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Whatdowe
mean when we \
regard )
somethingas
material for us? /




Materiality Concept

We use concept of materiality in
our daily life decisions

Can you think of some
examples?



DEFINITION

“A misstatement or the aggregate of all
misstatements in financial statements,

1

Is considered to be material if, / ‘

it is probable that the decision, of a
person who

e jsrelying on the financial statements and who has a

reasonable knowledge of the business and

economic activities (user)

would be changed or influenced by such
misstatements or the aggregate of all
misstatements.”




“Inn my opinion these financial
statements present fairly (or give a true
and fair view) in all material respects,

the financial position of (entity).”
tu6 Liuaucial boaziou ol (surgizh)e..



CONSIDERATIONS FOR DETERMINING
MATERIALITY

%

Materiality in the last two cases is likely to be much lower
than planning materiality, but even small error or
misstatement leads automatically to the need to consider
qualification.




VALUE OF MISSTATEMENT
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Materiality by value is the highest level of
misstatement that can be tolerated without affecting
the decision of the users.




NATURE OF MISSTATEMENT

An item (or group of items) may render a matter
material because of its inherent nature or
characteristics rather than its value — for example

errors in amounts for |
which the reader
might reasonably
expect to find a high
degree of precision
(e.g. an amount that
SPOUM equatetoa | poan so authorized:
igure in another |
account); ‘1

where the law or expenditure required
to be authorized in
advance by the
Ministry of Finance

but failing to have

regulation requires it
to be disclosed
separately regardless
of the amount
involved.




e turn a surplus e increase the
into a deficit excess on an
or vice versa; expenditure

head above

the threshold
that requires

the limits for ol

® /ncrease
losses above

explanation in

disclosure; Sl
/




QTHER FACTORS FOR MATERIALITY

In addition to three mam factors above the foIIowm 3t
generally used by audita
by value, na




NATURE QF MATERIALITY




ROLE OF MATERIALITY

PLANNING STAGE

Prioritizing the

audit areas for | Determining mix

allocating scarce of tests.

audit resources.




ROLE OF MATERIALITY

e materiality level set to determine the
ount of audit effort.

At the planning stage, materiality by value is
likely to be the main determinant.

The judgement is guided by

e using percentage range limits (0.5% to 2%)

e Absolute size: Fixing an amount above which every thing is
considered material (any error above 50 million)



ROLE OF MATERIALITY




CONCEPT

If not, what
do you

propose to
use?




AUDIT RISK AND MATERILAITY

)

The auditor is concerned with material misstatements, and is
not responsible for the detection of misstatements that are not

\material to the financial statements taken as a whole. |

To determine whether there are misstatements material to the |
financial statements taken as a whole, the auditor considers

the risk of material misstatement at two levels: |
\
e the overall financial statement level and
* in relation to classes of transactions, account balances, and disclosures and the
related assertions.
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ESTIMATING MATERIALITY

Identify the probable users of the financial statements. |

@

Identify the information in the financial statements that is expected to be the
most important to each of these users- the base amount (e.g., total
expenditures, total assets:ar the annual surplus or deficit).
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Estimate the percentage(s) h << iount(s) could be misstated I

without signifi ﬂ”*'60<°®<0°“ __swiin. | the users of the financial
(\. m ~ —————
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Multiply the percentage(s) timesthe base amount(s). ‘

$

'Select the lowest amount — this is the materiality amount. Errors exceeding this I
value are material.




Applicable

Factor

Percentage of total expenditures (usual range is 2%
for "small" entities to 0.5% for "large" entities)

Percentage of total revenue (usual range is 2% for
"small" entities to 0.5% for "large" entities)

Percentage of normalized pre-tax income (usual
range is 5% for entities with "large" pre-tax incomes
to 10% for entities with "small” pre-tax incomes)

Percentage of equity (1% often suggested)

Percentage of assets (0.5% often suggested)

Other information (base amount) (please specify)

Base
Amount

Materiality
Amount




PLANNED PRECISION

MTERIALITY
represents
'TOLERABLE

REMAINING
TOLERABLE
LIMIT

e Materiality —
Expected

Error= Planned
Precision







