General rules of thumb for planning a stratified random sample
There are no mandatory rules on setting the low and high thresholds.   Here are the practical rules of thumb that I use.   I start with these as my guidelines and then adjust up or down as needed.

Negative amounts:   I try to get the negative amounts down to less than 5% of the positive amounts.   I do this by matching the negatives to the positives and extracting the matching and nearly-matching pairs as a separate group.   I create an absolute value field and sort the file by descending absolute value.

After removing as many negatives as I can, I set the low and high thresholds on the remaining positive amounts.

Low threshold:   I set the low threshold such that the population base between zero and the low threshold is less than X percent of the population.   I have set X as low as 0.5 percent or as high as 5.0 percent.   Most often I set X at around 2.0 percent.   I assume if people are willing to accept 5 percent precision, then 2% is a lot less than 5%.    At the line item level, I find that somewhere between 10% and 40% of the line items are below the low threshold.

High threshold:   Setting the high threshold depends on the total sample size that the parties are willing to look at.   For example, suppose you want a total size of 1000 items, and 3 sampled strata at 200 each, then that leaves no more than 400 for the detail stratum above the high threshold.     The total dollars in the detail stratum above the high threshold is anywhere between 20% and 60% of the total dollars in the population.

I often find there is a ratio of 1,000 between my low and high thresholds.    If my low is 100, then my high is 100,000.   If my low is 50, then my high is 50,000.    It does not always work that way, but it often does.   

Then I pick the number of strata, and set the boundaries using the cumulative square root of the frequency method, or the geometric ratio method.     

Next I put in the sample size for each stratum.  I will adjust the sample size, number of strata, and high threshold to get the total sample size to a tolerable level.    Depending on the amount of time available and difficulty of pulling records, the field auditors and taxpayers want the total sample size to be somewhere between 500 and 1,000.   You get more resistance when total sample size exceeds 1,000.

My objective is to develop reasonable sampling plans that will be mutually agreeable.   None of my rules are fixed in stone and I will listen to what the parties want.

I hope this helps.   I welcome your comments.  Please email me any of your sampling guidelines or other thoughts on sampling.

