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Subject: Materiality Comment Letters Summary1 – Tab E 
 
MEMO OBJECTIVE 

The meeting objective is to review responses and make decisions on issues to the 
exposure draft, Materiality (ED). 

BRIEFING MATERIAL 

This memorandum provides the staff summary and analysis. The staff’s summary and 
analysis is intended to support your consideration of the comments and not to substitute 
for reading the individual letters. The summary presents: 
 

A. Tally of Responses by Question .............................................................................. 3 

B. Quick Table of Responses By Question .................................................................. 4 

C. Major Answers and Comments by Questions and by Respondent ......................... 6 

Attachment 1 provides an overall summary of responses and a list of issues identified 
with staff analysis and recommendations. 
Attachment 2 provides the original exposure draft with suggested edits based upon 
comments received and staff recommendations. 
Attachment 3 provides the full text of each comment letter. 

                                            
1
 The staff prepares Board meeting materials to facilitate discussion of issues at the Board meeting. This material is 

presented for discussion purposes only; it is not intended to reflect authoritative views of FASAB or its staff. Official 
positions of FASAB are determined only after extensive due process and deliberations. 

MEMBER ACTIONS REQUESTED: 

 Please provide responses to the 
questions starting on page 18 
before April 20.   
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Attachment 4 provides the original exposure draft issued. 

BACKGROUND 

SUMMARY OF OUTREACH EFFORTS 

The exposure draft, Materiality, was issued October 15, 2018 with comments originally 
requested by January 23rd but subsequently revised to March 11, 2019 due to the 
partial government shutdown. Upon release of the exposure draft, notices and press 
releases were provided to: 

a) The Federal Register; 

b) FASAB News; 

c) The Journal of Accountancy, AGA Topics, the CPA Journal, Government 
Executive, and the CPA Letter;  

d) The Financial Statement Audit Network ; and 

e) Committees of professional associations generally commenting on exposure 
drafts in the past. 

 

To encourage responses, a reminder notice was provided on March 4, 2019 to our 
Listserv.  

 

RESULT 

As of March 29, 2019, we have received 19 responses from the following sources: 

 
Accounting Firm    

Federal Entity (user)    

Federal Entity (preparer) 15   

Federal Entity (auditor) 1   

Federal Entity (other)  If other, please specify:  

Association/Industry Organization 2   

Nonprofit organization/Foundation    

Other  If other, please specify:  

Individual 1   

 
  

The full text of the comment letters is provided as Attachment 3. Attachment 3 includes 
a table of contents and identifies respondents in the order their responses were 
received. The comment letters appear as an attachment to facilitate compilation and 
pagination. However, staff encourages you to read the letters in their entirety before you 
read the staff summary below.  
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A. Tally of Responses by Question 
QUESTION YES/AGREE AGREE WITH 

SUGGESTION  
NO/DISAGREE NO COMMENT 

Q1. The Board proposes materiality 
concepts providing a discussion of 
users, scope, and factors to consider in 
the federal government environment. 
Refer to paragraph 1. 

Q1a. Do you agree or disagree with 
the proposed materiality section? 

Please provide the rationale for your 
answer. 

15 4 0 0 

Q1.  

Q1b. Do you have any suggestions 
that would enhance the section? 

11 0 0 8 

Q2. The Board proposes placing the 
materiality concepts in Statement of 
Federal Financial Accounting Concepts 
1, Objectives of Federal Financial 
Reporting. Refer to paragraph A14. 

Do you agree or disagree with the 
placement within concepts and 
specifically in SFFAC 1?  

Please provide the rationale for your 
answer. 

15 0 2 2 
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B. Quick Table of Responses by Question 

A=Agree, AWS= Agree with suggestion, C=Comment but did not specify agreement or 
disagreement, D=Disagree, NC=No Comment 

RESPONDENT 

(Organization or name if 
no org.) 

Q1A. Do you agree 
or disagree with the 
proposed 
materiality section? 

Q1B. Do you 
have any 
suggestions 
that would 
enhance the 
section? 

Q2. Do you 
agree or 
disagree with 
the placement 
within concepts 
and specifically 
in SFFAC 1? 

#1 Department of Defense A C D 

#2 Department of Health and 
Human Services 

A C A 

#3 Securities and Exchange 
Commission 

AWS NC D 

#4 Greater Washington 
Society of CPAs 

A NC A 

#5 Social Security 
Administration 

AWS C A 

#6 AGA A C A 

#7 Other Government 
Agency 

A C A 

#8 Mr. Mark Doehnert A C NC 

#9 Bureau of Engraving and 
Printing 

A NC A 

#10 Asset Leadership 
Network 

AWS C NC 

#11 General Service 
Administration 

A C A 

#12 Department of Treasury A NC A 

#13 Department of A NC A 
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RESPONDENT 

(Organization or name if 
no org.) 

Q1A. Do you agree 
or disagree with the 
proposed 
materiality section? 

Q1B. Do you 
have any 
suggestions 
that would 
enhance the 
section? 

Q2. Do you 
agree or 
disagree with 
the placement 
within concepts 
and specifically 
in SFFAC 1? 

Commence 

#14 Department of Labor AWS C A 

#15 Department of 
Agriculture -OIG 

A C A 

#16 Department of 
Homeland Security 

A NC A 

#17 Department of Interior A C A 

#18 Department of Housing 
and Urban Development 

A NC A 

#19 Department of Energy A NC A 
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C. Major Answers and Comments by Questions and by Respondent 

The table below table presents the major responses which may potentially affect the 
content of the exposure draft.  As such, not every comment from the respondent was 
included in the table. Please review each letter in attachment 1 Comment Letters to see 
supportive/minor/editorial related comments.  

