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IAS 1

Definition of Materiality
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Background

The Board responded to concerns that some entities experience difficulties in making materiality
judgements when preparing financial statements. Although these difficulties are generally
behavioural, rather than related to the definition of material, feedback suggested that a number of
areas, such as entities applying the disclosure requirements as a checklist rather than applying
judgement, or the wording of the definition differing between IAS 1 and the Conceptual Framework,
could be addressed by refining the definition and providing guidance. [IAS 1:BC13B & BC13E]

== New threshold

mm Primary users

mm Obscuring
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Background

The key refinements to the definition include the following. [IAS 1:BC13H & BC13Q]

Replacing the threshold 'could influence' with 'could reasonably be expected to influence' as
the former may be understood as being too broad, given that almost anything 'could’
influence the decisions of some users of the financial statements, even if remote.

Using the wording of the definition of material in the Conceptual Framework, which the Board
considers to be clearer. This includes use of the phrase 'primary users' rather than simply
referring to 'users' as the unaccompanied term was considered too broad.

Including "obscuring' in the definition of material to incorporate the existing concept in |IAS
1:30A and address concerns that the effect of including immaterial information should also be
considered in addition to 'misstating' and 'omitting'.

Relocating explanatory wording from the definition to explanatory paragraphs to clarify those
requirements that are part of the definition and those that explain the definition.

Replacing the term 'economic decisions' with 'decisions', which is expected to be interpreted
in the same way.
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Background

With the introduction of the concept of 'obscuring’ the Board did not intend to prevent entities from
disclosing immaterial information required by local regulators or to prescribe how entities organise
and communicate information in financial statements. Rather, the Board intends to support existing
requirements in |IAS 1:30A and to help entities and other stakeholders to avoid instances in which
material information is obscured by immaterial information to the extent that it has a similar effect
as omitting or misstating the material information. [IAS 1:BC13L]

am3mBwonys luwsususisuaun



Definition

IAS 1 defines 'material’ as follows. [|AS 1:7]

Information is material if omitting, misstating or obscuring it could reasonably be expected to
influence decisions that the primary users of general purpose financial statements make on the
basis of those financial statements, which provide financial information about a specific reporting
entity.

Materiality depends on the nature or magnitude of information, or both. An entity should assess whether
information, either individually or in combination with other information, is material in the context of its
financial statements taken as a whole. [IAS 1:7]
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Definition
Information is obscured if it is communicated such that it would have a similar effect for primary users of

financial statements to omitting or misstating that information. For example: [IAS 1:7]

« information regarding a material item, transaction or other event is disclosed but the language used is
vague or unclear or the information is scattered throughout the financial statements;

» dissimilar items, transactions or other events are inappropriately aggregated;
« similar items, transactions or other events are inappropriately disaggregated; or

« material information is hidden by immaterial information to the extent that a primary user is unable to
determine what information is material.
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Definition

When assessing whether the information could reasonably be expected to influence decisions made by the
primary users of a specific reporting entity’s general purpose financial statements, an entity should
consider the characteristics of those users while also considering the entity’s own circumstances. [IAS 1:7]

Many existing and potential investors, lenders and other creditors cannot require reporting entities to
provide information directly to them and must rely on general purpose financial statements for much of the
financial information they need. Consequently, they are the primary users to whom general purpose
financial statements are directed and are considered to have a reasonable knowledge of business and
economic activities and be able to review and analyse the information diligently. At times, however, even
well-informed and diligent users may need to seek the aid of an adviser to understand information about
complex economic phenomena. [IAS 1:7]
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Thank you

The information contained herein is of a general nature and is not intended to address the circumstances of any particular
individual or entity. Although we endeavor to provide accurate and timely information, there can be no guarantee that such
information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act upon

such information without appropriate professional advice after a thorough examination of the particular situation. Materials
published may only be reproduced with the consent of FAP.
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