
"Significance in the context of auditing - (ISA Italia) 320".

International Auditing Standard (ISA) No. 320 deals with the auditor's responsibility to apply the 
concept of materiality in planning and performing the audit of the financial statements. 
The concept of materiality influences the entire audit process, from the planning and conduct of 
procedures, to the assessment of errors identified in the financial statements, as well as in 
forming the opinion in the audit report. The Statutory Auditor should consider not only the size of 
the error (quantitative aspect), but also the nature and context in which it occurs (qualitative 
aspect). Having said that, it is not feasible to design audit procedures to identify all errors that 
could be material solely because of their nature. However, consideration of the nature of 
potential errors in the disclosures is relevant to designing audit procedures to address the risks of 
material misstatement. From an accounting point of view, a fact is material if its omission or 
misstatement could distort the financial results of the financial statements. 
Auditing standards in general, and ISA Italy 320 in particular, do not provide specific guidance on 
determining the materiality threshold. In professional practice the determination of materiality is 
not a simple mechanical calculation, but requires the exercise of the auditor's professional 
judgement and is influenced by the auditor's understanding of the business and its overall risk 
assessment (inherent risk and control risk). 

ISA Italy 320 indicates the following materiality thresholds to be determined by the auditor: 

- the overall significance;

- the operational significance;

- specific or lower significance;

Overall significance is the maximum amount of acceptable error (numerical value) in the auditor's 
judgement that would not alter the economic decisions of stakeholders made on the basis of the 
company's financial statements. 
Operational significance is a lower value than the significance for the financial statements as a 
whole and allows the auditor to set a margin of safety. Its function is to reduce the risk that 
uncorrected and undetected errors may exceed the overall significance. 
Specific materiality, which is also lower than overall materiality, is designed by the auditor to 
protect certain types of stakeholders who might consider errors of less than operational 
materiality to be equally material. 
Thus, the determination of materiality is an essential step in the audit process as it defines the 
scope of the audit procedures to be performed throughout the audit process. Therefore, it is 
desirable that the estimation of materiality is carried out with meticulousness considering also 
possible future events that could significantly change the parameters chosen for the calculation. 
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