QUESTION #1 Q1. The Board proposes materiality concepts providing a discussion of users, 
scope, and factors to consider in the federal government environment. Refer to paragraph 1. 

Q1a. Do you agree or disagree with the proposed materiality section? 

Please provide the rationale for your answer. 

Staff Response: See attachment 1 for staff’s analysis of below major/common comments.  Minor 
comments or suggestions are discussed in below table.   

 

#3 Securities 
and Exchange 
Commission 

Partially agree with the new language on materiality, with one exception: The last 
two sentences in proposed paragraph 191C state:  

Therefore, misstatements of relatively small amounts could have a material 
effect on the financial statements. For example, an amount that is not 
quantitatively material with respect to a very large line item may be material with 
respect to a smaller line item.  

The preceding sentences accurately state that “materiality may vary by financial 
statement, line item or group of line items within an entity.” However, a small 
amount that might be material to a single immaterial line would not, because of 
that, somehow become material to “the financial statements” taken as a whole. 
The discussion on qualitative materiality adequately covers situations where 
quantitatively small amounts could still be material – but those two concepts 
should be discussed separately. 

Staff response: See attachment 1 for detail discussion of this topic. 

#5 Social 
Security 
Administration 

(Note: please see the letter for more detail discussion on the topic, below are the 
key extracts from the letter.) 

We agree, with the exception of paragraph 191c, that updates and clarification 
are needed to the proposed materiality section.  Regarding paragraph 191c, we 
agree with the first two sentences provided. Our concerns center on the last 
three sentences (as shown below) of paragraph 191c. 

We understand from those sentence, “Consequently, after quantitative and 
qualitative factors are considered…,” materiality may vary by statement or line 
items.  We also agree that materiality differs based on qualitative factors (such 
as fraud), even if amounts do not meet the quantitative basis value.  However, 
the next sentence, “Therefore, misstatements of relatively small amounts…” with 
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the example provided in the last sentence of paragraph 191c, could be 
interpreted that each line would have its own unique quantitative material value.  
This interpretation is of concern, if the quantitative materiality value were to 
fluctuate on a financial statement for every line item.  We would also question, as 
to how would we establish this quantitative basis? 

We propose the following three options for updating paragraph 191c. 

Option 1 (SSA preferred) – “Materiality should be evaluated in the context of the 
specific reporting entity, and should consider both quantitative and qualitative 
factors.  Determining materiality requires appropriate and reasonable judgment 
in considering the specific facts, circumstances, size and nature of the 
misstatement.” 

Option 2 – “Materiality should be evaluated in the context of the specific 
reporting entity, and should consider both quantitative and qualitative factors.  
Determining materiality requires appropriate and reasonable judgment in 
considering the specific facts, circumstances, size, and nature of the 
misstatement.  Consequently, after quantitative and qualitative factors are 
considered, materiality may vary by financial statement, line item or group of line 
items within an entity.” 

Option 3 – “Materiality should be evaluated in the context of the specific 
reporting entity.  Determining materiality requires appropriate and reasonable 
judgment in considering the specific facts, circumstances, size, and nature of the 
misstatement.  Consequently, after quantitative and qualitative factors are 
considered, materiality may vary by financial statement, line item or group of line 
items within an entity.  Therefore, misstatements of relatively small amounts (that 
do not exceed the quantitative value basis) could have a material effect on the 
financial statements, if qualitative factors would affect the reader’s opinion of the 
financial statements.” 

Staff response: See attachment 1 for detail discussion of this topic. 

#10 Asset 
Leadership 
Network   

This is a great opportunity to straighten a lot of confusion about materiality, 
directly for financial reporting purposes but also indirectly for asset management, 
operations and auditing.  The other areas may focus on full framework of internal 
control as indicated in the GAO Green Book: effective and efficient operations 
reliable financial and non-financial reporting and compliance with laws and 
regulations… This is also a great opportunity to harmonize the GAO Yellow Book 
(attestations audits, performance audits), the GAO Green Book and 2 CFR 
PART 200—UNIFORM ADMINISTRATIVE REQUIREMENTS, COST 
PRINCIPLES, AND AUDIT REQUIREMENTS FOR FEDERAL AWARDS. 

The placement of the addition should apply to more than high level budgets and 
operational results that apply to those budgets.  The reader and others may 
believe materiality is confined to the section “Relationship of Financial Reporting 
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to Budgeting”. 

Staff response:  

The proposed materiality guidance intends to assist preparers in making 
materiality judgement. It is not a vehicle to harmonize all materiality discussion in 
different professions.  

#14 
Department of 
Labor 

[1]  Page 4, paragraph 191b.  The word used is “can” in:“ . . . it can be 
reasonably expected . . . “Page 4, paragraph 191d.  The word used is “can” in: “ . 
. . if it can be reasonably expected . . . “ whereas in the same paragraphs, the 
word “may” is used.  We suggest that “could” or “would” be used instead of 
“can.”  

[2]  Page 4, paragraph 191b.  We suggest that the “due” in “due diligence” be 
removed because of the legal/contractual connotations associated with the term 
“due diligence” versus “diligence,” which does not have that connotation. 

[3]  Pages 4 and 5, paragraphs 191b, 191c, 191d, and 191e.  Paragraphs 191b 
and 191d use “judgment” to refer to the judgment of the user, whereas in 
paragraphs 191c and paragraph 191e, “judgment” seems to refer to the 
judgment of the preparer.  Please be specific as to whether paragraphs 191c 
and 191e are referring to the user’s judgment or the preparer’s judgment. 

Staff response:  

After considering above comments and wordings in the proposed paragraphs, it 
seems that the proposed paragraphs are properly worded.  

