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A number of factors influence the sample size for a substantive test of details of an
account balance. This aspect is critical in audit planning because selecting an appropriate sample
size ensures that auditors obtain sufficient appropriate audit evidence to form a conclusion about the
accuracy and completeness of the account balance under examination. An inadequate sample size
might lead to insufficient evidence, increasing audit risk, while an excessively large sample could
result in unnecessary audit costs and inefficiencies. Consequently, understanding the various factors
that impact sample size helps auditors design effective and efficient audit procedures that balance
evidence sufficiency with resource expenditure.

Understanding Substantive Tests of Details

Definition and Purpose

Substantive tests of details are audit procedures designed to detect material misstatements in
account balances, classes of transactions, or disclosures. These tests involve examining individual
items within an account to verify their correctness and existence, such as reviewing invoices,
confirmations, or physical counts. The primary goal is to gather evidence that supports the accuracy
of the financial statements.

Role of Sample Size in Substantive Testing

The sample size directly affects the quality and reliability of audit evidence. A well-chosen sample
provides a reasonable basis for the auditor to draw conclusions about the entire population, aligning
with the overall audit risk and materiality levels. Therefore, determining the appropriate sample size
is a fundamental component of audit planning and execution.

Factors Affecting Sample Size for Substantive Tests of
Details



1. Materiality Level

Materiality is the threshold above which misstatements or errors are considered significant enough to
influence the economic decisions of users. The higher the materiality threshold, the smaller the
sample size required because the auditor is willing to accept a higher level of tolerable misstatement.
Conversely, lower materiality levels necessitate larger samples to detect smaller potential
misstatements.

2. Tolerable Misstatement

Tolerable misstatement refers to the maximum amount of misstatement that the auditor is willing to
accept in the account balance without modifying the audit opinion. It is directly tied to sample size; a
lower tolerable misstatement demands a larger sample to ensure that the risk of undetected errors
remains acceptable.

3. Expected Misstatement

The auditor's estimate of the likely misstatement in the population influences the sample size. If a
significant misstatement is anticipated, a larger sample may be necessary to confirm its presence and
quantify its extent accurately. Conversely, if no or minimal misstatement is expected, the sample size
can be reduced.

4. Population Size

The total number of items within the population impacts the sample size, but its effect diminishes as
the population grows large. Generally, for very large populations, the sample size stabilizes, allowing
auditors to use standard sampling tables or formulas. For smaller populations, a larger proportion of
the items may need to be tested to achieve the desired level of assurance.

5. Variability or Heterogeneity of the Population

High variability or heterogeneity within the population increases the likelihood of misstatements and
thus requires a larger sample size to adequately represent the population. Homogeneous populations,
with less variation, allow for smaller samples.

6. Audit Risk and Detection Risk

Audit risk is the risk that the auditor expresses an inappropriate opinion when the financial
statements are materially misstated. Detection risk is the risk that substantive procedures fail to
detect such misstatements. To maintain an acceptable audit risk level, auditors adjust the sample size
accordingly; higher audit risk tolerances permit smaller samples, while lower risks necessitate larger
samples.



7. Nature of the Account or Transaction

Some accounts or transactions are inherently more complex or prone to errors. For example, accounts
with complex calculations, judgments, or estimates may require larger samples to provide sufficient
assurance. Accounts with straightforward, routine transactions may require smaller samples.

8. Internal Control Effectiveness

Robust internal controls reduce the likelihood of misstatements, allowing auditors to decrease the
sample size in their substantive tests. Conversely, weak internal controls necessitate larger samples
to compensate for increased risk.

9. Type of Audit Procedure Employed

The method of testing influences sample size. For example, statistical sampling methods often have
formal formulas to determine sample size based on the factors above, whereas non-statistical
methods may rely more on professional judgment.

Methods for Determining Sample Size

1. Statistical Sampling

¢ Uses mathematical formulas to determine the sample size based on specified risk levels,
materiality, and population characteristics.

¢ Provides quantifiable measures of sampling risk.

e Common techniques include attribute sampling and variable sampling.

2. Non-Statistical (Judgmental) Sampling

» Relies on the auditor’s professional judgment to select a sample size based on experience and
understanding of the population.

e Less formal, but still effective when used appropriately.



Trade-offs and Considerations in Sample Size Decisions

Balancing Cost and Assurance

While larger samples increase the likelihood of detecting misstatements, they also entail higher costs
and time investments. Auditors must strike a balance between obtaining sufficient evidence and
maintaining audit efficiency.

Adjusting for Risk Factors

In high-risk scenarios, such as complex transactions or weak internal controls, larger samples are
justified. Conversely, in low-risk environments, smaller samples may suffice.

Impact of Technology and Data Analytics

The advent of data analytics tools allows auditors to analyze entire populations more efficiently,
potentially reducing the need for traditional sampling while still providing high levels of assurance.

