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Dear Sirs, 
 

Re: Draft IFRS Practice Statement – Application of Materiality to Financial Statements (ED/2015/8) 
 

This letter is the response of the Canadian Accounting Standards Board (AcSB) to the IASB’s draft 
Practice Statement, “Application of Materiality to Financial Statements,” issued in October 2015. 

The AcSB is Canada’s national accounting standard-setting body, holding the legal authority to set 
accounting standards in Canada.  Since 2011, the AcSB has operated under the strategy of endorsing and 
then importing IFRS into Canada for application by publicly accountable enterprises, other than pension 
plans.  To date, our policy has been to adopt IFRS as issued by the IASB, without modification (with the 
exception of deferring for a period of time the initial adoption of IFRS by investment and rate-regulated 
entities).  As of January 1, 2015, all such deferrals by the AcSB have ended. The AcSB consists of 
members from a variety of backgrounds, including financial statement users, preparers, auditors and 
academics.  Additional information about the AcSB can be found at www.frascanada.ca. 
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In formulating the views expressed in this letter, we discussed the draft Practice Statement with our IFRS 
Discussion Group1 and User Advisory Council

2
. 

We continue to support the IASB’s Disclosure Initiative, as noted in our response to the IASB Agenda 
Consultation.  Consistent with this, we support the development of guidance on the application of 
materiality.  Materiality is often challenging to apply in practice and the determination of whether 
information is material can require significant judgment. Additional guidance beyond that currently 
included in IFRS would be helpful. Some stakeholders have told us that, while additional guidance would 
be useful to all types of entities, it would be particularly useful to medium and smaller-sized entities 
since these entities often have more limited technical accounting resources than larger entities.   

The draft Practice Statement primarily focuses on the application of materiality in the context of 
presentation and disclosure in the financial statements, consistent with this project being part of the 
IASB’s Disclosure Initiative.  The draft Practice Statement also addresses materiality in the context of 
recognition and measurement, but in a much briefer manner.  The application of materiality to 
recognition and measurement is an important topic and is not discussed in adequate depth.  Developing 
more extensive guidance on materiality in the context of recognition and measurement would take 
some time. Recognition and measurement, as well as corrections of omissions and misstatements, are 
outside the scope of the Disclosure Initiative. We recommend that the guidance in the Practice 
Statement focus solely on presentation and disclosure. 

We agree that this guidance should be non-mandatory. As noted in the Basis for Conclusions, making 
the guidance non-mandatory avoids current and possible future conflicts with national legal 
frameworks. Guidance on the application of judgement needs to be flexible enough to take into account 
a variety of circumstances and is therefore not well suited for mandatory status.  However, the guidance 
is likely to be referred to more often if it is an appendix to IAS 1 Presentation of Financial Statements, 
rather than included as a Practice Statement at the end of the IFRS Bound Volume.  Given the 
importance of disclosing relevant information, the guidance issued should be as accessible as possible. 

Apart from the above concern about the scope, we generally agree with the content of the draft IFRS 
Practice Statement.  Appendices A and B to this letter provide some suggestions on how to further 
develop the guidance, in particular by providing detailed examples focusing on the most difficult 
materiality judgments. 

1  The IFRS Discussion Group consists of members from a variety of backgrounds similar to those of AcSB 
members but with a focus on financial statements prepared in accordance with IFRS.   

2      The User Advisory Council consists of users of financial statements representing a variety of investment  
         and analytical disciplines. 
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We would be pleased to elaborate on our comments in more detail if you require.  If so, please contact 
me, or, alternatively, Rebecca Villmann, Director, Accounting Standards (+1 416 204-3464 or 
email rvillmann@cpacanada.ca).  

Yours truly, 

 
Linda F. Mezon, FCPA, FCA 
CPA (MI) 
Chair, Canadian Accounting Standards Board 
lmezon@cpacanada.ca 
+1 416 204-3490  
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APPENDIX A 

Question 1—Form of the guidance 

A Practice Statement is not a Standard. The IASB’s reasoning for issuing guidance on applying the 
concept of materiality in the financial statements in the form of a non-mandatory Practice Statement is 
set out in paragraphs BC10–BC15. 