 

QUESTION #2 Q1b. Do you have any suggestions that would enhance the section? 

Staff Response: See attachment 1 for staff’s analysis of below major/common comments.  Minor 
comments and suggestions are discussed in below table.   

#1 
Department of 
Defense 

Basis for Conclusions suggestions 

Paragraph A7:  The Government Accountability Office’s (GAO) 2018 
Government Auditing Standards commonly known as the Yellow Book was 
considered within the Basis for Conclusions paragraph A7.  It may be helpful to 
extend paragraph A7 to include a narrative explaining if the GAO Financial Audit 
Manual (FAM), specifically Volume 1 Section 230 paragraph .11 Determining 
Materiality, was considered within the Basis of Conclusions and the reasons for 
consideration.  It may be valuable to include whether the 3 percent guidance 
from the GAO FAM was considered. 

Paragraph A12:  Basis for Conclusion paragraph A12 discusses detailed 
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guidance on materiality is provided in existing literature.  It may be helpful to 
included examples of the detailed guidance. 

Staff response: See attachment 1 for detail discussion of this topic. 

#2 
Department of 
Health and 
Human 
Services 

HHS suggests the Materiality section include verbiage regarding Risk and it’s 
relation to the subject matter.  Risk (relating to audit, material misstatements, 
controls, etc.) and Materiality (qualitative and/or quantitative) among other 
matters, need to be considered together in designing the nature, timing, and 
extent of financial statement preparation, audit procedures and evaluation of the 
results of those procedures. 

Staff response:  

The proposed materiality guidance intends to assist prepares in making 
materiality judgements, not to cover assessment of audit and internal control 
risks related to financial reporting.  

#6 Association 
of 
Government 
Accountants               

Some of our members believe the FASAB should clarify that authoritative 
guidance is only limited to items that are not clearly trivial (rather than items that 
are not “material”) and explain that financial statements may include immaterial 
misstatements. This would converge terms with audit standards (AU-C 450.05). 
It would also align with the preparer and auditor’s thought process that the 
financial statements are not expected to be perfect, which is acceptable, but 
allow preparers the option of balancing costs and benefits against including or 
correcting immaterial items. 

Staff response:  

The proposed materiality guidance clarifies what is material and that the financial 
statements should not contain material misstatements. The proposed guidance 
does not discuss about the immaterial misstatements is because it is an entity’s 
choice to include immaterial items,  and it is up to the auditor to judge that 
including immaterial items would not mislead the user. Instead, the proposed 
basis of conclusion section A10 states: “Standards do not require perfection; 
instead, the standards allow for misstatements as long as they are not material. 
The Board believes that financial reporting should emphasize disclosing material 
information, not immaterial or irrelevant information.”  This aligns with AGA’s 
discussion stated above.  

#7 Other 
Government 
Agency (OGA) 

Section 191(e) did not provide enough specifics to help an Entity with making a 
solid judgement on what are their materiality impacts for identified 
misstatements. Essentially, the guidance to preparers has not improved since 
materiality is not a new concept and will be an auditor’s consideration for 
misstatements/omissions. OGA questions "what should a preparer use to make 
the materiality “Call” in absence of the auditor’s review, when trying to determine 
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on their own if the misstatement is material"?  

 Quantitative factors are not clearly defined and should be more specific. OGA 
suggests considering a percent of the “balance sheet” or “accounts receivables” 
amount as an initial review of the materiality. Then list a series of factors to 
determine possible impact of the misstatement or omission. Where are the 
“factors” for consideration and how will the misstatement or omission impact the 
“factors". 

Suggest that FASAB explicitly mention that materiality should be defined by the 
reporting entity’s management. Because FASAB does not provide thresholds for 
materiality, management has the right to apply materiality standards in 
accordance with this guidance, as it deems appropriate provided that the 
financial statement user would not be improperly influenced by an amount 
deemed immaterial by management. 

Staff response: See attachment 1 for detail discussion of this topic. 

#8 Mr. Mark 
Doehnert 

(Note: please see the letter for more detail discussion on the topic, below are the 
key extracts from the letter.) 
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Staff response: please see attachment 1 for the discussion related to 191C. In 
addition, “performance or operating information” is one type of information 
discussed in 191a & 191f. 

#9 Bureau of 
Engraving and 
Printing        

It would be nice if the guidance included examples of how to calculate 
materiality, because when it is calculated at an agency the auditors will ask the 
agency to support the components of the calculation and sometimes it can feel 
arbitrary and there isn’t always a 1:1 correlation, so having something from 
FASAB as an example to fall back on would be helpful. 

Staff response: See attachment 1 for detail discussion of this topic. 

#10 Asset 
Leadership 
Network   

(Note: please see the letter for more detail discussion on the topic, below are the 
key extracts from the letter.) 

Address the multidimensional aspects of materiality in financial reporting, asset 
management, operations and auditing.  These differ but usually have a lot in 
common, but they should be viewed and used independently…… The auditing 
function should not try to set materiality threshold for those being audited.  That 
is management’s responsibility.  The auditor can, of course, assess certain 
issues of effectiveness, efficiency, reliability reporting and compliance with 
GAAP, laws, regulations, and compliance with internal policy.    Materiality is 
contextual. 

The materiality section should cover how accounting and asset management 
relate. 

Place the content in another section, other than 191a. Another concept on its 
own would be worthwhile, as how things are managed from bottom to top 
depending upon the concept of materiality. 

There needs to be an expansion on the concept of qualitative materiality.  
Actively seek qualitatively material information that exposes waste, fraud and 
abuse and mismanagement.   We suggest this can be done by requiring 
affirmations to compliance with the GAO Blue Book regarding internal controls.   

