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1 INTRODUCTION

1.1 The purpose of this Statement is to establisteria for applying the
materiality test to information for inclusion inetfexternal financial statements of
any reporting entity.

2  APPLICATION
2.1 The standards in this Statement apply to &real financial statements.

2.2 This Statement of Standard Accounting Practieeoitmes operative for
financial statements covering periods beginningoafter 1 April 1985.

3 DEFINITION

3.1 Material. A statement, fact, or item is material if, givenl ftdnsideration of
the surrounding circumstances at the time of cotigole of the financial
statements, it is of such a nature that its disclsor the method of treating it,
would be likely to influence the making of decisidnsthe users of the financial
statements.
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4 DISCUSSION

4.1 Accounting, as a process of measurement and ooioation, frequently
involves judgements. In making these judgemerdssiderations of materiality
play an essential part.

4.2 The following are examples of issues which havbe settled by reference
to materiality —

(@) the separate disclosure of an item;
(b) the disclosure of the particular accountinghmdtadopted;

(c) the disclosure of the fact, and the financféa, of a change in accounting
method;

(d) the disclosure of the fact, and the financiféa, of a departure from an
accounting standard;

(e) whether an error in the accounting records,atietieprior to completion of
the financial statements, should be corrected aol statements consequently
be amended, or whether the correction be left @ftidr completion of the
statements.

4.3 The test of materiality calls for consideratias to the likely users of the
particular financial statements, and as to therinfgion needs of those users. The
information presented in financial statements mayubed by various and often
quite different classes of persons, each classbats own particular interest in
the reporting entity.

4.4 In deciding whether an item is material, itsunatand its amount usually
need to be evaluated together. It may be necessarngat as material an item
which on the basis of the amount involved would ofligg have to be judged
immaterial, for instance, where the effect of a gfgaim accounting method in the
current period is negligible, but is expected teetf materially the results of future
periods.

4.5 Requirements as to the form or content of fir@rstatements in statutes or
in any regulations, rules or agreements bindingnuppe reporting entity, must be
considered to override considerations of mateyiaitcept to the extent that such
requirements themselves refer to the criterion afemiality.

5 STANDARD ACCOUNTING PRACTICE

Materiality in Financial Statements

The Standard set out in the following paragraphs should be read in the context of
the foregoing paragraphs of this Statement and the Explanatory Foreword issued
by the Council of the New Zealand Society of Accountants.
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5.1 Subject to compliance with statutory or otheuieements binding upon the
reporting entity, financial statements should beppred having regard to the
materiality of the information to be given.

5.2 In deciding whether an item is material, itaunaiand its amount should both
be taken into account. Ordinarily, the nature dredamount of an item should be
evaluated together, although in particular circiamses either alone may have to
be recognised as the decisive factor.

5.3 For the purpose of determining whether an amisumaterial —

(@) items of the same or a similar category shbeldonsidered in aggregate;

(b) profit and loss statement items for which sefgadisclosure is not made may
be aggregated even though they are dissimilar.

5.4 When considering the materiality of an itera,atmount should be compared
with an appropriate base amount.

5.5 In applying the materiality test, the followislgould also be considered —
(&) the purpose of the financial statements in tes

(b) the identity, and the information needs, ofdisers of those statements; and
(c) the obligations of the reporting entity.
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APPENDI X

Note: This Appendix is included for illustrative purposes only and does not form
part of the Standard in this Statement.

Criteriato Assist in Determining Materiality

Determining materiality of an item is essentiallgnatter of judgement. In making
that judgement the following comparisons might b&lenahere applicable:

(@) Profit and loss statement items (including a&ottdinary items) could be
compared with the pre-tax profit before extraordingems for the current
year or the average pre-tax profit for the lasy, slaree years (including the
current year), whichever is the more relevant meastiprofit having regard
to the trend of the business over that period. &hiee tax charge is not
fully equal to a charge at current tax rates ontaxeprofits, or an item being
considered for adjustment is not tax deductiblenaty be more appropriate
to evaluate the materiality of the item based endter tax profits.

(b) Balance sheet items could be compared withawe of:
(i) total share capital and reserves, and
(i) the appropriate balance sheet class total,efample, current assets,
non-current assets, current liabilities, non-curtibilities.

(c) Where an item is subject to comparison with thee amounts in both (a)
and (b) above, the more stringent test should fireva

To assist in practical situations the following merage limits are suggested as

guidelines:

(@ A variation in amount which is equal to or gredtean 10 percent of the
appropriate base amount, could be presumed to lerimlaunless there is
evidence to the contrary.

(b) A variation in amount which is equal to or lemn 5 percent of the
appropriate base amount could be presumed to batenia, unless there is
evidence to the contrary.

(c) Whether or not a variation which lies betweenebcpnt and 10 percent of
the appropriate base amount could be materialnmier of judgement and
depends upon the particular circumstances of tee.ca

In providing these percentage limits it must besded that percentages are not
“magic numbers”, and all circumstances surroundihg items, the reporting
entity, and the users should be taken into account.
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