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SA-320 

 

 

Q.1. Why this SA? 

This Standard on Auditing (SA) deals with the 

Auditor’s responsibility to apply the concept of 

materiality in planning and performing an Audit of 

Financial Statements. The objective of the Auditor is to 

apply the concept of materiality appropriately in 

planning and performing the Audit. 

Q.2. What is Audit materiality and what is 

relation between materiality and Audit 

Risk? 

Any item or information will said to be material if 

Misstatement of which can influence the users decision. 

A Misstatements, including omissions, are considered 

to be material if they, individually or in the aggregate, 

could reasonably be expected to influence the 
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economic decisions of users taken on the basis of the 

Financial Statements; 

Q.3. What is Performance Materiality?  

Performance Materiality means the amount or 

amounts set by the Auditor at less than materiality for 

the Financial Statements as a whole to reduce to an 

appropriately low level the probability that the 

aggregate of uncorrected and undetected 

misstatements exceeds materiality for the financial 

statements as a whole. If applicable, Performance 

materiality also refers to the amount or amounts set by 

the Auditor at less than the materiality level or levels 

for particular classes of transactions, account balances 

or disclosures. 

Q.4. How Auditor judges the materiality 

factor? 

Judgments about Materiality are made in the light of 

surrounding circumstances, and are affected by the size 

or nature of a Misstatement, or a combination of 

both. The Auditor's determination of materiality is a 

matter of professional judgments. 
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Q.5. When Auditor shall apply the concept of 

materiality? 

The concept of materiality is applied by the Auditor 

both in planning and performing the Audit, and in 

evaluating the effect of identified misstatements on the 

Audit and of uncorrected misstatements, if any, on the 

Financial Statements and in forming the opinion in the 

Auditor's report. 

Q.6. Why Auditor shall consider the materiality 

at the time of planning? 

In planning the Audit, the Auditor makes judgments 

about the size of misstatements that will be considered 

material. These judgments provide a basis for: 

 Determining the nature, timing and extent of risk 

assessment procedures; 

 Identifying and assessing the risks of material 

Misstatement; and 

 Determining the nature, timing and extent of 

further Audit procedures. 
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 For example: -  

An Assistant of X and Co., Chartered Accountants 

detected an error of Rs. 5 per interest payment, which 

recurred a number of times. The General Manager 

(Finance) of T Ltd advised him not to request for 

passing any adjustment entry as individually the errors 

were of very small amounts. The Company had 2000 

Deposit Accounts and interest was paid quarterly. In 

this case aggregate of Misstatement shall be taken into 

account. Auditor shall request management to adjust 

the same otherwise he has to qualify the report. 

Q.7. When Auditor shall consider revision in 

Audit Materiality? 

The Auditor shall revise Materiality for the Financial 

Statements as a whole (and, if applicable, the 

materiality level or levels for particular classes of 

transactions, account balances or disclosures) in the 

event of becoming aware of information during the 

Audit that would have caused the Auditor to 

determine a different amount (or amounts) initially.  

If the Auditor concludes that a Lower Materiality for 

the Financial Statements as a whole (and, if applicable, 
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materiality level or levels for particular classes of 

transactions, account balances or disclosures) than that 

initially determined is appropriate, the Auditor shall 

determine whether it is necessary to revise 

performance materiality, and whether the Nature, 

Timing and Extent of the further Audit Procedures 

remain appropriate. 

Q.8. What are Documentations Requirement 

under this SA? 

The Audit documentation shall include the following 

amounts and the factors considered in their 

determination:  

a. Materiality for the financial statements as a whole  

b. If applicable, the materiality level or levels for 

particular classes of transactions, account balances 

or disclosures  

c. Performance materiality and  

Any revision of (a)-(c) as the Audit progressed  
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  THIS SA IN EXAMS  

Q.9. Mr. R, the Auditor of NFP Ltd. obtained 

additional information of significant 

contractual arrangements that draw 

attention to a particular aspect of a 

company's business. Although, he has 

applied the concept of materiality for the 

financial statements as a whole, he wants 

to re-evaluate the materiality concept 

with respect to the additional information 

obtained. As a qualified chartered 

accountant, how would you advise him?                                      

          (May 15/ 5 Marks) 

As per SA 320 “Materiality in Planning and Performing 

an Audit”, the Auditor shall determine materiality for 

the Financial Statement as a whole, while planning the 

Audit procedures. The determination of the level of 

materiality would act as a benchmark during execution 

of Audit procedures. If under some specific 

circumstances, he finds that there are one or more 

particular classes of transactions, account balances or 
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disclosures for which a lower level of materiality is 

required to be set, so that the aggregate of undetected 

or uncorrected misstatements does not exceed 

materiality level for the financial statements as a 

whole. He should determine the lower level of 

materiality in respect of those particular classes of 

transactions, account balances or disclosures; this is 

also termed as Performance materiality. 

In the given case Mr. R has applied the concept of 

materiality for the financial statements as a whole, but 

he want to re-evaluate it with respect to the additional 

information obtained about the significant contractual 

arrangements that draw attention to a particular 

aspect of a company's business. 

Thus, the following is advised to Mr. R: 

 He should revise materiality for the financial 

statements in the event of becoming aware of 

information during the Audit that could influence 

the economic decisions of users taken on the basis 

of the financial statements. 

 If he concludes that a lower level of materiality is 

required to be set for the same, then revising the 

performance materiality. 
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 Whether the nature, timing and extent of the 

further Audit procedures are appropriate, and if he 

finds otherwise, than consider revising the nature, 

timing and extent of the further Audit procedures. 

Q.10. Mr. X was appointed as the Auditor of M/s 

Easy go Ltd. and intends to apply the 

concept of materiality for the Financial 

Statements as a whole. Please guide him 

as to the factors that may affect the 

identification of an appropriate 

benchmark for this purpose.     

            (Nov 13/ 4Marks)  

As per SA 320 on “Materiality in Planning and 

Performing an Audit”, use of Benchmarks in 

Determining Materiality for the Financial Statements as 

a Whole Determining materiality involves the exercise 

of Professional Judgment. A percentage is often 

applied to a chosen benchmark as a starting point in 

determining materiality for the Financial Statements as 

a whole. Factors that may affect the identification of 

an appropriate benchmark include the following: 
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 The elements of the Financial Statements (For 

Example, Assets, Liabilities, Equity, Revenue, 

Expenses); 

 Whether there are items on which the attention of 

the users of the particular entity’s Financial 

Statements tends to be focused (For Example, for 

the purpose of evaluating Financial performance 

users may tend to focus on profit, revenue or net 

assets); 

 The nature of the entity, where the entity is at in 

its life cycle, and the industry and economic 

environment in which the entity operates; 

 The entity’s ownership structure and the way it is 

financed (For Example, if an entity is financed 

solely by debt rather than equity, users may put 

more emphasis on assets, and claims on them, than 

on the entity’s earnings); and 

 The relative volatility of the benchmark. 
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