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CONCEPT

320, misstatements are material if they, individually or
onably be expected to influence the economic decisions
the basis of financial statements.

ounts below the materiality threshold — individually or in aggre
ays immaterial.

ditor shall assume that the users —

e reasonable knowledge of business and economic activity.
erstand the financial statements.

nize the inherent uncertainties in use of estimates and judg
ke reasonable economic decisions.

t of materiality Is based on surrounding circ
ria) and size and nature of misstatement.



RELATIONSHIP WITH AUDIT PROCESS

t of materiality Is fundamental to the audit process.
Itor for —

assessment.

rmining the nature, time and extent of audit procedures
Icient and appropriate audit evidence.

luating the effect of identified and uncorrected misstate
Inancial statements.

Ing the audit opinion and report.



ILLUSTRATIVE MATERIAL MISSTATEMENTS

Ilustrative list of material misstatements —
at changes loss into profit and vice versa.

aving impact on compliance with debt covenants (e.g. cur
etc.)

having impact on contractual agreements.
aving impact on compliance of regulatory provisions.

ving effect on variable compensation payable to KMP.
anating from fraud or omission or commission.
g significant impact on financial statements.
Impact on the image of the entity.



TYPES OF MATERIALITY

ateriality i1s a threshold above which the financia
misstated and would affect the economic decision of
ncial statements. It depends on the size of the organizat
actions, character of management and auditor’s judgement.

mance materiality — it is an amount less than overall mate
S a safety buffer to lower the risk of aggregate uncorre
cted misstatements which could be material for overall
nts.

materiality — it is established for class of transactions
and disclosures.

ationship exists between audit risk and materiality
wer will be the materiality.



DETERMINING THE MATERIALITY

Ining the overall materiality, following steps are inv
assessment and risk classification into — low, medium o

cting the appropriate benchmark and financial data for th
chmark.

termining the percentage to be applied to the selected be
ending upon the risk assessment.

lous benchmarks are generally used for materiality. One
Ingle benchmark or multiple benchmarks. The selectio
e benchmark will depend on following 2 factors —

the audit risk. (i.e. Low, Medium or High)
1zation.



DETERMINING THE MATERIALITY

IS high, the auditor may use multiple benchmarks as
verall materiality — gross revenue.

specific materiality related to items of profit & loss accou
fit or PBT.

I specific materiality related to assets — total assets.
specific materiality related to liabilities — sharecholders’ eq

Ing upon the absolute value of above benchmarks, the au
rent percentages for determining materiality. E.g. —
unt of absolute value of benchmarks, the percent c
f large amount, the percent could be low.



DETERMINING THE MATERIALITY

lon of benchmark also depends on the type o

ase of new unit — gross turnover would be the benchma
ase of entity for profit — normalized profit.

ase of NPO — total expenses.

ase of heavy debt financing — total assets.

se of liquidity crunch — total equity.

of entities working in public utilities — total cost
f volatility in profit — gross profit.



MATERIALITY AND AUDIT

tration and performance of audit will depend on
about the risk, materiality and sampling.

essary to decide the materiality during the audit plan stage

SO necessary to evaluate the materiality again during the pr
and accordingly adopt or modify audit techniques and
on.

fter deciding the materiality, it is not possible to check
m above materiality level due to time and cost constral
ropriate sampling methods Is necessary.

Ing can be done on the basis of Benford Analy
Ing or selective sampling.



MATERIALITY AND AUDIT

used for selecting the samples from large number
ons like sales or purchases or cash. This technique n
ted by use of statistical random sampling.

urnal entries, Bank transactions, Account balances & Disc
ve sampling Is a better technique.

ecessary to prepare documentation about materiality and
serve them as working papers.

al techniques like balance confirmations from banks, d
analytical procedures like comparative statement
ould also be used.



MATERIALITY AND AUDIT

ollowing ICALI published material is also necessa
entation guide on materiality.

15 - ROMM

20 — Materiality in audit

50 — Evaluation of misstatement

00 — Audit evidence

1 - Audit evidence — selected items
— External confirmations
Analytical procedures

dit sampling



MATERIALITY DOCUMENTATION

Ing the materiality as per the worksheet, it IS necessa
cumentation describing the process of deciding materi
ns.

description —

materiality criteria used for assessing the Risk. - A
ssification of risks — No risk, Low risk, Medium Risk & High ri
htage of risk — On scale of 0to 10. C

lon between marking & risk grade. B & C together.

risk assessment depending upon the percentage marks s
K selected based on the type of entity for overall m
of various benchmarks for calculating specifi



MATERIALITY DOCUMENTATION

of pre-defined % for various levels of overall materiali

n of pre-defined % for various levels of specific ma
ons, account balances and disclosures. H

e benchmark amount |
erall materiality & specific materiality threshold amounts. J
% and amount based on overall materiality. K

exceptional, non-recurring & unusual amounts excluded
rk amount.
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