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MATERIALITY TO FINANCIAL STATEMENTS 

This Exposure Draft outlines the 
proposed Guideline on The 

Application of Materiality to Financial 
Statements 

 

Overview 
This Executive Summary outlines the proposed Guideline on The Application of 

Materiality to Financial Statements (the proposed Guideline) issued by the Board in July 

2018.  

Project objectives 
The proposed Guideline responds to concerns raised by stakeholders about the role of 

materiality in the preparation of financial statements. The proposed Guideline is 

intended to assist entities to apply the concept of materiality when preparing financial 

statements in accordance with Standards of GRAP. It considers materiality in decisions 

about the recognition, measurement, presentation and disclosure of information in an 

entity’s financial statements, and outlines the process that may be considered by 

entities when applying materiality. 

Comment deadline 
The comment deadline is 7 December 2018. 

Next steps 
The comments on ED 168 will be analysed in the first quarter of 2019 and the proposals 

in ED 168 will be modified in the final document in the light of comment received from 

respondents during the comment process. 
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Development of the proposed Guideline  

Why did the Board develop the 

proposed Guideline? 

Stakeholders had frequently questioned the role of materiality in applying the Standards of GRAP to the preparation of 

financial statements. They indicated that the complexity of the Standards is increased if materiality is not applied in 

developing accounting policies and deciding what information to disclose and how to present it. The Board also observed 

that there is a strong culture of “ticking all the boxes” rather than providing information that is relevant to the users in 

assessing accountability and making decisions. To respond to the concerns raised, the Board issued Discussion Paper 9 

on Materiality – Reducing Complexity and Improving Reporting (DP 9) in July 2014. The objective of DP 9 was to 

stimulate debate about the role of materiality in the preparation of financial statements. 

As an outcome of DP 9, the Board agreed to develop guidance for preparers on how to apply the concept of materiality.  

The Board’s project on materiality is consistent with initiatives by other standard-setters and regulatory bodies including 

local regulators, to explore ways to improve disclosure effectiveness by undertaking projects on “disclosure overload” and 

“cutting clutter” in the financial statements. The Board has considered Practice Statement 2 on Making Materiality 

Judgements issued by the International Accounting Standards Board (IASB
®
) in developing the proposed Guideline. 

The Board also considered the IASB’s Disclosure Initiative (Amendments to IAS 1
®
) issued in December 2014. These 

narrow-focus amendments to IAS 1 on Presentation of Financial Statements address concerns about the presentation 

and disclosure requirements in IFRS Standards, and to ensure entities are able to use judgement when applying IAS 1. 

The Board agreed to include these amendments in the materiality project, and issued an Exposure Draft of the Proposed 

Amendments to the Standard of GRAP on Presentation of Financial Statements (ED 169) along with ED 168.  
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Authority and scope of the proposed Guideline 

What is the authority of the 

proposed Guideline? 

The proposed Guideline clarifies existing principles about materiality in the Standards of GRAP. It does not replace or 

amend any of the existing principles.  

What is the scope of the 

proposed Guideline? 

The proposed Guideline provides preparers with guidance on the application of materiality to the preparation of financial 

statements. 

The proposed Guideline addresses materiality assessments and decisions about the recognition, measurement, 

presentation and disclosure of information in an entity’s financial statements. While the proposed Guideline applies to 

materiality in the context of financial statements, it may be applied, by analogy, to information included in general 

purpose financial reports (GPFRs).  

The proposed Guideline comprises guidance on the following: 

 Definition and characteristics of materiality (section 2). 

 Role of materiality in the financial statements (section 3). 

 Identifying the users of financial statements and their information needs (section 4).  

 Assessing whether information is material (section 5). 

 Applying materiality in preparing the financial statements (section 6).  

Examples have been developed to illustrate how an entity may apply this guidance.  
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Definition and characteristics of materiality 

What is materiality? 

The proposed Guideline discusses materiality as defined in the Standards of GRAP. The Board decided that in 

developing the proposed Guideline, it should base the discussions on the existing definition, but supplement the 

discussion with the description of materiality in the Conceptual Framework for General Purpose Financial Reporting (the 

Conceptual Framework).  

The Standard of GRAP on Presentation of Financial Statements (GRAP 1) defines materiality as follows: “Information is 

material when it could influence, individually or collectively, the assessments of accountability or decisions of users made 

on the basis of the financial statements. Materiality depends on how the nature, size or both, of the information could 

reasonably influence those assessments and decisions”.   

Materiality is described as an entity-specific aspect of the qualitative characteristic, relevance, in the Conceptual 

Framework. This means that its application may result in different outcomes based on an entity’s circumstances. 