(a) Do you think that the guidance should be issued as non-mandatory guidance? Why or why not? 

(b) Do you think that a Practice Statement is the appropriate form for non-mandatory guidance on 
applying the concept of materiality? Why or why not? If not, what alternative(s) do you propose and 
why? 

 
A1. We agree that the guidance should be issued as non-mandatory guidance. Issuing the 

guidance as non-mandatory would avoid possible current or future conflicts with national 
legal frameworks, as noted in paragraph BC 11.  

A2. The application of materiality often depends on specific facts and circumstances. Preparers 
need to be able to apply judgment, as noted in paragraph 12 of the draft Practice 
Statement, in deciding what specific factors to take into account in applying materiality to 
an item and how to take those factors into account. We have heard some concerns from 
preparers that the draft Practice Statement will become a checklist that is applied to any 
possible material item, and that appropriate documentation of decisions on materiality 
would then be required for audit or other purposes. We think that is not the intent of the 
Practice Statement. However, making the guidance mandatory is more likely to lead to that 
result.  

A3. We agree that the guidance should be easily accessible to stakeholders and that inclusion in 
the IFRS Bound Volume achieves this objective better than issuing it as educational material.  
Materiality is identified in IAS 1 Presentation of Financial Statements as one of the general 
features of IFRS financial statements. IAS 1 already has an appendix that provides 
implementation guidance on several aspects of the standard. Stakeholders are used to 
referring to that guidance. We suggest including non-mandatory guidance on the 
application of materiality in a (separate) appendix to IAS 1. This would make the guidance 
more visible and, consequently, more likely to be referred to than if it is issued as a Practice 
Statement that is located at the end of the Bound Volume and is not directly linked to IAS 1. 
Given the importance of the Disclosure Initiative project in improving the disclosure of 
relevant information, guidance issued should be as accessible as possible.  
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Question 2—Illustrative examples 

Do you find the examples helpful in the [draft] Practice Statement? Do you think any additional 
practical examples should be included? If so, what scenarios should the examples address? Please be 
as specific as possible and explain why those example(s) would be helpful to entities. 

A4. Including examples in the guidance is very helpful. However, the examples are fairly 
straightforward. Difficulties in determining materiality generally arise when more complex 
judgments are required. Such judgments address both (i) whether an item is material and (ii) 
which of various pieces of quantitative and qualitative information about the item might be 
material to users of the financial statements. The Practice Statement could be more useful if the 
examples were expanded to address more complex determinations of materiality and included a 
discussion of the various aspects that might be considered in each scenario. Some of the examples 
covered could also include difficult determinations such as when an entity concludes that 
information was not material, as well as showing scenarios when two entities are deciding 
whether the same information is material, but come to different decisions due to different 
circumstances. 

A5. As noted in our response to Question 3 (see below), it would be helpful if the paragraphs in the 
draft Practice Statement addressing interim reporting were expanded. This guidance could include 
one or more examples of the determination of materiality in interim financial statements. 

A6. Appendix B to this response provides detailed comments on individual paragraphs, including those 
containing examples. 

Question 3—Content of the [draft] Practice Statement 

The [draft] Practice Statement proposes guidance in three main areas: 

(a) characteristics of materiality; 

(b) how to apply the concept of materiality in practice when presenting and disclosing information in 
the financial statements; and 

(c) how to assess whether omissions and misstatements of information are material to the financial 
statements. 

It also contains a short section on applying materiality when applying recognition and measurement 
requirements. 

Please comment on the following and provide any suggestions you have for improving the [draft] 
Practice Statement: 
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(a) Do you think that any additional content should be included in the Practice Statement? If so, what 
additional content should be included and why? 

(b) Do you think the guidance will be understandable by, and helpful to, preparers of financial 
statements who have a reasonable level of business/accounting knowledge and IFRS? If not, which 
paragraphs/sections are unclear or unhelpful and why? 

(c) Are there any paragraphs/sections with which you do not agree? If so, which paragraphs/sections 
are they and why? 

(d) Do you think any paragraphs/sections are unnecessary? If so, which paragraphs/sections are they 
and why? 