The section should harmonize with the Cost Accounting Standards “9903.305 
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Materiality. 

There should be no expectation or excuse to indicate that some Government 
work deserves lower thresholds than commercial or non-government work.  That 
may bias the use of thresholds. Government work needing lower thresholds may 
have been true in the past but not now in that most organizations use some form 
of the COSO Internal Control Framework.  The internal control framework, if 
used properly, should drive for optimization of thresholds based upon facts, 
circumstances and valuations.       

Staff response:  

The proposed materiality guidance intends to provide general guidance on 
information presented in the financial statement not specific situation related to 
quantative or qualitatively considerations, nor it intends to define who should set 
the materiality since each area has its own materiality assessment method. 
Asset management is one example of financial management activities as such it 
won’t be called out in the guidance.  

In addition, this proposed guidance does not call out “lower” materiality in the 
federal environment, it only states: ”differ from those of the commercial entity”. 

#11 General 
Service 
Administration 

(Note: please see the letter for more detail discussion on the topic, below are the 
key extracts from the letter.) 

We agree with the language proposed for the materiality section, however due to 
the very general, high-level perspective, it lacks sufficient detail to support 
reporting entities making determinations based on materiality factors.  
Particularly we believe further guidance is needed regarding the quantitative 
perspective of materiality, to promote consistency in application and reduce the 
risk of conflicting interpretations of the guidance, such as amongst management, 
financial preparers and auditors.   

We recommend the FASAB consider guidance such as the Government 
Accountability Office’s (GAO’s) Financial Audit Manual (FAM), specifically 
Section 230 for additional levels of detail that would be appropriate to guide 
financial statements preparers.  The FAM Section 230 parts .10, .11 and .12 
provide auditors with general guidance for setting quantitative measures such as 
materiality benchmarks, materiality factors (such as 3% of the benchmark), 
performance materiality (⅓ of the materiality factor) and tolerable misstatements, 
used in developing audit plans and making assessments to form conclusions on 
the accuracy of financial information being audited.   

If the Board chooses not to develop more detailed guidance, such as is included 
in the FAM’s Section 230, we recommend the Board include discussions of such 
FAM guidance or other AICPA Statements on Auditing Standards (SAS), to 
identify if they are, or are not, appropriate for preparers to apply those or similar 
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quantitative constructs in making decisions on matters of materiality for financial 
reporting. 

Staff response: See attachment 1 for detail discussion of this topic. 

#14 
Department of 
Labor 

(Note: please see the letter for more detail discussion on the topic, below are the 
key extracts from the letter.) 

Please make it clear that this SFFAC applies to General Purpose Federal 
Financial Reports.  “Financial statements” may be prepared for internal 
management purposes and for interim periods; they may exclude certain 
required annual accruals and adjustments; and they may exclude certain 
financial statements and disclosures which would otherwise be required under 
GAAP (e.g., exclusions could be: note disclosures that are an integral part of the 
financial statements; certain statements, such as the Statement of Budgetary 
Resources which are not required to be submitted as part of third quarter interim 
statements per OMB Circular A-136; and RSI/RSSI).  However, GPFFR would 
include the financial statements and disclosures required by GAAP.  Therefore, if 
the SFFAC refers to “financial statements,” it should be clear that these are 
GPFFR. 

Please provide a list of examples of the existing literature that already provides 
the detailed guidance on materiality considerations.    The guidance should be 
“detailed” and not of a general nature, such as the guidance that is found in OMB 
Circular A-136.  A list with examples would provide references that the reader 
may use for additional information on the topic of materiality. If there is no list of 
examples, then omit the sentence.   

Staff response:  

The proposed guidance 191a called out that the scope is for “information 
presented in accordance with generally accepted accounting principles.” So the 
guidance does not apply to interim report.  

See Attachment 1 for staff’s analysis on the detail guidance of materiality 
considerations.  

#15 
Department of 
Agriculture -
OIG 

If a change in the concept of materiality would enhance a reasonable financial 
report users’ reliability, make a case of what specific changes to the concept 
would look like.  As presented, the effect may be increased ambiguity and 
additional audit effort merely to demonstrate compliance. 

Paragraph 191c comment.  Don’t believe we need the last sentence, suggest 
omitting or clarifying.  “For example, an amount that is not quantitatively material 
with respect to a very large line item may be material with respect to a smaller 
line item.”   
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Staff response:  

See Attachment 1 for staff’s analysis on 191c wording. 

#17 
Department of 
Interior 

DOI bureau noted that the definition of “materiality” is not apparent in the 
proposed section, although 191b describes what is considered “material”.  In 
addition, the bureau questions why in 191f there is a reference to commercial 
entity financial report users.  Also Paragraph A4 states,”…adds important 
elements such as a discussion of users…”  This discussion does not seem to be 
included in the materiality section.  Paragraph A6 generally references the users 
identified in SFFAC 1; however, is Appendix A a part of the materiality section? 

Please clarify if or what the differences are between a “reasonable financial 
report user” as used in Paragraph 191b. , a “reasonable user” as used in 
Paragraph 191d and a “user” in Paragraph 191a.  If terms are interchangeable, 
please note so. 

Staff response:  

The guidance is about updating the materiality guidance to assist preparers in 
making materiality judgments and improving disclosures, not about definition.  

Commercial entity discussion added to emphasize that federal financial report 
users have different needs compared to users of commercial entity financial 
reports. The users identified in SFFAC 1 (citizens, Congress, federal executives, 
and federal program managers) are the users FASAB considered in developing 
the proposed materiality section. 

Discussion of/guidance about the user considerations were covered at 191b, 
191d and 191f. 