Therefore entities need to apply judgement to determine: 

 How information could reasonably be expected to influence the discharge of accountability by an entity or decisions 

that users make on the basis of those financial statements. 

 How the nature, size or both, of the information could reasonably be expected to influence users’ decisions. 
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The role of materiality in the financial statements 

When should entities consider 

materiality? 

Materiality is a key consideration in deciding how to apply the Standards of GRAP when preparing the financial 

statements. 

Assessments and decisions about materiality should be considered throughout the financial reporting cycle, and not only 

when the financial statements are prepared. This is because materiality will influence whether information is required to 

be recognised, measured, presented and disclosed in accordance with the requirements in the Standards of GRAP.  

 

Who should be involved in 
making assessments and 

decisions about materiality? 

 

The determination of materiality is not a simple concept or calculation – it requires the exercise of professional 

judgement. This is an area that has been highlighted as one of the most significant challenges by preparers. For this 

reason, the assessments and decisions discussed in the proposed Guideline should be made by those who have all the 

facts and circumstances of the entity as well as an understanding of how that information could reasonably be expected 

to be used by the users of financial statements, for example, management together with its relevant governance 

structures. 

 

How should entities determine 
materiality? 

 

The proposed Guideline outlines a process that may be considered by entities when assessing and making decisions 

about materiality. This process was developed based on concepts introduced in DP 9 and builds on the existing 

principles from the Conceptual Framework and other relevant Standards of GRAP.  

This process responds to the following decisions which are paramount in the determination of materiality: 

 Who are the users of financial statements, and what information do they need? 

 When does information, individually or collectively, affect the assessment of accountability and users’ decisions? 

 How is materiality applied in the financial statements?  

A diagram illustrating this process is included on page 7 of the Executive Summary.  
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Should entities disclose the 
judgements applied in 

assessing materiality in the 
financial statements? 

 

The Board was requested to consider introducing a disclosure requirement in GRAP 1 about what materiality 

considerations were made, what management considered to be material and how those considerations have affected the 

accounting in the financial statements. The Board believes that, given the high degree of judgement and inherent 

subjectivity involved in assessing materiality, such disclosures would be useful in enabling decision makers of the entity 

and users to understand the key judgements made by management in assessing and making decisions about 

materiality. However, the Board agreed that such disclosures should not be introduced by way of a new disclosure 

requirement, but that they can be made as part of the existing disclosures in paragraph .132 of GRAP 1. Currently, 

paragraph .132 requires entities to disclose judgements made by management, in the process of applying an entity’s 

accounting policies, and that have the most significant effect on the amounts recognised in the financial statements.  

A specific matter for comment has been added to ED 168 to solicit views on the Board’s proposals. If respondents agree 

with this proposal, the application of the proposed Guideline would result in entities providing the relevant disclosures 

about the judgements applied in assessing materiality in their significant accounting policies as part of the disclosures 

required by paragraph .132. Example 1 in the proposed Guideline illustrates how these judgements may be disclosed.  
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Key assessments and decisions about materiality 

What are the key assessments 

and decisions about 

materiality? 
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Identifying the users of financial statements and their information needs 

Who are the users of financial 

statements?  

The application of materiality requires an entity to consider the impact information could reasonably be expected to have 

on the users of its financial statements.  

The users of financial statements are assumed to have a reasonable knowledge of government, its activities, accounting 

and a willingness to study the information with reasonable diligence. Thus when an entity identifies users that are 

relevant to its financial statements - it takes into account how users with such characteristics could reasonably be 

influenced.  

The identification of the primary users that may be relevant to an entity will be based on the entity’s knowledge of its 

service recipients, resource providers and their representatives. This means that an entity should understand what 

services it provides and to whom are those services being provided; and what resources it receives and from whom 

those resources are received. Examples of primary users could include: 

 Service recipients – citizens. 

 Resource providers – taxpayers, citizens, funders and financial supporters (i.e. lenders, creditors and donors etc.), 

suppliers, service providers and senior managements as well as other employees. 

 Representatives of service recipients and resource providers – Parliament, legislatures, municipal councils and other 

oversight structures, national and provincial treasuries.  

The proposed Guideline clarifies that there may be other parties that use the information in the financial statements and 

find information relevant for their own purposes, for example, analysts, financial advisors, public interest and lobby 

groups, and other users. Similarly, users and organisations, for example, regulatory and oversight bodies, 

subcommittees of Parliament, management, municipal councils or other relevant authorities, and even lenders, that have 

the power to require information to be tailored to meet their own specific needs may also use the information in the 

financial statements and find that information relevant for their own purposes. However, these other parties and users 

are not the primary users of those financial statements. 
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What information do the users 
of financial statements need?  