(e) Do you think any aspects of the guidance will conflict with any legal requirements related to 
materiality within your jurisdiction, or a jurisdiction in which you file financial statements? 

(a) Additional content   

A7. Users often comment that disclosures contain too much boilerplate and not enough entity-specific 
information. Entity-specific information provides details of how the accounting policy has been 
applied by the entity at a sufficient level of detail to provide useful information to users. For 
example, a statement that impairment is assessed by cash-generating unit may be accurate, but 
entity-specific information would identify the major cash-generating units. The Practice Statement 
should encourage preparers to apply professional judgment to determine what entity-specific 
information is material and whether too much disclosure makes the more important information 
difficult to identify.  The word “boilerplate” only occurs once in the draft Practice Statement – in 
the last sentence of the Basis for Conclusions. The only reference to “entity-specific” is in the IFRS 
definition of materiality quoted in paragraph 7. That definition also contains the words 
“Information is material if omitting or misstating it could influence decisions that users make”.  
The Practice Statement should discuss how “omitting or misstating” relates to how material 
information is disclosed, with specific reference to boilerplate,  the importance of disclosures 
being entity-specific, the level of detail to be provided and the clarity of the disclosure. (While the 
definition of misstatements in paragraph 67 does include “describing information ambiguously or 
obscuring material information”,  that Section of the draft Practice Statement focuses on errors 
and deliberate misstatements rather than how material information should be disclosed.)  
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A8. Paragraph 122 of IAS 1 requires disclosures of the judgments that have the most significant effect 

on the amounts recognized in the financial statements.  It is not clear if or how materiality applies 
to judgments made by management in applying the entity’s accounting policies – is a judgment 
significant if disclosing or not disclosing it could influence decisions made by users (i.e. is material), 
or is there some other criteria?  We suggest the Practice Statement clarify how materiality can be 
applied to disclosures about these types of judgments. 

A9. The application of materiality to interim financial statements is an important issue. Paragraphs 59 
- 60 copy relevant paragraphs from IAS 34 but provide no additional guidance. Users have told us 
that interim financial statements are important to them. Consistent with this, we recommend that 
more guidance on the application of materiality to interim financial statements be included in the 
Practice Statement. For example, guidance on how the greater reliance on estimates in interim 
reporting (see paragraph 23 of IAS 1) affects the application of materiality and how materiality is 
to be assessed in relation to the interim period financial data (see paragraph 25 of IAS 1). 

(b) Is the guidance understandable? 

A10. Overall, we think that the guidance will be understandable by preparers and will be helpful to 
their understanding and application of materiality to financial statements.  Detailed comments on 
specific paragraphs in the draft Practice Statement are provided in Appendix B to this response 
and suggest possible improvements to the structuring of the guidance, clarifications to the 
wording and places where examples could be added or made more useful.  

(c) Paragraphs/sections with which we do not agree.  

 
A11.  Overall, we agree with the guidance provided in the draft Practice Statement.  Appendix B to this 

response provides comments and suggestions to help further develop the guidance.  

(d)  Unnecessary paragraphs  

A12. Other than as discussed in our comments on the scope of the draft Practice Statement (see our 
response to Question 5, below) we have not identified any unnecessary paragraphs.  
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A13. The quoting of IFRS paragraphs may be seen as unnecessarily lengthening the Practice Statement. 

We think the inclusion of these IFRS paragraphs is useful. While this document is not classified as 
education material, it has a significant educational component. Including these paragraphs in the 
body of the Practice Statement provides important background and also eliminates the need for 
the reader to refer to other documents. This background is particularly important for preparers in 
medium and smaller-sized entities that, we have been told by some stakeholders, may not have 
the technical accounting resources that larger preparers have. However, it does mean that the 
IASB will need to amend the guidance from time to time to reflect changes in the IFRS paragraphs 
quoted.  

(e)  Conflict with legal requirements related to materiality in Canada  

A14. Based on discussions held to date, we are not aware of any aspects of the guidance that would 
conflict with legal requirements related to materiality in Canada. There are some differences in 
thresholds. For some aspects of the draft Practice Statement more specific guidance is provided in 
Canadian Securities requirements, while for other aspects the draft Practice Statement provides 
more specific guidance.   

