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ISSAI 1320
PRACTICE NOTE 320

  
 MATERIAlITy IN PlANNING AND PERFORMING AN AUDIT  

1 All Practice Notes are considered together with ISSAI 1000 “General Introduction to the INTOSAI Financial Audit Guidelines.”
2 ISA 450, “Evaluation of Misstatements Identified during the Audit.”

Practice Note1 to International Standard on Auditing (ISA) 320

Materiality in Planning and
Performing an Audit

background

This Practice Note provides supplementary guidance to public sector auditors on ISA 320 – Materiality 
in Planning and Performing an Audit. It is read together with the ISA. ISA 320 is effective for audits of 
financial statements for periods beginning on or after December 15, 2009. The Practice Note is effective 
the same date as the ISA. 

Introduction to the ISA 
ISA 320 deals with the auditor’s responsibility to apply the concept of materiality in planning and  
performing an audit of financial statements. ISA 4502 explains how materiality is applied in  
evaluating the effect of identified misstatements on the audit and of uncorrected misstatements,  
if any, on the financial statements.

Content of the Practice Note
P1. The Practice Note provides additional guidance for public sector auditors related to:
 (a) Overall Considerations.
 (b) Materiality in the Context of an Audit.
 (c) Determining Materiality and Performance materiality when Planning the Audit.
 (d) Revision as the Audit Progresses.

Applicability of the ISA in Public Sector Auditing

P2.  ISA 320 is applicable to auditors of public sector entities in their role as auditors of financial 
statements. 

Additional Guidance on Public Sector Issues 

P3.  ISA 320 contains application and other explanatory material with considerations specific to  
public sector entities in paragraphs A2 and A9 of the ISA.
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3 ISSAI 4000, “General Introduction to Guidelines on Compliance Audit.”
4 ISSAI 4200, “Compliance Audit Guidelines Related to Audit of Financial Statements.”

Overall Considerations
P4.  The objectives of a financial audit in the public sector are often broader than the scope of the 

ISAs, which involves reporting whether the financial statements have been prepared, in all  
material respects, in accordance with the applicable financial reporting framework (i.e. the scope 
of the ISAs). The audit mandate may also result in additional objectives considered related to the 
audit of financial statements. These objectives may include additional audit and reporting respon-
sibilities, for example, relating to reporting whether the auditor found any instances of non-com-
pliance with authorities including budget and accountability and/or reporting on the effectiveness 
of internal control. Even in cases where there are no such additional reporting objectives, there 
may be general public expectations in regard to public sector auditors’ reporting of non-compli-
ance with authorities or reporting on the effectiveness of internal control. Therefore, public sector 
auditors keep such expectations in mind when determining materiality. Additional responsibilities 
related to compliance with authorities, are dealt with in the INTOSAI Compliance Audit Guide-
lines (ISSAI 40003 and 42004). Public sector auditors with such additional responsibilities may 
consider ISSAIs 4000 and 4200.

Materiality in the Context of an Audit
P5.  When determining materiality for planning purposes in the public sector both quantitative and 

qualitative matters as well as the nature of items are of importance. The context in which the mat-
ter appears may be of importance. Furthermore, the inherent nature or characteristics of items, or 
groups of items, may render them material.

P6.  Paragraph A2 of ISA 320 states that the legislators and regulators are often the primary users of 
the public sector entities’ financial statements, and that the financial statements may be used to 
make decisions other than economic ones. legislators represent the citizens and provide fund-
ing for various government programs, activities, and functions. legislators and/or regulators 
frequently evaluate or make decisions about an entity’s activities. Other users may include entity 
management, bondholders or the media. Financial statements that meet the needs of legislators 
and regulators will also meet most of the needs of other users. 

P7.  The financial statements may also represent a key element of a public sector entity’s account-
ability to the public. The accountability framework may introduce other factors that influence 
the determination of materiality at different levels. As a consequence, materiality is likely to be a 
result of both quantitative and qualitative factors, and materiality levels for particular classes of 
transactions, account balances and disclosures may therefore often be set at a low level. 
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Determining Materiality and Performance Materiality When Planning  
the Audit
P8.  As noted above, materiality in the public sector includes both quantitative and qualitative aspects 

(referred to in the ISAs as aspects related to the “size” and “nature” of misstatements). The de-
termination of a materiality level or levels is described in paragraphs 10 and 11 of the ISA. In the 
public sector, materiality levels for classes of transactions, account balances or disclosures may 
be set at a lower level than the materiality levels that would be derived by following the require-
ments of the ISA. This may be for a variety of reasons, including the context of the matter, or the 
nature and characteristics of the systems and entities involved as explained in paragraphs P5 – P7 
above. Furthermore, certain procedures may be required to be performed by audit mandate or 
legislation. Examples of such procedures might be tests of ministerial salaries regulated by stat-
ute and sensitive payments such as travel and hospitality of senior staff. In the rare cases where 
the public sector auditors want to detect all such misstatements, they test all relevant transactions. 

P9.  Where public sector auditors also provide opinions on the effectiveness of controls or compliance 
with laws and regulations they consider the need to establish materiality for these objectives in 
addition to materiality for the financial statements. For example, when reporting on the effective-
ness of controls, the auditor may use a benchmark based on the percentage of transactions or 
monetary amounts sampled to determine materiality for evaluating control deviations.

P10.  Paragraph A2 of the ISA describes considerations specific to determining materiality levels in 
the public sector. When determining whether a particular class of transactions, account balance, 
disclosure, or other assertion which is part of the financial reporting framework, is material by 
virtue of its nature, public sector auditors take into account qualitative aspects such as:

 •  The context in which the matter appears, for example if the matter is also subject to compliance 
with authorities, legislation or regulations, or if law or regulation prohibits overspending of 
public funds, regardless of the amounts involved;

 • The needs of the various stakeholders and how they use the financial statements;
 •  The nature of the transactions that are considered sensitive to users of the financial statements; 
 •  Public expectations and public interest, including emphasis placed on the particular matter 

by relevant committees in the legislature, such as a public accounts committee, including the 
necessity of certain disclosures;

 • The need for legislative oversight and regulation in a particular area; and
 •  The need for openness and transparency, for example if there are particular disclosure require-

ments for frauds or other losses.

P11.  Paragraph A9 of the ISA discusses identifying appropriate benchmarks for financial statement 
materiality. For public sector entities that are expected to recover costs or break-even, net costs may 
not be an appropriate benchmark. In those cases gross expenditure or gross revenues may be a more 
relevant benchmark. For public sector entities that are custodians of large amounts of assets, total 
assets, total liabilities, net assets or net liabilities or certain classes of assets might be an appropri-
ate benchmark if they are accounted for in the financial statements. In some cases, especially when 
considering qualitative materiality, other types of benchmarks may also be useful. For example:

 •  The number of users or entities affected as a percentage of total users or entities involved in the 
particular program;
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 •  Those amounts previously considered material by a relevant committee in the legislature, such 
as public accounts committee; and

 •  Benefit payments as compared to cost of living indicators, for example the importance to the 
eligible recipient of monthly benefit payments, such as retirement or disability, paid out in ac-
cordance with public sector programs.

Revision as the Audit Progresses
P12.  Paragraphs 12, 13 and A13 of the ISA discuss the need to revise materiality levels in the event of 

becoming aware of new information during the course of the audit. Due to governance structures 
and interrelationships of entities within the public sector, it is not unusual for public sector audi-
tors to receive new information during the course of the audit. 