An understanding of who an entity’s primary users are, will enable an entity to identify the likely interests and types of 

decisions and assessments that its users could make on the basis of the information in the financial statements.  

The proposed Guideline provides examples of the types of information that users may need to satisfy their information 

needs. Broadly, users will need information that enables them to: 

 hold entities accountable for the resources entrusted to them; and 

 make decisions about the operating results for the year, the entity’s ability to meet its obligations as they become due, 

and an entity’s ability to continue to provide goods and/or services in the future.  

The proposed Guideline explains that in determining the users’ information needs, an entity should consider whether 

those needs are common to a broad range of users or specific only to that user. Since the financial statements cannot 

provide all the information that primary users need, entities should only aim to meet the common information needs of 

their primary users, and not the needs that are unique to specific users or groups of users.  

To illustrate, an entity will need to first identify the information needs that are shared within a group of primary users – for 

example the resource providers. A similar assessment will be made for the next group of primary users – for example 

service recipients. The total information needs identified is then considered the set of common information that the entity 

aims to meet. This assessment does not require entities to identify information needs shared across the resource 

providers and service recipients. However, it is possible that the identified information needs may be common to both 

resource providers and service recipients and vice versa. 
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Assessing whether information is material 

How does an entity assess 

whether information is 

material? 

Assessing materiality depends on the nature, size or both, of the item, judged in the particular circumstances of an entity. 

The nature of an item refers to the inherent characteristics or circumstances in which the item is undertaken, while size 

refers to the monetary value of the item recognised in the financial statements.  

When materiality is assessed, some entities may develop qualitative considerations and thresholds. These qualitative 

considerations and thresholds are used to make decisions about what information to report, how to present it as well as 

how to assess the effects of misstatements, omissions or errors. The proposed Guideline describes qualitative 

considerations as criteria or characteristics used to decide when an item is material based on its nature, while 

quantitative thresholds are determined by applying a specific margin (for example, a percentage) to a specific basis (for 

example, a benchmark) to determine if an item is material based on its size. The proposed Guideline does not provide 

specific measures on which quantitative assessments should be made, but provides guidance on what entities may 

consider when identifying and selecting the appropriate thresholds. The thresholds and benchmarks selected are a 

matter of judgement.  

The proposed Guideline discusses the interaction of qualitative and quantitative factors when assessing materiality. 

Since there is no hierarchy among the determinants of materiality, entities should consider both qualitative and 

quantitative factors when assessing whether an item is material. The proposed Guideline demonstrates that a 

quantitative assessment alone is insufficient to conclude on whether an item is material - entities should also assess the 

presence of qualitative factors.  

Should an entity assess if 
information is individually or 

collectively material? 

The proposed Guideline indicates that materiality assessments are undertaken both on an individual and collective basis. 

If an item is not material individually, entities should assess the materiality of individually immaterial items in aggregate. 

Should immaterial information 
be included in the financial 

statements? 

The proposed Guideline also clarifies that, while materiality assessments are traditionally concerned about not omitting 

relevant information from the financial statements, entities should consider excluding immaterial information from the 

financial statements. This ensures that immaterial information does not obscure relevant information in the financial 

statements. 
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Applying materiality in preparing the financial statements 

How is materiality applied in 

preparing financial 

statements? 

Materiality influences whether information is required to be recognised, measured, presented and disclosed in 

accordance with the requirements in the Standards of GRAP. Materiality will be considered by entities when: 

 Developing accounting policies. 

 Deciding what information to disclose in the financial statements and how to present it. 

 Assessing the effect of omissions, misstatement and errors in the financial statements. 

 

How should accounting 
policies be developed? 

 

Some Standards of GRAP set out how an item should be recognised, measured, presented and disclosed in the financial 

statements. GRAP 3 establishes an overarching principle that the requirements of the Standards of GRAP are subject to 

materiality considerations. Consequently, entities need not apply the accounting policies set out in an individual Standard 

of GRAP when the effect of applying those policies is immaterial.  

The proposed Guideline clarifies that in such cases, entities do not need to recognise, measure, present or disclose 

information in accordance with the Standards, but they may formulate a particular accounting policy without following the 

specific requirements in the Standards. However, this does not mean that information is not recorded or recognised at all 

in the financial statements.   

Where a particular accounting policy is developed, without following the specific requirements in the Standards, an entity 

should ensure that the application of that accounting policy does not have a material effect on the financial statements. 