Question 4—Timing 

The IASB plans to issue the Practice Statement before the finalization of its Principles of 
Disclosure project. 

The IASB has tentatively decided to include a discussion on the definition of materiality, and whether 
there is a need to change or clarify that definition within IFRS, in the Discussion Paper for its Principles 
of Disclosure project (expected to be issued early in 2016). Nevertheless, the IASB thinks that to 
address the need for guidance on the application of materiality, it is useful to develop the Practice 
Statement now.  

The IASB does not envisage that the discussion about the definition of materiality or any other topics in 
its Principles of Disclosure project will significantly affect the content of the Practice Statement. 
Nevertheless, the IASB will consider whether any consequential amendments to the Practice 
Statement are necessary following the completion of the Principles of Disclosure project. Do you agree 
with this approach? 

A15. Since the proposed guidance in the Practice Statement is likely to be useful to many preparers of 
all types, and particularly to smaller-sized entities with limited accounting resources, we agree 
that the guidance should be finalized and issued before completion of the Principles of Disclosure 
project.  Paragraph BC 21 notes that the definition of “materiality” will be included in the 
discussion paper for the Principles of Disclosure project and that “the IASB does not envisage that 
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the discussion about the definition will substantively affect the general content of the Practice 
Statement”.  However, the extent of the effect on the proposed guidance in the Practice 
Statement cannot be determined until the Principles of Disclosure project is complete. As noted in 
the IASB’s question above, changes to the guidance may be necessary following completion of 
that project.   

Question 5—Any other comments 

Do you have any other comments on the [draft] Practice Statement? As mentioned in 
Question 4, a discussion about the definition of materiality will be included in the 
Discussion Paper in the Principles of Disclosure project, so the IASB is not asking for 
comments on the definition at this time. 

A16. Consistent with the fact that this project is part of the IASB’s Disclosure Initiative, the draft 
Practice Statement devotes 31 paragraphs to materiality in the context of presentation and 
disclosure in the financial statements. The draft Practice Statement also addresses materiality in 
the context of recognition and measurement and the correction of omissions and misstatements 
which are outside the scope of the Disclosure Initiative. Further, the six paragraphs in the draft 
Practice Statement on the application of materiality to recognition and measurement do not 
provide sufficient guidance on this important topic.  Developing more extensive guidance on 
materiality in the context of recognition and measurement would take some time. Therefore, the 
Practice Statement should focus on presentation and disclosure, consistent with the scope of the 
Disclosure Initiative, and should not include recognition and measurement or the correction of 
omissions and misstatements. 

A17. We encourage the IASB to include the clarification (from paragraph 7 of IAS 1) that the 
assessment of materiality should take into account how users could reasonably be expected to be 
influenced in making economic decisions, in all places where the definition of materiality is 
provided. There is a significant difference between “information that could influence decisions” 
and “information that could reasonably be expected to influence decisions”. 

A18. Paragraphs 13 to 23 in the draft Practice Statement discuss the users of financial statements and 
their decisions. These paragraphs, which contain some additional material to that in the 
Conceptual Framework, are applicable to any consideration of user needs with respect to financial 
statements. Consequently, the Practice Statement, for which the scope is limited to the 
application of materiality, should not be the only place where this guidance is provided. 
Consideration should be given to including this discussion of users and user needs in the Principles 
of Disclosure. 
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A19. The objective of the Practice Statement is stated in paragraph 1 as being “to assist management in 

applying the concept of materiality…..”. We agree that it is management’s responsibility to 
prepare financial statements and, in doing so, to make materiality decisions. However, materiality 
decisions are often the subject of discussion with the entity’s auditors. Consequently it is also 
important for auditors to understand the concept of materiality in IFRS, as well as the IASB’s views 
on not disclosing immaterial information. We suggest that the relevance of the Practice Statement 
to auditors be acknowledged in the Practice Statement. (We recognize that auditors may consider 
materiality differently for other purposes, as discussed in paragraph BC 19 and agree that the 
Practice Statement should not cover materiality considerations made by auditors for these other 
purposes, as stated in paragraph BC 20.) 
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APPENDIX B 
Comments on specific paragraphs 
 
Paragraphs 5 - 6. 

