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

This Feedback Statement outlines 

feedback received on the proposed 

Guideline on The Application of 

Materiality to Financial Statements  

 

Overview 
This Feedback Statement outlines decisions taken by the Board prior to approving the 

Guideline. The Feedback Statement also outlines the key principles in the Guideline.   

Consultation process 
 
  

The ASB undertook a public consultation process with users of the financial statements, 

preparers, auditors, and other interested parties. 

Supporting material  
 
 
 
 
 
 
 

The Board’s analysis of both the written and verbal comments received on ED 168 and 

ED 169, along with its responses thereto.  

The final Guideline on The Application of Materiality to Financial Statements.  

The final Amendments to GRAP 1 Presentation of Financial Statements.  

These materials can be accessed on the ASB’s website.  

Next steps 
The Board agreed that the application of the Guideline should be made voluntary initially 

to allow practice to develop. Entities are encouraged to apply the Guideline. The Board 

will revisit the status in the future.  
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What we heard 

General support expressed 

for the proposed Guideline  

ED 168 was discussed with users, preparers, auditors and consultants by way of workshops and roundtable discussions. 

Written responses were also received. Respondents welcomed the development of the proposed Guideline and generally 

supported the proposals in ED 168.  

In the engagements with auditors, there was overwhelming support for the guidance, with some even noting that auditors 

will also find the guidance useful in understanding preparers’ considerations and approach to materiality. 

Resolving disputes between 

preparers and auditors about 

materiality 

There was an expectation by some respondents that the Guideline would mirror the guidance and methodologies that are 

used by auditors and seek to resolve the differences between preparers and auditors about materiality.  

The objective of the Guideline is to provide guidance about how to apply materiality in the preparation of financial statements. 

The definition of materiality is the same for both preparers and auditors however they consider materiality from different 

perspectives. Preparers use materiality to make accounting policy choices and deciding what and how information should 

be presented and disclosed in the financial statements. Auditors are concerned about obtaining reasonable assurance about 

whether the financial statements as a whole are free from material misstatements. Therefore, differences in the application 

and assessment of material is inevitable. However, the Board is of the view that the resolution of disputes is an audit matter 

that will require engagement between the National Treasury and AGSA.  

Guidance on appropriate 

thresholds, benchmarks and 

other practical issues 

Some respondents noted the need for training and guidance that will assist when developing thresholds and benchmarks 

or to deal with other practical issues that cannot be addressed by the Board in this Guideline. The feedback has been shared 

with the National Treasury.  
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What we heard 

Excluding immaterial 

information from the financial 

statements 

Some respondents did not fully understand the principle in the Standard of GRAP on Accounting Policies, Changes in 

Accounting Estimates and Errors (GRAP 3) that the Standards of GRAP should be applied only when the effect of applying 

the requirements in the Standards is material to the financial statements. Similarly, questions were raised about what it 

means to exclude immaterial information from the financial statements.  

The Guideline clarifies that entities need not apply the accounting policies set out in the Standards of GRAP when the effect 

of applying those policies is immaterial. This means that 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 immaterial information is not recorded or 

recognised at all in the financial statements.  

Disclosing materiality 

judgements in significant 

accounting policies 

The Standard of GRAP on Presentation of Financial Statements (GRAP 1) requires entities to disclose judgements made 

by management, in the process of applying an entity’s accounting policies, that have the most significant effect on the 

amounts recognised in the financial statements. ED 168 requested respondents to indicate whether they agreed with the 

Board’s proposal that management’s materiality considerations should be disclosed as part of the existing requirement in 

GRAP 1. The Board was of the view that providing these disclosures would be useful to enable key decision makers and 

users of financial statements to understand the key judgements made, and the approach followed by management when 

assessing materiality.  

Views expressed by respondents varied. Those supporting the introduction of a disclosure requirement noted that it would 

ensure transparency while others argued that disclosing materiality judgements is unnecessary. Other respondents noted 

that preparers generally struggle with the application of judgement, and that the Board should consider permitting rather 

than requiring the disclosures until practice has developed. The Board considered that since one of the objectives of the 

materiality project is to change preparers’ behaviour towards materiality, it may be too soon to require entities to disclose 

this information in the financial statements. Consequently, the Board agreed to encourage rather than require entities to 
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provide the information and to allow practice to develop. The Board will consider making the disclosure requirement 

mandatory in future.  
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What we heard 

Status and authority of the 

Guideline 

The Board determines the authority of each Guideline when it is approved. Generally, Guidelines are not authoritative and 

do not have an effective date. However, the Board agreed that the application of the Guideline should not be made 

mandatory until the practice of applying materiality judgements has developed. The Board therefore encourages entities to 

apply the Guideline until it reconsiders its status in future.  

The Board believes that the application of the Guideline will not only change preparers’ behaviour towards materiality, but 

will also: 

- Enable entities will establish processes to support their materiality considerations. 

- Increase the debate about the role of materiality to financial statements. 

- Improve the quality of financial statements and reduce the clutter in the financial statements.  

- Reduce the complexity of the Standards as entities will be applying materiality properly. 
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Summary of key principles  

The role of materiality to 

the financial statements 

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

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 

assessments require that preparers apply judgement on the basis of facts and circumstances to ensure that information that 

could influence the user’s decisions and their assessment of accountability is included in the financial statements. 

Materiality is a key consideration in deciding how to apply the individual requirements of the Standards in preparing the 

financial statements. In particular, GRAP 3 notes that the Standards of GRAP should be applied only when the effect of 

applying the requirements in the Standards is material to the financial statements. This does not mean that preparers should 

not record transactions because they are seen as immaterial, or completely ignore the requirements of the Standards. It 

means that preparers should apply judgement based on their specific circumstances when applying each Standard of 

GRAP. 