Conclusion

Determining the appropriate sample size for substantive tests of details of an account balance is a
nuanced process influenced by multiple interrelated factors. Materiality, tolerable misstatement,
expected misstatement, population size and variability, audit risk, internal controls, and the nature of
the account all play vital roles in shaping sampling strategies. By understanding and carefully
considering these factors, auditors can design effective audit procedures that achieve the desired
level of assurance without unnecessary expenditure of resources. Ultimately, a well-calibrated
approach to sample size enhances the quality and efficiency of the audit, contributing to the reliability
and credibility of the financial statements.

Frequently Asked Questions

What are the key factors that influence the sample size for a
substantive test of details of an account balance?

Factors include the materiality of the account, the assessed risk of misstatement, the population size,
the expected error rate, the desired level of assurance, and the tolerable misstatement thresholds.

How does the assessed risk of material misstatement impact



the sample size in substantive testing?

A higher assessed risk typically leads to a larger sample size to achieve sufficient audit evidence,
whereas a lower risk allows for a smaller sample size.

In what way does the size of the population affect the sample
size for substantive tests?

Generally, larger populations may require larger samples to accurately represent the population,
although statistical sampling methods may adjust the sample size based on variability within the
population.

Why does the expected error rate influence the determination
of the sample size?

A higher expected error rate suggests the need for a larger sample to detect misstatements with
acceptable confidence, while a lower expected error rate can justify a smaller sample.

How does the desired level of assurance impact the sample
size in substantive testing?

A higher desired level of assurance (confidence) increases the required sample size to reduce
sampling risk and improve the reliability of the audit evidence.

What role does the tolerable misstatement play in
determining the sample size?

A lower tolerable misstatement necessitates a larger sample to detect misstatements that could
exceed this threshold, ensuring the account balance is fairly stated.

How does the variability within the population influence the
sample size for substantive tests?

Greater variability in the population increases the needed sample size to accurately estimate the true
account balance and detect potential misstatements.

Additional Resources

A Number Of Factors Influence The Sample Size For A Substantive Test Of Details Of An Account
Balance

In the realm of financial auditing, the accuracy and reliability of substantive tests are paramount to
forming an auditor’s opinion on the fairness of an entity’s financial statements. A critical aspect of
these tests is determining the appropriate sample size — a decision that significantly influences the
effectiveness and efficiency of the audit process. When auditors select and test account balances,
they are guided by a multitude of factors that collectively shape the sample size needed to achieve



sufficient assurance. Understanding these factors is essential for auditors to balance the risk of
material misstatement against the costs and practicability of testing.

Understanding Substantive Tests of Details

Before delving into the factors influencing sample size, it is important to clarify what substantive tests
of details entail. These tests are audit procedures that involve direct verification of individual account
balances or transactions, such as confirming receivables, verifying inventory quantities, or examining
supporting documentation for expenses. The primary goal is to detect material misstatements and
provide a basis for the auditor’s opinion.

Unlike analytical procedures that evaluate plausible relationships among data, substantive tests of
details focus on the accuracy and completeness of specific account balances or transactions. Given
their exhaustive nature, selecting an appropriate sample size is critical to ensure the tests are both
effective in detecting misstatements and efficient in resource utilization.

Factors Influencing Sample Size for Substantive Tests
of Details

Multiple factors influence the determination of an appropriate sample size in substantive testing.
These factors can be broadly categorized into inherent account characteristics, auditor assessments,
and external considerations. Each factor interacts with the others, and their combined effect guides
the auditor’'s sampling approach.

1. Materiality Level

Materiality refers to the magnitude of misstatements that could influence the economic decisions of
users of financial statements. It forms the foundation of the audit strategy, including sample size
determination.

- Impact on Sample Size:

- Lower materiality thresholds necessitate larger sample sizes because even small misstatements are
considered significant.

- Conversely, higher materiality levels allow for smaller samples, as larger misstatements are
tolerated without affecting the overall audit opinion.

- Application:
- Auditors set materiality based on quantitative measures (e.g., a percentage of total assets or net



income) and qualitative factors (e.g., nature of the account, user expectations).
- The chosen materiality influences the precision of the sample and, consequently, the number of
items tested.

2. Risk of Material Misstatement (RMM)

The risk of material misstatement encompasses inherent risk and control risk, representing the
likelihood that the account balance contains misstatements before substantive testing.

- Impact on Sample Size:

- Higher RMM implies greater uncertainty, prompting auditors to increase sample size to compensate
for the increased risk.

- Lower RMM allows for smaller samples, as the likelihood of significant misstatements is deemed
lower.

- Application:

- Auditors assess RMM during planning, considering factors such as the complexity of transactions,
management integrity, and internal control effectiveness.

- An elevated RMM results in more extensive testing and larger samples, ensuring sufficient evidence
to mitigate the increased risk.