#18 
Department of 
Housing and 
Urban 
Development 

The materiality section is overly broad and could be clearer regarding the 
difference between management’s materiality and auditor’s materiality 
assessment, providing suggestions on when these should be used, and what 
qualitative and quantitative factors would be used to determine both amounts 
from account, statement, and disclosure viewpoints. This would provide for a 
more consistent government-wide approach. GNMA also notes that when 
management deems something “immaterial,” the burden of proof is on 
management to demonstrate and disclose what was considered in developing its 
materiality. 

GNMA did provide the suggestion that FASAB specifically state that the auditor 
(GAAS) materiality guidance is not applicable to management. Further, more 
defined guidance or interpretations should be provided to allow for government-
wide consistency, specifically when applying for purposes of researching, 
testing, recording and disclosure of amounts. This suggested enhancement 
should include guidance as to when materiality would be calculated, and what 
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factors would be used to determine both qualitative and quantitative amounts 
from account, statement, and disclosure viewpoints. The Board should also 
consider including disclosure requirements indicating what management should 
be disclosing, including what Board determined to be material and why, to inform 
users as to what the magnitude of “acceptable omission” is for the financial 
statements. 

Staff response: See attachment 1 for detail discussion of this topic. 

 

QUESTION #3 The Board proposes placing the materiality concepts in Statement of Federal 
Financial Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 
A14. 

Do you agree or disagree with the placement within concepts and specifically in SFFAC 1?  

Please provide the rationale for your answer.  

Staff Response: See attachment 1 for staff’s analysis of below major/common comments.  Minor 
comments and suggestions are discussed in below table.   

#1Departmen
t of Defense 

 

Materiality is first discussed in the “Reliability” section in paragraph 160 of SFFAC 
1.  The new “Materiality” narrative could be an extension of the “Reliability” 
section. 

Additional Comment:  FASAB Handbook of Federal Accounting Standards and 
Other Pronouncements as Amended the Forward section that defines materiality; 
it would be helpful to amend SFFAC 1 with the new materiality clarification. 

Staff response: See attachment 1 for detail discussion of this topic. 

#2 
Department 
of Health and 
Human 
Services 

HHS agrees that the materiality concepts should be placed in the SFFAC 1; 
however, HHS disagrees with the recommended location of the concepts due to 
the important nature of the topic.  Therefore, HHS proposes two (2) placement 
options: 

Option 1 

“Materiality” should have its own chapter in the SFFAC 1.  HHS suggests placing 
this chapter between the current Chapter 6:  Qualitative Characteristics of 
Information in Financial Reports and Chapter 7:  How Accounting Supports 
Federal Financial Reporting.  Creating a stand-alone chapter for “Materiality” 
emphasizes the importance of the concept.    

Option 2 

Materiality could be a separate component of the Objectives of Federal Financial 
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Reporting. The current objectives include:  Budgetary Integrity, Operating 
Performance, Stewardship, and Systems and Controls.  Materiality could be 
viewed as another important objective of federal financial reporting. 

Staff response: See attachment 1 for detail discussion of this topic. 

#3 Securities 
and 
Exchange 
Commission 

(Note: please see the letter for more detail discussion on the topic, below are the 
key extracts from the letter.) 

Adding language to SFFAC 1, Objectives of Federal Financial Reporting, would 
add additional language on materiality to the “non-Level A GAAP” portions of 
FASAB issuances, but it would be silent on the relationship between the new 
language in SFFAC 1 and the existing language on materiality in SFFAS 1, 
Accounting for Selected Assets and Liabilities (paragraphs 12-13), and SFFAS 3, 
Accounting for Inventory and Related Property, (paragraphs 7-15),  

Historically, FASAB has not amended or updated the “Introduction” paragraphs or 
the Appendices (such as the “Basis for Conclusions”) of SFFAS issuances, 
presumably because only the “Accounting Standards” sections of SFFAS 
issuances are considered authoritative guidance/Level A GAAP. 

Amending SFFAC 1 would be likely to cause confusion as to whether the 
guidance on materiality in SFFAS 1 and SFFAS 3 is still applicable, or whether 
that guidance is being effectively rescinded.  

Staff response: See attachment 1 for detail discussion of this topic. 

#4 Greater 
Washington 
Society of 
CPAs 

Suggests that the Board considers the need to keep the materiality discussions 
that are currently included in other FASAB publications, including for SFFAS 3, 
Accounting for Inventory and Related Property, once SFFAC 1 is amended to 
include this proposed materiality section. 

Staff response: The existing materiality discussion will be kept in the non-
authoritative portions of the handbook (introductions and forwards) until this 
proposed concept is issued.  

#5 Social 
Security 
Administratio
n 

While we agree with the placement in SFFAC 1, we question the placement in 
paragraph 191.  This materiality paragraph is in the section of SFFAC 1 that 
discusses the financial reporting and the budget, which does not seem to relate 
directly to the discussion around materiality.  We suggest creating a materiality 
section in SFFAC 1 and inserting this language (requires adjustment of paragraph 
numbering). 

Staff response: See attachment 1 for detail discussion of this topic. 
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#6 
Association 
of 
Government 
Accountants               

Some of the members struggled with the placement of the section in the 
“Relationship of Financial Reporting to Budgeting” section of SFFAC 1. Some 
have suggested “Chapter 5: Balancing Costs And Benefits In Recommending 
Standards” or “Chapter 6: Qualitative Characteristics Of Information In Financial 
Reports” would be a better placement. One of our members suggested including 
the section in the Forward portion of SFFAC 1 under the Materiality heading for 
better effectiveness since concepts do not contain specific authoritative 
requirements for federal agencies. Therefore, including the additional “Materiality” 
text in the Foreword portion would be appropriate. 

