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One of the things that always needs to be established, when assessing conformance against criteria, 
is the materiality of a finding against that criterion i.e. the impact on the objectives of the criterion 
or the risk objectives of the utility.1 Our regulators rely on auditors to help quantify materiality – but 
we have found that auditors can have differences of opinion on materiality. This difference of 
opinion can create uncertainty for both the regulator and the auditee as well as creating difficulties 
in terms of comparing results between audits. In this joint Risk Edge-D2K Information-Wai Comply 
White Paper, we review the definition of materiality, what it looks like for water management system 
non-conformances and whether assessment can be systematised to help improve consistency in 
audit findings and reduce uncertainty in outcomes. 

The Auditor 

Different jurisdictions have different means of compliance oversight. In Australia, drinking water 
compliance is largely delegated to independent, appropriately qualified auditors.  

In a NZ context, auditing falls to Drinking Water Assessors (DWAs). The role of a DWA encompasses 
both a regulatory function and in practice, an auditor function. Due to this application within the 
NZ setting, the decisions relating to material non-conformances made as an auditor (first) can lead 
to quite substantial ramifications from a regulatory perspective (secondly), whereby a judge-jury-
and-executioner analogy can become true. 

Initially the role of the DWA was designed through legislation to ensure that in an 'auditor' capacity 
(by function), the DWA had sufficient technical knowledge in the field of drinking-water 
management and treatment to undertake robust audit assessments and make sound decisions 
which should improve safe drinking-water outcomes. This was supported by the fact that each DWA 
has the same manuals and procedures (including finding definitions) to perform the audits in a 
nationally consistent manner. However, even with such training and systems being applicable to 
DWAs, auditors have been witnessed in the field, make differing decisions as to what constitutes a 
material non-conformance compared to the same issue from a similarly experienced but differing 
auditor. There is clearly a need for consistency. 

What does ‘material’ actually mean? 

Material non-conformances are a significant issue for utilities, often bringing with them substantial 
board and even political ramifications (where the utility is a public enterprise and non-conformances 
are reported to the responsible minister). Being involved in many statutory audits between us, we 
have seen first-hand the to-ing and fro-ing in terms of what constitutes a material non-conformance. 

 
1 Davison, A. (2020) The Application of ISO 31000 to Drinking Water Quality Risk Management: A Practical Approach. 
Published by Risk Edge Pty Ltd, Sydney, Australia. ISBN: 978-0-9875560-0-4. 
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It’s therefore useful to have a look at a formal definition of material. There are several standards 
which include definitions of materiality – in general, these tend to be compliance engagements 
associated with financial audits (Table 1).  

Table 1. Materiality definitions in auditing. 

INSTRUMENT AREA MATERIALITY 

ASAE 3100 (in 
relation to 
compliance 
engagements)2 

In relation to 
potential (for risk 
assessment 
purposes) or 
detected (for 
evaluation purposes) 
matter(s) of non-
compliance  

Instance(s) of non-compliance that are significant, 
individually or collectively, in the context of the entity’s 
compliance with compliance requirements, and that 
might influence relevant decisions of intended users or 
affect the assurance practitioner’s conclusion. 

ASAE 31002 

In relation to the 
compliance 
framework and 
controls 

Instance(s) of deficiency that are significant in the 
context of the entity’s control environment and that 
may raise the compliance engagement risk sufficiently 
to affect the assurance practitioner’s conclusion. 

External Reporting 
Board (XRB) NZ ISA 
(NZ) 320 (financial 
lens) 

Materiality in 
planning and 
performing an audit 

The determination of performance materiality is not a 
simple mechanical calculation and involves the exercise 
of professional judgement. It is affected by the auditor’s 
understanding of the entity, updated during the 
performance of the risk assessment procedures; and the 
nature and extent of misstatements identified in 
previous audits and thereby the auditor’s expectations 
in relation to misstatements in the current period. 

