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SA-450 

 

 

 

Q.1. Why This SA? 

This Standard on Auditing (SA) deals with the 

Auditor’s responsibility to evaluate the effect of 

identified Misstatements on the Audit and of 

Uncorrected Misstatements, if any, on the Financial 

Statements.  

The objective of the Auditor is to evaluate: 

 The effect of identified misstatements on the 

Audit; and 

 The effect of uncorrected misstatements, if any, on 

the Financial Statements. 
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Q.2. What do you mean by Misstatement and 

Uncorrected Misstatements? 

Misstatement refers to, "A difference between the 

Amounts, Classification, Presentation, or Disclosure of 

a Reported Financial Statement item and the amount, 

classification, presentation, or disclosure that is 

required for the item to be in accordance with the 

applicable Financial Reporting Framework." 

Misstatements can arise from error or fraud. On the 

other hand, Uncorrected Misstatements refer to 

Misstatements that the Auditor has accumulated during 

the Audit and that have not been corrected. 

Q.3. How should Auditor accumulate the 

Identified Misstatements? 

The Auditor shall accumulate misstatements identified 

during the audit, other than those that are clearly 

trivial. The Auditor may designate an amount below 

which misstatements would be clearly trivial and 

would not need to be accumulated because the 

Auditor expects that the accumulation of such amounts 

clearly would not have a material effect on the 

financial statements. To assist the Auditor in evaluating 
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the effect of misstatements accumulated during the 

audit and in communicating misstatements to 

management and those charged with governance, it 

may be useful to distinguish between factual 

misstatements, judgmental misstatements and 

projected misstatements. 

 Factual misstatements are misstatements about 

which there is no doubt. 

 Judgmental misstatements are differences arising 

from the judgments of management concerning 

accounting estimates that the Auditor considers 

unreasonable, or the selection or application of 

accounting policies that the Auditor considers 

inappropriate. 

 Projected misstatements are the Auditor’s best 

estimate of misstatements in populations, 

involving the projection of misstatements 

identified in audit samples to the entire 

populations from which the samples were drawn.  
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Q.4. How to consider the Identified 

Misstatements as the Audit Progresses 

The Auditor shall determine whether the overall Audit 

strategy and Audit plan need to be revised if: 

 The nature of identified misstatements and the 

circumstances of their occurrence indicate that 

other misstatements may exist that, when 

aggregated with misstatements accumulated during 

the Audit, could be material; or 

 The aggregate of misstatements accumulated 

during the Audit approaches materiality 

determined in accordance with SA - 320 (R). 

If, at the Auditor's request, management has examined 

a class of transactions, account balance or disclosure 

and corrected misstatements that were detected, the 

Auditor shall perform additional Audit procedures to 

determine whether misstatements remain. 

Q.5. How Auditor shall evaluate the 

Uncorrected Misstatements? 

Prior to evaluating the effect of uncorrected 

misstatements, the Auditor shall reassess materiality 
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determined in accordance with SA 320 to confirm 

whether it remains appropriate in the context of the 

entity’s actual financial results. 

Q.6. How to communicate and get corrected 

these misstatements? 

The Auditor shall communicate on a timely basis all 

misstatements accumulated during the Audit with the 

appropriate level of management, unless prohibited by 

law or regulations. The Auditor shall request 

management to correct those misstatements. If 

management refuses to correct some or all of the 

misstatements communicated by the Auditor, the 

Auditor shall obtain an understanding of 

management's reasons for not making the corrections 

and shall take that understanding into account when 

evaluating whether the Financial Statements as a 

whole are free from material Misstatement. 

Communication with Those Charged with 

Governance: The Auditor shall communicate with 

those charged with Governance uncorrected 

misstatements and the effect that they, individually or 

in aggregate, may have on the opinion in the Auditor's 
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report, unless prohibited by law or regulation. The 

Auditor's communication shall identify material 

uncorrected misstatements individually. The Auditor 

shall request that uncorrected misstatements be 

corrected. The Auditor shall also communicate with 

those charged with 

Governance the effect of uncorrected misstatements 

related to prior periods on the relevant classes of 

transactions, account balances or disclosures, and the 

Financial Statements as a whole. 

Q.7. What are the requirements relating to 

written representation in relation to 

Uncorrected Misstatements? 

The Auditor shall request a written representation 

from management and, where appropriate, those 

charged with Governance whether they believe the 

effects of uncorrected misstatements are immaterial, 

individually and in aggregate, to the Financial 

Statements as a whole. A summary of such items shall 

be included in or attached to the written 

representation. 
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Q.8. What are the requirements relating to 

documentation in this SA? 

 The Audit documentation shall include: 

 The amount below which misstatements would be 

regarded as clearly trivial; 

 All misstatements accumulated during the Audit 

and whether they have been; and 

 The Auditor's conclusion as to whether 

uncorrected misstatements are material, 

individually or in aggregate, and the basis for that 

conclusion. 
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THIS SA IN EXAM 

Q.9. In Audit plan for T Ltd, as the Audit partner 

you want to highlight the sources of 

misstatements, arising from other than 

fraud, to your Audit team and caution 

them Identify the sources of 

misstatements.              (May 13 / 4 Marks) 

According to SA-450, “Evaluation of Misstatements 

Identified during the Audit”, the following are the 

sources of misstatements arising from other than fraud 

- 

 An inaccuracy in gathering or processing data from 

which the Financial Statements are prepared; (e.g. 

all the expenses are clubbed in expense list 

whether capital or revenue)  

 An omission of an amount or disclosure;(e.g. 

unrecorded purchase or sales) 

 An incorrect accounting estimate arising from 

overlooking, or clear misinterpretation of facts; 

and (e.g. wrong estimation of useful life of asset) 
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 Judgments of management concerning Accounting 

Estimates that the Auditor considers unreasonable 

or the selection and application of Accounting 

Policies that the Auditor considers inappropriate 

(under construction contract wrong way of 

estimating the work completed) 

Q.10. In the course of Audit of T Ltd., the Audit 

team is not sure of the possible source of 

Misstatement in the Financial Statements. 

As the Audit manager identify the source 

of misstatements.      (May 11/ 4 Marks) 

According to SA-450, “Evaluation of Misstatements 

Identified during the Audit “, Auditor should consider 

that following may be the causes for a misstatements a 

Misstatement in Financial Statement. 

 An inaccuracy in gathering or processing data from 

which the Financial Statements are prepared. 

 An omission of an amount of disclosure. 

 An incorrect accounting estimate arising from 

overlooking or clear misinterpretation of facts &; 
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 Judgments of management concerning Accounting 

Estimates that the Auditor considers unreasonable 

or the selection & application of Accounting 

Policies that considers the inappropriate. 
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