Staff response: See attachment 1 for detail discussion of this topic. 

#7 Other 
Government 
Agency 
(OGA) 

SFFAC 3 Management Discussion and Analysis should include this as discussion 
point by management based on the defined concepts of materiality. 

Staff response: The existing discussion about the materiality in SFFAC 3 
(repeated in SFFAS 152) will remain relevant after this proposed materiality 
guidance is issued because it distinguishes MD&A considerations from those for 
basic information.  No additional/repeated discussion will be added in SFFAC 3 
since all the discussion related to the materiality will be covered by this proposed 
guidance in SFFAC 1. 

#10 Asset 
Leadership 
Network   

The concept of materiality and the proper use of materiality should be its own 
high-level concept document and expansion of the concept and the accountability 
for disclosure of material information.    Frequently, organizations do not want to 
provide material information. Transparency is good and drives prioritization, 
accountability and self-correction.  Materiality having its own concept will improve 
performance.  Understanding the concept of materiality, if approached correctly, 
is liberating. Concurrently, material information must be disclosed.  Negative or 
embarrassing material information must be disclosed.    

Staff response: See attachment 1 for detail discussion of this topic. 

 

NEXT STEPS 

Members are requested to provide input on the draft concepts and the suggestions will be 
compiled for discussion at the April meeting.   

 

                                            
2
 SFFAS 15, par. 5 – “Because MD&A must be concise if it is to be useful, management must select the 

most important matters to discuss. This means that some items that are material to the financial 
statements, notes, and other sections of the GPFFR may not be discussed in MD&A.” 
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MEMBER FEEDBACK 

If you require additional information or wish to suggest another alternative not considered in the 
staff proposal, please contact staff as soon as possible. In most cases, staff would be able to 
respond to your request for information and prepare to discuss your suggestions with the Board, 
as needed, in advance of the meeting. If you have any questions or comments prior to the 
meeting, please contact me by telephone at (202) 512-7377 or by e-mail at wug@fasab.gov 
with a cc to paynew@fasab.gov. 
 

 
QUESTIONS FOR THE BOARD  
 

1) Does the Board agree or disagree with staff’s suggestion to delete the last two 
sentences in 191C related to potential materiality difference on line items?  
 

2) Does the Board agree or disagree with staff’s suggestion that no detail discussion on 
materiality quantitative and qualitative considerations will be added on the proposed 
guidance? 
 

3) Does the Board agree or disagree with staff’s suggestion that materiality should have its 
own chapter and can be placed between the current Chapter 6:  Qualitative 
Characteristics of Information in Financial Reports and Chapter 7:  How Accounting 
Supports Federal Financial Reporting? 
 

4) Does the Board agree or disagree with staff’s suggestion to issue the materiality 
guidance and then delete the non-authoritative portions of the handbook after the 
materiality concepts are finalized? 

 
5) Does the Board agree or disagree with the proposed changes to the original ED? 

 

6) Does the Board agree or disagree with staff’s suggestion to forgo a hearing on the 
proposed statement and proceed with finalizing the standard statement?  
 

7) Does the Board wish to discuss any other matters not identified by staff in the proposed 
sections?   

mailto:wug@fasab.gov
mailto:paynew@fasab.gov
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This attachment provides an overall summary of responses and a list of issues identified with 
staff’s analysis and recommendations. 

Summary of Results 

Nearly all the respondents agreed with the proposed materiality guidance and placement of the 
proposed guidance in Concept 1, Objectives of Federal Financial Reporting (Concept 1). The 
respondents agreed that the proposed materiality guidance provides a good discussion of 
users, scope, and factors to consider in the federal government environment. A number of 
respondents raised concerns on the discussions of materiality difference on line items. Some 
respondents suggested different placement for the proposed materiality guidance in Concept 1. 
 
Major responses that may potentially affect the content of the exposure draft are presented in 
above Table C: Major Answers and Comments by Questions and by Respondent. The 
major/common responses have been analyzed and summarized below, along with the staff’s 
suggestion for proposed changes to the original ED for the Board’s consideration. Minor edits 
and suggestions discussed in Table C are not included below. 
 
Question 1: ED Q1a The Board proposes materiality concepts providing a discussion of 
users, scope, and factors to consider in the federal government environment. Refer to 
paragraph 1. Do you agree or disagree with the proposed materiality section? Please 
provide the rationale for your answer. 
 
Staff Analysis: 
 

15 out of 19 respondents supported proposed materiality guidance, 4 out of 19 supported 
the guidance with suggested improvements.   
 
Respondents’ reasons for supporting the proposal were quite similar to both the Board’s 
intent and the task force’s pilot results, as stated in the materiality ED. Respondents 
believed materiality is a key to better reporting, and current guidance does not provide clear 
guidance on how to apply materiality in the federal environment. In addition, the foreword 
portion of the Handbook may conflict with some aspects of the auditing standards. 
Respondents saw the proposed materiality guidance as a major improvement. As such, they 
welcomed the change. 
 
Materiality Difference on Line Items   2 out of 4 respondents who supported with 
suggested improvement have similar concerns on the discussions of materiality differences 
on line items in proposed paragraph 191C. 
 

191C Materiality should be evaluated in the context of the specific reporting entity. 
Determining materiality requires appropriate and reasonable judgment in considering the 
specific facts, circumstances, size, and nature of the misstatement. Consequently, after 
quantitative and qualitative factors are considered, materiality may vary by financial 
statement, line item or group of line items within an entity. Therefore, misstatements of 
relatively small amounts could have a material effect on the financial statements. For 
example, an amount that is not quantitatively material with respect to a very large line 
item may be material with respect to a smaller line item. 
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Both respondents stated that the last two sentences are confusing. With the example 
provided in the last sentence of paragraph 191c, it could be interpreted that each line would 
have its own unique quantitative material value. 
 