Auditor-General's 
Auditing Standards - 
under the Public Audit 
Act 2001 (both 
financial and 
performance) 
AG-5 Performance 
audits, other auditing 
services and other 
work 
AG ISA (NZ) 320  

Materiality in 
planning and 
performing an annual 
audit 

Material means, for the purposes of forming an opinion 
on a public entity’s financial and performance 
information, a statement, omission, fact, or item of such 
a nature or amount that its disclosure, or the method of 
treating it, given full consideration of the circumstances 
applying at the time the financial and performance 
information is completed, could reasonably be 
expected to influence readers’ overall understanding of 
the financial statements and performance information in 
making decisions or assessments about the stewardship 
and allocation of resources and the performance of the 
public entity. 

 

Interestingly, ASAE 3100 allows for potential materiality to be considered. This fact accords with 
both good risk management and adding auditing value, as it allows potential impacts on objectives 
to be picked up before they are realised. In some systems we have audited, we have picked up 
situations that have not yet had an impact, but have had the potential to create an impact. We have 
taken account of the potentiality, when considering materiality. 

 
2 https://www.auasb.gov.au/admin/file/content102/c3/ASAE_3100_Compliance_Engagements.pdf 
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In law, there are also examples where the ‘potential’ for risk is contemplated. The Northern Territory 
of Australia’s 1992 Water Act, for instance, includes the following at Section 16: 

“Prohibition of Pollution: Section 16(2G)(3) In a proceeding for an offence against this 
section, proof of the existence on land of a drain, pond, dump or other means (including 
mechanical means) whereby waste is capable of being conveyed, retained or deposited 
in such a manner as to come into contact directly or indirectly with water is prima facie 
evidence that waste came into contact with such water at the time that such drain, 
pond, dump or other means existed.” 

The section contemplates the potential for something to create risk (in this case, water pollution) – 
in essence, the section creates an offence, based on the potential for a harm to occur. Just because 
there is no evidence that the thing has yet caused harm, does not mean that it should not be 
considered as unharmful. Potential materiality is implied by both presence and proximity. 

What does a material non-conformance look like for water quality? 

Material harms (in the form of what constitutes an offence) are usually set out in the legal and formal 
requirements of a jurisdiction e.g. the Safe Drinking Water Act in the US and drinking water 
provisions within the Public Health Act 2010 (NSW). Guidelines may also be called up in formal 
instruments (such as statutes or operating licences) in which case, harms may be reflected in water 
quality management principles (that are not to be contravened – an example is the guiding 
principles in the Australian Drinking Water Guidelines and the NZ Water Safety Plan guidance) or 
water quality guideline values that are not to be exceeded. Harms can be determined by looking 
at acute (will it make me sick now?) or chronic (how long before it makes me sick?) hazard or 
contaminant levels and for how long the values have been breached. 

In NSW, the Independent Pricing and Regulatory Tribunal is the independent pricing regulator for 
water, public transport, local government, as well as the licence administrator of water (for some 
public and private utilities), electricity and gas and the scheme administrator and regulator for the 
Energy Savings Scheme. It has a cross-industry Compliance and Enforcement Policy3 which helps 
guide its decision-making. In terms of the context of enforcement actions, the policy states the 
following in relation to materiality: 

“We will consider the materiality of the non-compliance in determining to take 
enforcement action and the type of enforcement action. In determining what 
enforcement action to take we will consider the materiality by assessing the 
consequence that has occurred or would be expected to occur as a result of a 
confirmed non-compliance.” 

IPART goes on to detail what it means by materiality through clear, risk-based descriptors covering 
consequences to safety, health, property, environment, customers and/or consumers. As an 
example, using the IPART descriptors, materiality for drinking water could encompass: 

• Catastrophic: Widespread severe customer impact, including long term shutdowns of 
services that result in significant losses to the NSW economy.  

