
MISSTATEMENTS

ISA (UK) 450 -  
Evaluation of  
misstatements identified  
during the audit

ISA (UK) 580 -  
Written representations

ISA (UK) 700 -  
Forming an opinion and  
reporting on financial  
statements

ISA (UK) 720 - 
The auditor’s responsibilities  
relating to other information

This document provides guidance on application of the firm’s policy and  
requirements of ISAs (UK) regarding the identification and recording of  
misstatements and the reporting of misstatements to those charged with 
governance.

ISA (UK) 260 - 
Communication with those 
charged with governance

See also: BDO Audit Manual

CLICK HERE
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WHY DO I NEED TO  
RECORD MISSTATEMENTS?

The primary purpose of the audit is to detect material misstatements in the 
financial statements.  
 

We are also required by ISA (UK) 720 to consider misstatements in ‘other 
information’.  
 
The term ‘misstatements’ covers both errors and omissions which may result from 
errors in the numbers in the primary statements or notes, misstatements in other 
disclosures required by the applicable reporting framework or which are necessary 
in order to give a true and fair view, or misstatements in other information 
accompanying the financial statements.

In order to carry out the audit we need to be able to:

+ evaluate the impact of any detected errors on our audit strategy and plan. It 
may be that the existence of errors causes us to change our approach, reassess 
performance materiality or perform additional procedures in certain areas;

+ report misstatements, other than those that are clearly trivial, to management and 
those charged with governance;  

+ evaluate the impact of individual uncorrected misstatements, both individually 
and in aggregate on the view given by the financial statements and our opinion 
thereon. 

For this to happen effectively we need to capture ALL non-trivial misstatements in 
one place on the file.  
 
This is the summary of misstatements (SoM).
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WHAT ARE MISSTATEMENTS?

Misstatements may be ‘hard’ or ‘factual’ errors such as incorrectly 
recorded or calculated figures or misstatements of fact, errors in 
estimation/judgement where we disagree with management’s 

assessment or omissions of required disclosures or of other information 
necessary for a proper understanding of the financial statements. All 
should be recorded on the SoM. 
 
For the purposes of our evaluation referred to above we also need 
to consider ‘potential’ misstatements where our testing had indicated 
errors in a population but we have not been able to reliably quantify the 
full extent of the potential error. Whilst the errors detected by testing 
may be individually immaterial or trivial the nature and/or extent of the 
errors may be such that they are indicative of a wider problem which 
should be considered as part of our evaluation of misstatements. It is 
important therefore that such potential misstatements are also captured 
on the SoM. Where misstatements are detected in a sample intended 
to be representative of the population as a whole we may identify a 
potential misstatement by extrapolation of the errors found. In other 
cases we may need to consider other ways of evaluating the overall 
impact of errors detected in testing. Such errors, however, should not 
just be ignored. 
 
Misstatements may also arise in the exercise of judgement. Where 
management has used judgement in the determination of an accounting 
estimate we need to consider whether judgements are reasonable and 
supported by appropriate evidence. In order to do this, we determine a 
range within which judgements will be considered to be acceptable. 
Estimates derived from judgements within this range, will, in the absence 
of management bias, be considered acceptable. Where the estimate 
falls outside what we consider to be the acceptable range, there is a 
misstatement which must be recorded on the SoM.  
 
Management bias may also result in a misstatement. This is more difficult 
to quantify but if we determine that a number of estimates are made on 
the basis of judgements within, but towards one end of their acceptable 
ranges, and that the cumulative effect is to push income, assets or  
liabilities in one particular direction then we need to consider whether 
this arises as a result of management bias and whether there is a  
cumulative misstatement in the financial statements as a result. 
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In this case the individual estimates will 
not necessarily have been recorded on 
the SoM (as being within acceptable 
ranges) so separate consideration of 
management bias is required. 
 