Staff Recommendation: The last two sentences of 191C discuss quantitative and 
qualitative materiality consideration on the line items which likely conflict with the Board’s 
intention to provide no detail guidance on the quantitative and qualitative consideration of 
materiality.  Since the sentence above starting with “Consequently, after quantitative and 
qualitative factors are considered, materiality may vary by financial statement, line item or 
group of line items within an entity.” clearly stated the possibility of materiality difference 
within an entity, staff suggests taking out the last two sentences to avoid confusion.  
 

 
Question 2: ED Q1b. Do you have any suggestions that would enhance the section? 
 
Staff Analysis: 
 

11 out of 19 respondents provided some suggestions about enhancing the section. 6 out of 
the 11 suggested providing detail specific guidance or example or detail references to the 
existing literatures on materiality considerations. They believed by doing so, it would provide 
a more consistent government-wide approach. In addition, 3 out of 11 would like to specify 
that it is management’s responsibility to set up materiality not the auditor.  
 
Staff Recommendation: The proposed materiality guidance intends to provide general 
guidance on information presented in the financial statement. It does not intend to provide 
specific situation related to quantitative or qualitative considerations, nor does it intend to 
define who should set the materiality since each area has its own materiality assessment 
method. In ED 191e and A12, it clearly states that “the Board does not provide specific 
qualitative or quantitative thresholds for materiality” and provides the reasons (entity specific 
and enough existing guidance) why the Board chose not to do so. In addition, this guidance 
will be a Concept document. Detail consideration of the materiality may be a discussion 
topic for a Standard but not a Concept.  
 
There is a possibility to provide a detail reference of existing literatures on materiality such 
as AICPA AU-C 320 and GAO FAM 230 in A12. However, by doing so, it may provide user 
the impression that the Board endorses some materiality literature but not the others such 

as cost management’s. As such, staff suggests no change in the ED about this. 

 
Different financial reporting professions have their own materiality guidance. It is not this 
concept’s intention to define who should set up the materiality. Staff suggests no change in 
the ED about this. 
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Question 3: ED Q2 The Board proposes placing the materiality concepts in Statement of 
Federal Financial Accounting Concepts 1, Objectives of Federal Financial Reporting. 
Refer to paragraph A14. Do you agree or disagree with the placement within concepts 
and specifically in SFFAC 1?  
 
Staff Analysis: 
 

15 out of 19 respondents supported the proposed placement in Concept 1. While 2 out of 19 
have no comment on this topic, 2 out of 19 disagreed on the placement. One disagreed 
respondent suggested another location other than section 191 in SFFAC 1 to place the 
materiality guidance. Another disagreed respondent stated: “amending SFFAC 1 would be 
likely to cause confusion as to whether the guidance on materiality in SFFAS 1 and SFFAS 
3 is still applicable, or whether that guidance is being effectively rescinded.”   
 
3 out of 15 agreed respondents suggested creating a separate chapter in SFFAC 1 to place 
the proposed materiality guidance due to its importance to the financial reporting. Others 
suggested to be placed as a section other than section 191 in various chapters. However, 
none of them suggested the same location.  
 
Staff Recommendation:  
 
Placement The use of materiality impacts an organization at various levels and areas of 
responsibility, accountability and mission. Due to its importance to the federal financial 
reporting, staff agreed with the respondents that the proposed materiality should have its 
own chapter. Staff suggests placing this chapter between the current Chapter 6:  Qualitative 
Characteristics of Information in Financial Reports and Chapter 7:  How Accounting 
Supports Federal Financial Reporting because materiality discussion would follow well after 
the discussion of the qualitative characteristics of information in financial reports. 
 
Impact to Existing Guidance As pointed in the ED Basis for Conclusion A3 that materiality 
currently is discussed in SFFAC 3, SFFAS 1 and SFFAS 3.  An amendment to SFFAC 3 is 
proposed in ED 191g section. The SFFAS1 and SFFAS 3 have the materiality discussion in 
Forward section that is not considered as official guidance. Therefore, they can be revised 
through the handbook update process. The issuance of the proposed materiality guidance 
also likely affects other documents in the handbook such as Technical Releases. 
 
Staff suggests issuing the materiality guidance first so a clearer guidance can be available 
to user soon. The research of other areas affected can be done after the issuance. The 
Handbook’s non-authoritative sections on materiality in SFFAS 1 and SFFAS 3 can be 
deleted without seeking comment. Needed changes to Technical Releases would be 
accomplished through appropriate due process.   
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SUMMARY 

This Statement of Federal Financial Accounting Concepts (Statement or SFFAC) updates 

concepts The Federal Accounting Standards Advisory Board proposes concepts regarding 

related to the application of materiality in the federal financial reporting environment.  Through 

an amendment to SFFAC 1, Objectives of Federal Financial Reporting; and SFFAC 3, 

Management’s Discussion and Analysis.,  Tthis Statement SFFAC statement wouldclarifies 

implementation of materiality concepts in the issuance of federal financial statements. It also 

helpsprovide  financial statement users improve their understanding and comprehension of 

federal financial reports. materiality concepts, specify the scope of materiality, and list factors to 

consider when applying materiality. 