The proposed Guideline explains that in assessing the impact of a particular accounting policy, entities should consider 

the individual or aggregate transactions as well as the cumulative effect that the policy may have on the statement of 

financial position, statement of changes in net assets and notes to the financial statements. This assessment is based on 

the impact of applying a particular accounting policy in the current or future periods. An entity should also take into 

account the qualitative and quantitative factors in its assessment.  
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What information should be 
disclosed in the financial 

statements and how should it 
be presented? 

 

When an entity assesses that an item is material, it will make decisions about (a) what information should be presented 

and disclosed in the financial statements; (b) where to present and disclose information in the financial statements and 

(c) how to organise that information in the financial statements.  

This part of the proposed Guidelines addresses materiality considerations in the light of the presentation and disclosure 

principles in the Conceptual Framework.  

Selecting information for presentation and disclosure in the financial statements 

The selection of information will be informed by the requirement in the Standards of GRAP where an entity has decided 

to apply a particular Standard of GRAP. In such cases, the entity considers whether the information resulting from those 

specific presentation and disclosure requirements will be material to its users. If immaterial, the entity need not present 

and/or disclose that information.  

Deciding where to present and disclose information in the financial statements 

In deciding where to present and disclose information, an entity considers the requirements in the Standards of GRAP. 

Some Standards indicate where information should be located, while others are not specific. The proposed Guideline 

provides guidance to consider whether the most appropriate location is the financial statements or the notes.  

The Conceptual Framework makes a distinction between information for display and disclosure: 

 Information selected for display in the financial statements communicates a comprehensive financial picture about an 

entity’s financial position, financial performance and cash flows.  

 Information selected for disclosure in the notes provides additional information, supplementary in nature, to support 

the information provided in the financial statements.  

When entities decide to present and disclose the information in the financial statements and notes, materiality 

considerations will apply equally to the information presented in the financial statements and disclosed in the notes. It is 

also important to note that information overload and duplication of information makes the financial statements less 

understandable. The level of aggregation and order in which information is presented helps to communicate the key 

messages. 
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What information should be 
disclosed in the financial 

statements and how should it 
be presented? 

 

Organising information in the financial statements 

Material information should be organised within the financial statements and notes in a manner that communicates the 

information clearly and concisely. For example, emphasising material matters, tailoring information to the entity’s 

circumstances, avoiding or minimising duplication of information in different parts of the financial statements. 

Entities will also need to assess whether any material items should be presented individually or in combination with other 

information in the context of the financial statement as a whole.  

Additional guidance is also provided in the proposed Guideline on how to apply materiality in specific circumstances. 

Interaction of materiality with laws and regulations 

The proposed Guideline also explains the interaction of materiality with laws and regulations. When legislation requires 

certain information to be provided in the financial statements, an entity should consider whether materiality 

considerations apply to that information. However, an entity cannot provide less information than the information required 

in the Standards, even if legislation permits otherwise.  

Impact of publicly available information 

When information is publicly available from another source, an entity is not relieved from its obligation to provide material 

information in the financial statements. Consequently, materiality assessments are made regardless of whether 

information is publicly available.  

Prior period information  

The proposed Guideline discusses how the materiality of items from the prior periods is assessed in the current period. 

Entities are required to provide prior period information if it is relevant to understand the current period financial 

statements, even though that information was not included in the prior period financial statements 

 



EXECUTIVE SUMMARY        

ED 168 PROPOSED GUIDELINE ON THE APPLICATION OF MATERIALITY TO FINANCIAL STATEMENTS 

14 
This Executive Summary has been prepared by the Secretariat of the ASB for information purposes only. It has not been reviewed, approved or otherwise acted on by the 
Board. 

How to assess the effect of 
omissions, misstatement and 

errors in the financial 
statements? 

The proposed Guideline addresses how errors are assessed, individually and collectively, and the effect of cumulative 

errors.  

Entities should assess errors (i.e. omissions and/or misstatements) on an individual and collective basis, and are 

required to correct all material errors including any immaterial errors made intentionally to achieve a particular 

presentation of its financial statements. To assess whether cumulative errors have become material, an entity considers 

whether its circumstances have changed or further accumulation of a current period error has occurred. Cumulative 

errors should be corrected if they have become material to the current period financial statements. 
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Transitional provisions and effective date 

Transitional provisions and 

effective date 

Generally guidelines do not have transitional provisions or an effective date. Entities may apply the final Guideline when it 

forms part of the GRAP Reporting Framework.  
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How to access information 

Access information ED 168 

Visit our website on www.asb.co.za  

Subscribe to our newsletter.  

 

http://www.asb.co.za/