B1. These paragraphs discuss the interaction of the IFRS definition of materiality and definitions that 
exist in various jurisdictions for legal, regulatory and similar requirements. There is no reference in 
the draft Practice Statement itself to the definition and application of materiality in the auditing 
literature, although paragraphs BC 18 – BC 20 discuss materiality thresholds used by an auditor. It 
would be more helpful to users of the Practice Statement if the discussion of the IFRS definition of 
materiality and of other definitions are in the same place.  Consequently, we suggest moving the 
material in paragraphs BC 18 – 20 into the body of the Practice Statement, immediately following 
paragraphs 5-6.  

B2. Paragraph 5 includes an example related to securities regulation. The last sentence comments on 
how such guidance was “probably” developed. The Practice Statement should focus on materiality 
in the context of general purpose financial statements in accordance with IFRS. We suggest 
incorporating the first sentence of paragraph 5 into paragraph 6 and deleting the remainder of 
paragraph 5 as that provides examples related to securities regulation rather than the application 
of materiality in IFRS. 

B3. Paragraph 6 states that “materiality” as used in legal and regulatory requirements in different 
jurisdictions is expected to be consistent with its use in financial reporting. This would be better 
stated as “the guidance in the Practice Statement is expected to be consistent with how 
materiality is understood in the contexts discussed in paragraph 5, i.e. legal and regulatory 
requirements in different jurisdictions”. 

Paragraphs 10 - 11.  

B4. These paragraphs overlap with the discussion on applying materiality judgements to IFRS 
disclosure requirements in paragraphs 34-36 and 49-53. We suggest integrating this discussion 
into a single set of paragraphs. 
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Paragraphs 17 - 19.  

B5. These paragraphs could be rewritten to state the key points more clearly. In particular: 

(a) The last sentence in paragraph 17 states that information should be disclosed that meets the 
common needs of a broad range of primary users. However, paragraph 19 indicates that 
information would also be disclosed if it is relevant to a significant class of primary user, i.e. 
but not to other primary users. We agree with paragraph 19 and suggest paragraphs 17 and 
19 be consolidated. 

(b) We agree with the statement in paragraph 18 that management cannot reasonably be 
expected to meet all the information needs of all the entity’s primary users. However, in the 
example in that paragraph it is unclear whether the investor wants the information to be 
disclosed in the entity’s financial statements in order to make decisions about the investor’s 
interest in that entity or about the investor’s investment in a different business or entity. 
Providing information an investor may want in order to make decisions about a different 
investment is not within the scope of general purpose financial statements. This example 
should be replaced with an example of detailed information that one investor requires to 
make decisions about his investment in the entity, but that other primary users do not need. 

Paragraph 27 

B6. We agree that disclosures about accounting policies should include how the entity has applied a 
specific IFRS, to the extent judgment in application is permitted.  The example could be more 
helpful if it also discussed what level of detail about the relevant IFRS is material and should be 
included in an entity’s disclosures as material information. The key issue here is the level of 
knowledge of IFRS that an entity can assume the primary users of its financial statements have. 
The range of alternatives includes providing a summary of those IFRSs that are significant to the 
entity’s financial reporting, simply referencing the specific IFRSs but providing no description of 
the requirements of those IFRSs, or making no disclosure about which IFRSs have been applied 
(i.e. only disclosing how the standards have been applied). 

B7. The phrase “inadequate and potentially immaterial disclosure” in paragraph 27 (a) is confusing 
since it is unclear how a disclosure can be both inadequate and immaterial. We suggest either 
deleting “potentially immaterial” or beginning the sentence “An example of an inadequate or 
potentially immaterial disclosure……..”. 
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B8. Paragraph 27(b) states “management considers factors such as the nature of the items”. It would 

be helpful to expand on the meaning of “the nature of the items” in this context and how this 
might affect a materiality decision.  For example, a liability under a guarantee may depend on 
actions of a third party or on uncontrollable events such as the weather. Understanding the 
factors that will determine the amount, if any, of a payment under a guarantee is often material 
information. 