3. Tolerable Error and Expected Error

- Tolerable Error: The maximum misstatement in an account balance that the auditor is willing to
accept without modifying the audit opinion.

- Expected Error: The auditor’s estimate of the misstatement amount based on prior knowledge,
controls, and preliminary assessments.

- Impact on Sample Size:

- Smaller tolerable errors require larger samples, as the test must be more precise to detect small
deviations.

- Larger expected errors or tolerable errors permit smaller samples because less precise testing
suffices.

- Application:

- When the auditor expects little misstatement, they may opt for a smaller sample, confident that the
likelihood of missing significant errors is minimal.

- Conversely, if preliminary evidence suggests potential issues, a larger sample enhances the
likelihood of detecting misstatements.



4. Population Size and Variability

Population size refers to the total number of items or transactions within the account balance, while
variability indicates the degree of heterogeneity among items.

- Impact on Sample Size:

- Larger populations often require larger samples but with diminishing returns once a certain
percentage is tested.

- High variability among items (e.g., a mix of small and large receivables) demands larger samples to
accurately represent the population.

- Application:

- Stratification techniques can help manage variability by grouping items into homogeneous subsets,
reducing the overall sample size needed.

- Understanding the nature of the population allows auditors to tailor sampling methods accordingly.

5. Sampling Methodology

The choice of sampling technique—such as random sampling, systematic sampling, or judgmental
sampling—affects the sample size.

- Impact on Sample Size:

- Certain methods, like statistical sampling, require larger initial samples to achieve desired
confidence levels and precision.

- Judgmental or non-statistical sampling may involve smaller samples but at the expense of statistical
validity.

- Application:

- Statistical sampling provides quantifiable assurance levels, influencing the size based on confidence
and precision levels.

- Non-statistical methods rely more on auditor judgment, which can lead to variable sample sizes.

6. Audit Objectives and Level of Assurance Required

The depth of testing and the level of assurance sought influence sample size.

- Impact on Sample Size:
- Higher assurance levels (e.g., 95% confidence) necessitate larger samples.
- If the goal is to gain only limited assurance, smaller samples may suffice.

- Application:
- The scope of substantive testing is tailored based on audit risk assessments, regulatory



requirements, and stakeholder expectations.

7. Nature and Complexity of the Account Balance

Complex accounts with numerous transaction types or intricate calculations pose greater audit
challenges.

- Impact on Sample Size:

- Increased complexity often warrants larger samples to capture potential misstatements across
different transaction types and processes.

- Simpler accounts with straightforward transactions may require smaller samples.

- Application:

- For example, inventory with diverse SKUs and valuation methods may require more extensive
sampling than a straightforward cash account.

8. Internal Control Effectiveness

Internal controls serve as a first line of defense against errors and fraud.

- Impact on Sample Size:
- Strong internal controls reduce the risk of misstatements, allowing auditors to reduce sample sizes.
- Weak controls necessitate larger samples to compensate for higher detection risk.

- Application:

- Testing the operating effectiveness of controls can sometimes substitute or reduce substantive
testing, influencing the sample size for detailed tests.

Analytical Frameworks and Quantitative Models

Auditors often employ statistical models and frameworks that incorporate these factors to determine
sample size quantitatively. For instance:

- Attribute Sampling: Used to estimate the rate of misstatement within a population, factoring in
desired confidence levels and tolerable error.

- Variable Sampling: Focuses on estimating the dollar amount of misstatement, requiring calculations
that consider population variability and precision levels.



These models facilitate data-driven decisions, providing clear justifications for chosen sample sizes
and enhancing the audit’s overall validity.

Trade-offs and Practical Considerations

While larger samples increase the likelihood of detecting misstatements, they also elevate audit costs
and time commitments. Conversely, smaller samples may save resources but risk missing material
errors. Therefore, auditors must balance these trade-offs considering:

- The importance of the account balance within the financial statements.

- The overall audit risk and the potential impact of undetected errors.

- The availability of audit resources and time constraints.

- The use of sampling techniques that optimize efficiency (e.qg., stratified or systematic sampling).

Conclusion

The determination of an appropriate sample size for substantive tests of details of an account balance
is a nuanced process influenced by a combination of quantitative and qualitative factors. Materiality
levels, risk assessments, population characteristics, internal controls, and audit objectives all interplay
to shape the scope and depth of testing. A thorough understanding of these factors enables auditors
to design effective sampling plans that strike a balance between assurance and efficiency.

In an increasingly complex financial environment, leveraging both professional judgment and
guantitative models is essential. As technology advances, tools such as data analytics and audit
software further refine sample size calculations, allowing for more precise and efficient testing
procedures. Ultimately, the goal remains to provide a high level of confidence in the financial
statements while optimizing resource utilization — a delicate balance that hinges on understanding
the myriad factors influencing sample size in substantive testing.
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