 
3 https://www.ipart.nsw.gov.au/files/sharedassets/website/shared-files/licensing-policy-cross-industry-review-of-ipart-
compliance-and-enforcement-policy-2017/ipart-compliance-and-enforcement-policy-december-2017.pdf 
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• Major: Wide-spread customer impact, including extensive shutdowns or extended 
disruptions to services.  

• Substantial: Significant customer impact, including extensive shutdowns or extended 
disruptions to services, to a small number of individuals.  

• Minor: Small customer impacts, including disruptions to service, to a large population.  
• Insignificant: Small customer impacts, including disruptions to service, to a small number of 

people.  

These examples of materiality are useful for the auditor as it helps to provide guidance on what the 
regulator is contemplating. However, it is still up to the auditor to determine the actual materiality 
of a particular non-compliance. As an example, material circumstances may be picked up when 
undertaking site verification checks as part of the sampling and testing methodology of your audit. 
An example might include an observation that incorrect chemicals are being used for water 
treatment (pool chlorine for instance is not a fit chemical for drinking water disinfection as it contains 
substances that are not meant for ingestion at the levels likely in drinking water). 

As noted above, there is also the potential for material harm that needs to be understood. An 
example might be a non-conforming flow diagram where a raw water bypass or chemical makeup 
water stream have not been identified and therefore, have not allowed the risks to be adequately 
identified and assessed, if at all. Other examples might be the merging of one organisation into 
another where a focus on water quality becomes obscured through a priority shift in focus to water 
quantity. While there is yet no material impact from such change management in that scenario, it is 
the auditor’s job to make sure that potential harms are not overlooked and are brought to the 
attention of those that have the authority to act. We have provided examples of some non-
conformances we have seen from our experience (Figure 1). Because the grading systems can 
change, depending on the context of the jurisdiction, we have used a ‘low’ risk, ‘high’ risk materiality 
range to reflect where we think the outcome sits in terms of materiality (rather than ‘complying’ / 
‘non-complying’), and have provided a reason for this. The reasoning shows how important is it to 
understand context (physical, social, cultural, technical etc) when forming a view on materiality.  

Can auditing be systematized to help improve consistency in materiality assessment? 

One thing we have found over the years is the usefulness of codifying the standards against which 
auditing is being undertaken. By codification, we mean making sure that the full requirements of a 
standard or set of guidelines in the questions being asked and things being tested, are considered. 
By taking this approach, it helps the auditee and the regulator understand why a particular 
conclusion has been reached – in essence, it removes an element of subjectivity from the audit 
outcome. In addition, this approach also lends itself to information generation by allowing audit 
dashboards to be created and analytics to be applied. There is absolutely no reason why we 
shouldn’t be applying the same level of rigour to the analysis of audit outcomes, as we do to the 
analysis of water quality data. 

At D2K we are systematizing and automating audits through our new product AuditWatch™. We 
have undertaken some pilot audits and reviews, using AuditWatch™ and have already identified a 
series of potential flaws and uncertainty in one guideline that is routinely being used to set pollution 
categories for catchments. We have also been able to show our clients clear areas in which they 
need to improve from a materiality and conformance perspective – something that is not possible 
if compliance grades are ‘rolled up’ at say an element level, rather than itemized at a more granular 
level. 
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Figure 1. Examples of materiality from a risk objective of public health protection (numbers in brackets represent ISO 31000 clauses).
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Assessment of materiality – the importance of the auditor’s background 

Although some jurisdictions are providing examples of what they consider to be material, as well 
as the level of materiality, it is the experience of an auditor in assessing materiality within a particular 
industry, that is key. Some auditors may have a reputation as a ‘hard’ or ‘soft’ auditor or they may 
interpret things differently from one of their peers. The assessment of ‘hard’ or ‘soft’ is not the issue, 
it is making sure that you have the right information, for the context (system and jurisdiction) to 
make a proper, evidence-based assessment on the materiality of the finding.  