Paragraph 32 

B9. If the sub-paragraphs represent an example, then this implies there are other aspects that should 
also be considered and it would be helpful to elaborate on these aspects. Alternatively, this 
paragraph could be rewritten as follows: 

Management should also assess whether information is material within the context of the 
different parts of the financial statements. Consequently, management would assess: 

(a) whether and how information should be presented separately in the primary financial 
statements; 

(b) whether and how information should be included in the notes; and 
(c) whether the assessment in paragraph 32(a) or (b) changes after reviewing the complete 

set of financial statements. 

Paragraph 36 

B10.  We suggest that this paragraph be deleted to avoid creating a bias towards including immaterial 
information. Such an outcome would work against the objective of “decluttering” disclosures by 
excluding immaterial information so that material information is more visible and not obscured by 
immaterial information. Paragraph 35 states that “IFRS does not prohibit entities from disclosing 
immaterial information” and further discussion of this point in the Practice Statement is not 
necessary. 

Paragraphs 52 – 53 

B11. The examples focus on situations where some of the IFRS disclosure requirements are not 
material and so certain disclosures need not be made. It would be helpful to add specific examples 
where an entity might determine that it should make a disclosure that is not specified in IFRSs and 
how an entity might arrive at that determination. These examples should cover both quantitative 
and qualitative disclosures. (The last sentence in the example in paragraph 53(a) does address this 
point, but in a very general manner that essentially only repeats wording in paragraph 52.)  For 
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example, an entity might have a material asset under construction that is not impaired at year end 
but for which there is considerable uncertainty as to whether it will ever enter production due to 
changing technological or market conditions. The entity may determine that this situation is 
material to the entity and the potential for impairment should be disclosed, even though such 
disclosure is not explicitly required by IAS 16. 

 

B12. The employee benefits example in paragraph 53(b) states that, for the smaller plans, only the 
information on key risks and sensitivities may need to be disclosed. This statement assumes that 
the smaller plans are material to the entity and that aggregating the information provides useful 
information (paragraph 53(c) uses the phrase “does not lead to the loss of material information”). 
It would be helpful if the example discussed how an entity would address such a scenario. We 
suggest replacing the last sentence in the paragraph with the following: 

"However, if an entity has several large plans and some smaller plans, then the smaller plans 
may not be material in total and the detailed IAS 19 disclosures may not be necessary. If the 
smaller plans are material in total, the entity should consider whether providing aggregated 
information about the smaller plans would be sufficient or whether this would result in not 
disclosing material information.” 

B13. We agree with the statement in paragraph 50 of the draft Practice Statement that “Management 
is not required to provide disclosures in the level of detail specified by a Standard, or even provide 
them at all, if the related information is not material because immaterial information does not 
need to be disclosed.” The example in paragraph 53(c) uses the wording “If share-based payments 
are material to the financial statements, the entity considers which information required by 
paragraphs 44–52 of IFRS 2 is useful to the primary users”. We have heard that some entities 
consider that certain IFRS disclosure requirements do not provide information that is helpful to 
users in making decisions. Consequently we are concerned that the wording in paragraph 53 (c) 
may suggest to some preparers that they can exclude material information, contrary to the intent 
of the Practice Statement. We suggest rewording this paragraph as follows: 

“IFRS 2 Share-based Payments prescribes detailed disclosure requirements for an entity that has 
share-based payment transactions. If share-based payments are material to the financial 
statements, the entity considers whether all the disclosures which information required by 
paragraphs 44–52 of IFRS 2 but is only required to provide those disclosures that 
are material. useful to the primary users The entity also considers whether any additional 
information should be disclosed. In some cases, instead of disclosing all the information in 
paragraphs 44–52 of IFRS 2, it might be appropriate to summarise some information, such as 
providing a range of vesting periods, if that does not lead to the loss of material information.” 
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Paragraph 55 

B14. The example in paragraph 55(a) does not illustrate the point that “materiality is not assessed only 
by reference to the current reporting date”.  Any entry made in the current reporting period, 
including adjustments to prior period estimates, affects the financial statements for the current 
period and should be assessed for materiality on that basis. We suggest deleting paragraph 55 (a). 
Paragraph 55 (b) should be retained as it is a useful example of the point being made in paragraph 
55. 

