Attachment AUD 02
(REVISED 07/19/2017)
Memo To: Bryan Jenkins, Executive Director of Accountability and State Board Affairs, North Carolina
Community College System
From: Greg Isley, CPA
Date: June 19, 2017
Re: Suggested Methodology and Tool for Sampling of Classes for Compliance Reviews
Methodology
The suggested sampling method to use is Monetary Unit Sampling because this method will allow you to
extrapolate any errors discovered into a dollar value of the error while utilizing a sample size that will be
about 50% less than a random sample. In addition, this method will allow you to state a statistical
conclusion (expressed as a confidence level, i.e. 90%) as the results of your testing.
Tool to Utilize
To effectively and efficiently select and evaluate a sample of classes for compliance reviews you should
purchase software to select and evaluate your samples. My suggestion would be to purchase IDEA Data
Analysis software from Audimation Services, Inc. (audimation.com, phone number 832‐327‐1889) which
will cost you approximately $2,000 for the first year for a one‐user licenses and then $500 per year to
renew. Many CPA firms use this software.
Steps to Utilize Methodology and Tool
You will need to ascertain the following to select a monetary unit sample and input into IDEA to select
and evaluate the sample:
1.

The population to be sampled will need to be reconciled to the NC Community college budget
package. The purpose of this reconciliation is to assure that the whole population is subject to
selection for testing. The following data needs to be extracted to compute the value for each
course in the system for reconciliation to the budget package:
a. College ID Code
b. Reporting Term
c. College Year
d. Course prefix
e. Total students
f. Total membership hours
g. Calculated FTE
h. Tier Designation
i. Tier Value
j. Computed total value of each course which is then summarized and reconciled to the
budget package
2. It is my understanding you will perform these compliance reviews on approximately half of
college locations each year. Therefore, after the reconciliation in 1 above, you will need to sort
the data by location to audit and then reconcile that locations data (class revenue) to the
ledgers of the specific location to assure you have that locations total population.
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3. You will then need to ascertain the following for each location to select a sample by location:
a. Materiality: this would be based on the class revenue of each location. Normally
materiality is deemed to between ½% to 1% of revenue. My suggestion would be to use 1%
of revenue, but this is the judgement of the auditor.
b. Confidence level: This is normally set between 90% and 95%. I would suggest using a 90%
confidence level. This means at the end of your testing you will be 90% confident of your
results after evaluation.
c. Tolerable error: This is the amount of error you are able to conclude no further analysis is
deemed necessary because the amount is quantitatively not material. This error can be
expressed as a dollar amount or percentage.
d. Expected error: It is recommended that all samples have an expected error. An expected
error will cause the sample size to be larger but logistically is more efficient that zero
expected error when errors are found when testing the sample. The expected error is a
judgement call. The higher the expected error the higher the sample size.
e. The above information will then be input into the IDEA software, along with the population
and the software will determine the sampling interval and also select the population for
sampling.
4. Once the sample is selected, the testing of the sample may occur and the key aspect of the test
is the definition of an error. It is my understanding that the NC Community College system has
documented the rules in determining the factors in 1.a. to 1i above and this what will be
evaluated for the whole class in determining if the value of the class is correct. If college has not
complied with those rules in order to determine the class value, then this value would be
deemed an error and the auditor would then need to determine the correct value in order to
input into the IDEA software for evaluation of the error on each sample item.
5. Upon entering the results of each sample item, the software can then evaluate the population in
order to determine if the results are within the parameters in 3. above. If not, the software will
compute the expected error in the population. The evaluation of the sample should be run for
each individual location.
It is my suggestion that you designate two sampling champions within your group to select and evaluate
the samples and to field questions from your auditors in the field. In addition, I would suggested that
the two sampling champions receive further training as it relates to sampling.
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