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Materiality is the impact that a misstatement or an omission of information in a business's financial statements can have on that statement's user. The item is considered to be material if it is probable that the users of the information would have changed their actions if the information had not been omitted or misstated. The user may include investors or auditors, among others. Omission or misstatement of information in financial statements of a company may lead to wrong judgment by the user. The implications may be huge, as that is not the correct financial position of a company. Additionally, that information may lead to a different action other than the one which would have been taken had the information been fully and accurately provided.  

Materiality as defined by the International Accounting Standards Board (IASB)

On October 31, 2018, the IASB amended International Accounting Standards (IAS) one and eight to make clear the definition of material. It was aimed at aligning the used definition in the conceptual framework with the standards and making it easier for firms to make materiality judgments. The material definition is a vital concept in IFRS since it assists companies in deciding whether certain information should be included in their financial statements. 

According to IFRS (2018), "information is material if misstating, omitting or obscuring it could reasonably be expected influence decisions, which the primary users of general purpose financial statements make based on those financial statements that provide financial information regarding a particular reporting entity."

Features that were lacking in the old definition include:

Obscuring. The focus of the previous description was on misstating or omitting information. The current definition has, however, included obscuring material information since it has a similar effect with omitting information. Could reasonably be expected to influence. IASB added the words “reasonably to be expected” because they believed that “it could influence” as used in the previous definition might lead to too much information. Primary users. The board thought that “users,” as previously used, was too broad and therefore expanded the definition to primary users to be more specific.

Materiality as per the Financial Accounting Standards Board (FASB)

On August 28, 2018, FASB made two amendments to its conceptual framework and two Accounting Standards Updates (ASU). Those changes aimed to improve the effectiveness of disclosures in notes to financial statements. It amended the definition of materiality to align it with other definitions in the financial reporting system. Among those that it aligned with include the American Institute of Certified Public Accountants (AICPA) and the Securities and Exchange Commission (SEC). Others include the Public Company Accounting Oversight Board (PCAOB) and the US Judicial System.

According to FASB, "the omission or misstatement of an item in a financial report is material if, in light of surrounding circumstances, the scale of the item is such that it is possible that the judgment of a reasonable individual relying upon the report would have been changed or influenced by the inclusion or correction of the item."

The Disclosure Framework Project is conducted in three sections, including Board Decision Process, Entity Decision Process, and Disclosure Topic Reviews. The Board Decision Process Assists in identifying appropriate disclosures when evaluating and setting disclosure requirements. The Entity Decision Process promotes discretion use by companies when assessing requirements for disclosure. The Disclosure Topic Reviews assesses the requirements.

Two examples of specific quantitative materiality guidelines provided by firms

1. Firms must have separate disclosures of items in a balance sheet if the revenues are equal to or exceed 10% and 5% of the total income and total assets, respectively. 
2. Firms should also disclose the details of receivables from a principle stockholder or any officer if it is equivalent to or is more than 1% of the total assets.

Do you think the materiality guidelines should be quantified? Why or why not?

Yes, I believe that materiality guidelines should be quantified. Materiality guidelines show the essence of particular financial information through the creation of a set of quantitative materiality guides or criteria, which is used in addressing some financial situations and is used as authoritative support. Quantifying the guidelines improves the effectiveness of disclosures to financial statements. That makes the reports more accurate, and investors or other stakeholders can rely on them when making critical decisions regarding a company. Additionally, quantified materiality guidelines ensure that there is no ambiguity in the guidelines. Companies cannot fail to disclose the necessary information on the basis that there is no clear guideline. Quantifying the guidelines will make companies disclose all the required information.

What does articulation mean between financial statements elements?

Articulation means that the income statements and the balance sheets of any business are described mathematically in a way that the net income is equivalent to equity of the owner for a particular period. Therefore, it is the information flow between balance sheets and income statements. Financial statements should thus be prepared in a way that information can articulate in the right way since they do not form a separate entity (van Mourik & Katsuo Asami, 2018). 

Balance sheet. It is linked directly to the statements in changes in equity, income statements, and the statements of cash flow. At the end of each period, the balance sheet states asset balances, liabilities, and equities for a company. 

Income Statements. They are also known as the profit and loss statements and hence contain information that reveals a company's profits and losses. These statements are linked to cash flow statements, balance sheets, and equity changes. 

Changes in Equity. They include the changes in equity value and are presented on the balance sheet. These statements are linked directly to balance sheets and income statements for a company.

Cash flow statements. These statements show the changes in the capital reserve and those in a firm's assets from the activities that involve investing. Additionally, the changes in the retained earnings, which are acquired from a company's profits or losses, and capital changes presented on a balance sheet. 

The above financial statements create a single item and are directly linked to information flow between each other to show the correct financial position of a company. Each of the statements provides information that can be used to describe the other. That explains the importance of articulation in giving meaning to a set of information. For information to flow correctly, the statements should be prepared in an orderly manner. 

How does it relate to an entity's financial statement?

Articulation relates to an entity's financial statement in the sense that a financial statement will be accurate when there is a good flow of information between the different statements. When information flows articulately between the balance sheet and the income statement, then the financial statement will be accurate and will provide the true position of the company.  
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