Paragraph 56 

B15. This paragraph includes the following: 

“It also enables an overall assessment of whether information in the financial statements is 
communicated in an effective and understandable way. For example management should 
consider whether matters of particular importance have been given sufficient prominence and 
whether related information is presented in such a way that the linkage is clear.” 

B16. We agree that effective and understandable communication is an important consideration in all 
aspects of disclosure. However, we do not see this as unique to materiality and think it might be 
better positioned elsewhere, possibly in the Principles of Disclosure. If it is retained in the Practice 
Statement, we suggest that this be made a separate paragraph, or set of paragraphs, to highlight 
its importance. 

Paragraph 57 

B17. This discussion would fit better in paragraphs 13-23 which address users and their information 
needs. 

Paragraph 59 

B18. While we agree with this paragraph as a whole, we disagree with the statement that “the 
objective of interim financial statements is different from the objective of financial statements”, 
without providing further context.  As stated in paragraph 30 of the draft Practice Statement, the 
primary objective of financial statements is to provide information that is useful to a wide range of 
users in making economic decisions. Paragraph 30 does not refer to either annual or interim 
financial statements and the objective applies equally to both. What is different is the context, in 
that annual financial statements are read alone while interim financial statements are read in 
conjunction with the last annual financial statements. We suggest that this sentence be rephrased 
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to note that the objective of both annual and interim financial statements is to provide decision 
useful information but that, as stated, the context is different. 

Paragraph 62 

B19. If the paragraphs on recognition and measurement are retained (see our comments on this 
in Appendix A), the first sentence “IFRS recognition and measurement requirements are applied if 
their effect is material to the financial statements” should be rewritten to focus on applying IFRS 
unless the item is immaterial. In other words, the presumption should be that IFRS is applied, 
rather than that it is not applied. This could be worded as “IFRS recognition and measurement 
requirements are applied unless their effect is not material to the financial statements”.   

Paragraph 69 

B20. The first sentence of paragraph 69 states “In assessing whether misstatements are material, 
management should take into account how precisely transactions can be measured”. There is no 
explanation of how or why accuracy of measurement affects materiality. We disagree that 
accuracy of measurement, in itself, affects materiality. However if a measurement is uncertain, 
and this is adequately disclosed, then a misstatement may fall within the range of disclosed 
uncertainty. The misstatement might not be material because it falls within the range of amounts 
that users would have considered based on the disclosure about uncertainty. This view seems to 
be consistent with the latter part of the paragraph. If this is intent, we suggest that the first part of 
the paragraph be modified to reflect the above. 

B21. We agree with the remainder of paragraph 69 that focuses on the need for disclosures about 
estimation uncertainty. However, we are concerned that the words “it may be more difficult to 
assess misstatements” could be read to imply that it is very rare to conclude that a financial 
statement item involving an estimate is a misstatement.  If the standards for developing an 
estimate were not appropriately applied then a material misstatement may exist that must be 
corrected.  For example, if a preparer’s estimate of value in use is not based on reasonable and 
supportable assumptions (re IAS 36.33(a)) then, the carrying amount may be misstated. We 
recommend that this point be included in paragraph 69. 

  

  Page 16 of 17 
 



AcSB Response to Draft IFRS Practice Statement 
Application of Materiality to Financial Statements (ED/2015/8) February 25, 2016 
 
 
Paragraph 76 

B22. Regulatory and auditing requirements can affect whether corrections of prior period errors are 
considered material to the current year.  If the paragraphs on omissions and misstatements are 
retained (see our comments on this in Appendix A), then the Practice Statement should indicate 
that such requirements may need to be considered by management.  Also, it would be helpful to 
provide an example of when “immaterial prior period errors could cause the current period 
financial statements to be materially misstated”. Examples might be where the cumulative effect 
of immaterial prior period errors is material to the current year. Another example might be a 
situation where current year earnings are significantly lower than prior year earnings.  An example 
could also be provided of where a correction of a prior period error in the current year “is less 
likely to affect materiality decisions than a similar misstatement in the current year, because the 
passage of time may make such information less relevant”. An example might be capital vs 
expense decisions where errors in the amount capitalized in prior years are less relevant than the 
effect of similar errors on capital expenditures and operating expense for the current year. 
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