locations selected and those not selected. The auditor generally should perform supplemental analytical procedures, including comparisons of locations with each other, with other years’ information, and with non-financial measures for all locations, regardless of the selection method. 
When nonrepresentative selection is used, the auditor should apply appropriate substantive analytical procedures and/or other substantive procedures for locations not tested on-site, unless those locations are immaterial in total. FAM 400 provides guidance on substantive and supplemental analytical procedures. Specific matters noted during the audit—for example, cutoff misstatements at one or more locations—may warrant increased or different audit procedures at locations not previously selected for on-site testing.

.08 In evaluating the result of a sample, the auditor should estimate the effects, both quantitative and qualitative, on the financial statements taken as a whole of any misstatements noted, as discussed in FAM 480 and FAM 540.  In visiting selected locations, in addition to the issues concerning evaluation of samples in those sections, the auditor, using professional judgment, generally should apply the following additional procedures when the auditor finds misstatements or control deviations:
a. Determine if apparent misstatements are, in fact, misstatements that have not been corrected at some level in the entity.

b. Ask management to identify the cause of the misstatements and whether similar misstatements are likely to have occurred at locations not visited.

c. Test and evaluate management’s identification of cause.

d. Determine whether the misstatements indicate that there is a control deficiency. If so, determine whether the control deficiency applies only to the location visited or to all locations. Determine whether control deficiencies indicate a need to change the control risk assessment, risk of material misstatement, or substantive procedures, either for the location or overall.

e. Obtain evidence to test management’s evaluation as to whether the same or similar types of misstatement exist at other locations, including locations not tested on-site. If the evidence is highly persuasive that the misstatement does not exist at other locations and the audit director concurs, the auditor may treat the effect on the entity the same as that on the location. See FAM 480.40 for a discussion of deciding whether evidence is highly persuasive. If the misstatement is not isolated to the location, ask management to investigate whether there is evidence that the misstatement exists in other than a similar proportion throughout the entity. If such evidence exists and is appropriate and sufficient, the auditor generally should obtain evidence of the incidence rate and determine the effect on the entity. If no such evidence exists, the auditor should project the misstatement to the financial statements in determining likely misstatement. The statistician should review these projections.
.09 In a nonrepresentative selection, the auditor generally should evaluate the possible effects of misstatements on locations not visited and determine whether to perform additional audit procedures. Because the selection is not representative, the misstatements cannot be projected to the entity as a whole.

.010 The auditor should evaluate the sufficiency of audit procedures applied.  The auditor should use professional judgment and should identify all relevant factors to determine whether the audit objectives are met in the specific circumstances.
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