This Guideline therefore provides preparers with guidance on the application of materiality to the preparation of financial 

statements. It addresses materiality assessments and decisions about the recognition, measurement, presentation and 

disclosure of information in an entity’s financial statements. While the 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 Guideline introduces a process that may be followed by preparers when applying materiality. Applying the Guideline 

will ensure that materiality is applied properly when applying the Standards and improve the quality of the financial 

statements by reducing clutter.  
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Summary of key principles  

Key assessments and 

decisions in considering 

materiality 
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Summary of key principles  

Identifying the users of 

financial statements 

Since materiality is concerned about assessing whether the information could reasonably be expected to influence the 

users’ decisions and their assessment of accountability, preparers need to understand who those users are and what 

information they require in the financial statements. The Guideline explains that: 

• The primary users of financial statements will include resource providers, service recipients as well as their 

representatives. The representatives of service recipients and resource providers include Parliament, legislatures, 

municipal councils and other oversight structures, national and provincial treasuries.  

• While these are the broad groups of users that are identified in the Conceptual Framework, preparers will need to identify 

the users that are relevant to their entity. 

Identifying information that 

the users need to hold 

entities accountable and 

make decisions 

When the relevant users have been identified, the Guideline notes that preparers will need to consider those users’ likely 

interests and the types of decisions and assessments they could make on the basis of the information in the financial 

statements.  

• Generally, the users of financial statements will need information that enables them to (a) hold entities accountable for 

the resources entrusted to them; and (b) 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 users’ information needs will be based on needs that are common to a broad range of users, and not those that are 

specific to one user.  

The financial statements are not intended to provide all the information that primary users need, and preparers 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. 
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Summary of key principles  

Determining when 

information, individually or 

collectively, affects the 

assessment of 

accountability and users’ 

decisions 

 

The definition of materiality indicates that 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.  

• Preparers may develop and use qualitative considerations and quantitative thresholds to assess materiality. Qualitative 

considerations are described 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 selection of thresholds and 

benchmarks are a matter of judgement.  

• These qualitative considerations and quantitative 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 Guideline clarifies the interaction of qualitative and quantitative factors when assessing materiality. It notes that: 

• There is no hierarchy among the determinants of materiality and, as a result, preparers need to consider both qualitative 

and quantitative factors when assessing whether an item is material.  

• It is inappropriate to conclude that an item is material quantitatively without considering the impact of qualitative factors, 

and vice versa.  
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Summary of key principles  

Applying materiality in the 

financial statements  

Since materiality is a pervasive concept, it influences whether information is required to be recognised, measured, presented 

and disclosed in accordance with the requirements in the Standards of GRAP.  

Preparers consider materiality when (a) developing accounting policies, (b) deciding what information to disclose in the 

financial statements and how to present it and (c) assessing the effect of omissions, misstatement and errors in the financial 

statements. 

Developing accounting policies 

Some Standards of GRAP set out specific requirements about how an item should be recognised, measured, presented 

and disclosed in the financial statements. GRAP 3 establishes an overarching principle that the requirements in the 

Standards of GRAP are subject to materiality considerations. This means that: 

• Preparers are not required to apply the specific requirements set out in the individual Standard of GRAP when the effect 

of applying those requirements is immaterial. In such cases, preparers 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, it is 

important that preparers ensure that the application of that accounting policy does not have a material effect on the 

financial statements. Preparers will do this by assessing the effect on the individual or aggregate transactions, and 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. 
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Summary of key principles  

Applying materiality in the 

financial statements 

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

When an item has been assessed as material, preparers 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. The Guideline discusses these decisions broadly on the basis 

of the principles about the presentation of information in the financial statements in the Conceptual Framework.  

(a) What information should be presented and disclosed in the financial statements 

When an entity has decided to apply a particular Standard of GRAP, the selection of information will be based on the 

requirements in that Standard of GRAP. In such cases, preparers need to consider whether the information resulting from 

those specific presentation and disclosure requirements will be material to its users. If immaterial, that information does not 

need to be presented and/or disclosed in accordance with the requirements in the Standards of GRAP. 

(b) Where to present and disclose information in the financial statements 

In deciding where to present and disclose information, the requirements in the Standards of GRAP are also considered. 

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

provides guidance on whether the most appropriate location is the financial statements or the notes, i.e. display on a 

statement, or disclosure in the notes to the financial statements.  Materiality considerations apply equally to the information 

presented in the financial statements and disclosed in the notes.  

(c) How to organise 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. Guidance is provided on measures that can be taken to reduce clutter in the financial 

statements. Preparers should note that information overload and the duplication of information makes the financial 

statements less understandable, and undermines achievement of the objectives of financial reporting. 
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Summary of key principles  

 Applying materiality in the 

financial statements 

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

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

Preparers need to assess errors (i.e. omissions and/or misstatements) on an individual and collective basis, and are required 

to correct all material errors as well as 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. 

 

Other topics 

The Guideline provides additional guidance on how to apply materiality to specific circumstances. 

Interaction of materiality with laws and regulations 

The Guideline 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. 
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Prior period information  

The 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. 
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Status of the Guideline 

Status of the Guideline 
The Board agreed that the application of the Guideline should be made voluntary initially to allow practice to develop. Entities 

are encouraged to apply the Guideline. The Board will revisit the status in the future. 

How to access information   

Access information on the 
ASB and its work 
programme online 

Visit our website on www.asb.co.za 

Subscribe to our Newsletter 

Access the translated versions of the Standards 

 

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