Misstatements may also arise from  
incorrect, incomplete or misleading  
narrative disclosures or failure to comply 
with disclosure requirements of the  
applicable reporting framework.
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Aa numerical misstatement falls 
below the clearly trivial level and 
 

+ is not indicative of a non-trivial 
potential error; and 
+ is not in an area of particular sensitivity 
(eg directors’ emoluments, certain 
related party transactions; and

Bcorrection of the misstatement 
would not affect the view given 
by the financial statements or 

have any appreciable impact on key 
aspects of the financial statements such 
as performance targets or covenants; 
and

C   it is not indicative of fraud or 
non-compliance with laws or 
regulations; and

Dit is not otherwise a matter that 
we consider should be brought 
to the attention of those charged 

with governance to assist them in the 
performance of their duties. 

All actual or suspected misstatements 
and potential misstatements other than 
those that are clearly trivial should be 
recorded on the SoM.

+ It  is a ‘reporting’ threshold i.e. it sets a level of misstatement above which we 
will report to those charged with governance, and, if a misstatement, request 
correction; and 
 
+ It is an accumulation threshold below which a misstatement that is not 
considered to be individually significant will not be considered to have any impact 
on our overall evaluation of misstatements and therefore need not be aggregated 
with other misstatements for this purpose. 
 
As a reporting threshold it is generally sensible to use a rounded number for this 
purpose. 
 
A misstatement is clearly trivial when:

WHEN IS A MISSTATEMENT 
CLEARLY TRIVIAL?

At the planning stage we determine a ‘clearly trivial’ level to be applied in the audit. 
This serves two purposes:
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CLICK HERE

CLICK HERE

EXAMPLES - 
CLEARLY TRIVIAL
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‘ISOLATED’ ERRORS

+  an ‘isolated error which happened when someone was on holiday/absent 
through illness – what happened on other occasions when this person was absent? 
Did similar misstatements arise then? 

+  discrepancies in stock counts. Was this really isolated or was it symptomatic of 
carelessness or poor supervision? Could similar issues have arisen elsewhere? 

+  journal posted the wrong way round. Was this one-off or does it indicate a  
failure not only on the part of the originator but on the authorisation process under 
which the journal was supposedly reviewed? Does this in turn indicate a control 
weakness which undermines our confidence in the process and impacts on our  
approach to journal testing? 

Where possible we should always consider the circumstance giving rise to a  
misstatement and consider the potential implications for our work in other areas. In 
many cases the circumstances giving rise to a misstatement are clearly identifiable 
and are unlikely to have given rise to other misstatements elsewhere. However, 
care needs to be taken when labelling misstatements as one-off or isolated.
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You should record for further evaluation 
on the SoM: 
 
+ All identified factual errors that are 
individually in excess of CT 
 
+ Factual errors arising in a sample 
where the aggregate error is in excess 
of CT 
 
+ Extrapolated errors where the 
extrapolated amount exceeds CT 
 
+ Judgemental errors to the extent that 
management’s estimate falls outside the 
range that we consider to be acceptable 
 
+Judgemental estimates that are 
within an acceptable range but may be 
indicative of management bias when 
taken into consideration along with 
other estimates 
 
+ Non-trivial errors, omissions or 
misleading information in narrative 
and other disclosures in the financial 
statements 
 
+ Non-trivial errors, omissions or 
misleading information in narrative and 
other disclosures in other information 

+ Inconsistencies between other 
information and information in the 
financial statements or knowledge 
gained by us in the course of the audit. 

If in doubt – record on SoM – it can always be  
removed later after further evaluation!

W
 
HAT SHOULD I 
RECORD ON THE 

SOM?
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WHAT SHOULD I REPORT TO 
TCWG?

Corrected misstatements (although in some cases reporting may be 
appropriate)

Judgemental estimates - where we have assessed that there is no indication of 
material misstatement arising from management bias 

 
ALL OTHER misstatements as noted above should be reported to tcwg, with a 
request that factual and judgemental errors be corrected. (We cannot normally 
request ‘correction’ of an extrapolated error as this is not actually a misstatement 
but simply an indication of the possible error in the population).

The following will NOT need to be reported to tcwg:
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DO NOT FORGET - where misstatements 
reported to tcwg remain  

uncorrected they should be listed in an attachment to the representation  
letter signed by the client. This is a requirement of Auditing Standards. 

REP LETTER
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