It is the auditor’s duty to ensure they have enough evidence. For instance, document control 
uncertainties may be seen by some auditors as a non-compliant, non-material finding, however it is 
known that lack of document control has exacerbated water quality and other risk endpoint 
outcomes – including in one case, loss of lives. Therefore, it is important that the auditor not only 
knows their industry but that they also know the context of the finding, have information from other 
industries where similar things have occurred (the importance of continuing professional 
development), understand the non-compliance in the overall context of the system, understand the 
frequency of the non-compliance, and that they always refer back to the criterion being assessed. 
Only when armed with all of this information, can auditors make a considered judgement call on 
the materiality of a finding.  

At the end of the day, it is helpful to catalogue your findings so you build a library of what constitutes 
materiality, audit by audit, to help improve consistency in the outcomes – a ‘materiality library’ if 
you will. 

Our top tips for assessing and considering materiality 

In summary, here are our top ten tips for assessing and considering materiality:  

1. Criterion: the essence of the audit criterion is essential to understanding how material a non-
compliance against it, might be. You should make sure you fully understand what is being 
asked by the audit criterion and understand if you need to seek further guidance from other 
documents to help satisfy yourself of the outcome of the non-compliance. 

2. Context: context is everything. A document control non-compliance may be material if it is 
a deficiency noted in an emergency management plan (such as a non-current contact list) or 
a flow diagram (such as not having reviewed the flow diagram prior to undertaking a risk 
assessment). However, a small number of typographical errors is unlikely to be material and 
is more likely to just be noted as an observation. 

3. Consistency: it pays to consider creating an audit outcomes library so you can cross-
reference audit outcomes between audits and between similar scenarios. Aiming for 
consistency in assessing materiality creates more certainty for the auditee, the regulator (if 
a regulatory audit) and other auditors and helps to create more of a level playing field. 

4. Frequency: the number of non-compliances identified can also be a factor in determining 
materiality. The more non-compliances identified, the more material the finding, as the 
frequency speaks to a lack of overall attention to managing risk and therefore, an increased 
likelihood of not meeting objectives.   

5. System understanding: due to the complexity of modern utilities, it is important that the 
auditor reviews all supporting departments and contractors, as well as the water quality 
team, to identify instances of materiality which may impact on achievement of objectives. 
Examples may include where a contractor is undertaking works on a utility’s behalf, but has 
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little awareness of their role in protecting drinking water quality or a planning department 
approving a development in a drinking water catchment without due consideration of the 
development’s impacts on the source water. 

6. Auditor experience and knowledge: in our experience in auditing water quality 
management systems, we have found that a profound knowledge and good depth of 
experience of the subject is required to understand the materiality. A subject matter expert 
may also be needed on your team to help provide in-depth knowledge, of a particular 
process or provide a different perspective (including from other jurisdictions where 
necessary). As noted in NZ ISA (NZ) 320, assessing materiality is not just a mechanical 
calculation, it requires the auditor to exercise professional judgement. 

7. Regulator requirements: the operating context of an audit will also dictate how (or even if) 
materiality should be assessed. For instance, some audits are more about hard pass/fail 
rather than an assessment of materiality. However, our view is that the materiality of a finding 
should be assessed as it provides valuable feedback to the auditee and helps them improve 
their systems.  

8. Evidence-base: a serious material audit breach is highly likely to have significant financial, 
compliance, or reputational outcomes for the auditee. You will need to keep good records 
to substantiate how you assessed the materiality. We have found these records to be 
invaluable when later challenged on the decision. The auditee might not like your finding 
but facts cannot be argued with! 

9. Be firm but fair: while the outcome of the material finding may have significant ramifications 
and the auditee may pressure you to change the outcome, as noted above, you should 
stand by your decision, and remember that you have a duty to act professionally, accurately 
and in an unbiased manner.4 

10.  Professional development: it is your responsibility to keep up to date with industry and any 
other changes, which may have an impact on the way materiality needs to be assessed. 

  
 

4 https://exemplarglobal.org/documents/certification-requirements/latest/pcf01-code-of-conduct.pdf 
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