A reporting entity considers materiality in the application of specific requirements to information 

contained in its general purpose federal financial reports. This proposed materiality 

sectionconcepts Sstatement would  clarifiesy the materiality guidance. It would defines the 

users, scope, and factors to consider when applying materiality in the federal environment. It 

would helps federal financial report preparers apply the materiality concepts to provide 

important information in federal financial reports.
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CONCEPTS 

AMENDMENTS TO SFFAC 1, OBJECTIVES OF FEDERAL FINANCIAL 

REPORTING 

1. This paragraph amends Statement of Federal Financial Accounting Concepts (SFFAC) 1, 
Objectives of Federal Financial Reporting, by inserting a header chapter titled Materiality 

immediately after paragraph 191between  the current chapter 6:  Qualitative Characteristics 

of Information in Financial Reports and chapter 7:  How Accounting Supports Federal 

Financial Reporting along with text that reads as follows1: 

Materiality 

191a164a. A reporting entity considers materiality in the application of accounting and 
reporting requirements. The Board intends that information presented in 
accordance with generally accepted accounting principles (GAAP)15.1 will not 
contain misstatements, including omissions of information, considered material. 
Such omissions include information that is necessary for a reasonable financial 
report user (reasonable user) to understand the effect of particular material 
transactions, other events, and conditions on the entity’s financial statements, 
required supplementary information (RSI), or required supplementary stewardship 
information (RSSI).  

 
 FN12.1 Such information would include financial statements and notes to the 

financial statements, required supplementary information, and required 

supplementary stewardship information. 

 
164b. A misstatement, including omission of information, is material if, in light of 

surrounding facts and circumstances, it can reasonably be reasonably expected 
that the judgment of a reasonable financial report user (a reasonable user) relying 
on the information would change or be influenced by the correction or inclusion of 
the information. A reasonable financial report user has knowledge of the reporting 
entity’s activities and is willing to study the information with due diligence. 

 
164c. Materiality should be evaluated in the context of the specific reporting entity. 

Determining materiality requires appropriate and reasonable judgment in 
considering the specific facts, circumstances, size, and nature of the misstatement. 
Consequently, after quantitative and qualitative factors are considered, materiality 
may vary by financial statement, line item, or group of line items within an entity. 
Therefore, misstatements of relatively small amounts could have a material effect 
on the financial statements. For example, an amount that is not quantitatively 
material with respect to a very large line item may be material with respect to a 
smaller line item. 

  

                                                
1 Because the inserted chapter will become chapter 7: Materiality, the current chapters after chapter 6 in SFFAC 1 

will be renumbered to accommodate the insertion. 



 
 

164d. Misstatements should be considered individually and, in the aggregate, and 
materiality determinations regarding such misstatements should include both 
qualitative and quantitative considerations. Information that is not considered 
material from a quantitative standpoint may be considered qualitatively material if it 
can reasonably be reasonably expected to change or influence the judgment of a 
reasonable user. Qualitative considerations include the public accountability of the 
reporting entity; applicable legal and regulatory requirements; the visibility and 
sensitivity of government programs, activities, and functions; as well as other 
factors that may affect a reasonable user’s judgments about the information. 

 
 164e.  The Board establishes materiality concepts and related factors to consider in 

making judgments. Due to the factors discussed in paragraphs 164c and 164d, the 
Board does not provide specific qualitative or quantitative thresholds for materiality. 

  
164f. In applying materiality concepts, the specific needs of a reasonable financial report 

user should be considered. In the federal government environment, such needs 
generally differ from those of the commercial entity financial report user. For 
example, due to the visibility and sensitivity of government programs, federal 
government financial report user needs extend to having the ability to assess the 
allocation and use of resources in the federal government. Further, compliance 
with laws, regulations, contracts, and grant agreements is also a significant 
consideration of the user.15.2  

 
FN 15.2 Information requiring protection from unauthorized disclosure is 
referred to as “classified national security information.” The application of 
financial accounting standards needs to support the legal requirements to 
protect classified national security information.  

 
164g.  To emphasize that materiality should be considered in applying all FASAB 

standards, the Board will place the following notice at the end of each Statement: 
 

The provisions of this Statement need not be applied to information if the 
effect of applying the provision(s) is immaterial.FN   

 
FN Refer to Statement of Federal Financial Accounting Concepts 1, 
Objectives of Federal Financial Reporting, chapter 7, titled How Accounting 
Supports Federal Financial ReportingMateriality for a detailed discussion of 

the materiality concepts. 

AMENDMENT TO SFFAC 3, MANAGEMENT’S DISCUSSION AND ANALYSIS 

2. This paragraph amends SFFAC 3, Management’s Discussion and Analysis, footnote 10 at 

paragraph 26. Footnote 10 is amended as follows: 

FN 10 Materiality of effects to be discussed should be evaluated in the context of 
the specific reporting entity, not the Government as a whole.  
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APPENDIX A: BASIS FOR CONCLUSIONS 

This appendix discusses some factors considered significant by Board members in reaching the 

conclusions in this proposed Statement. It includes the reasons for accepting certain 

approaches and rejecting others. Individual members gave greater weight to some factors than 

to others. The concepts enunciated in this Statement—not the material in this appendix—should 

guide the development of standards for specific transactions, events, or conditions. 

PROJECT HISTORY 

A1. The Board added a note disclosures project to its agenda in October 2017 with the 

objective of improving the relevance, clarity, consistency, and comparability of disclosures 

among federal entities. FASAB formed a task force to conduct related research. FASAB 

also conducted a survey on disclosures in which a majority of respondents indicated that 

materiality-based judgment can assist in eliminating redundancy and unnecessary 

disclosure by providing only relevant information.    

A2. Currently, materiality is discussed in three issuances: SFFAC 3, Management’s 

Discussion and Analysis; Statement of Federal Financial Accounting Standards (SFFAS) 

1, Accounting for Selected Assets and Liabilities; and SFFAS 3, Accounting for Inventory 

and Related Property. The clarity, detail, and organization of the guidance, however, could 

be improved. As such, the Board agreed to update the materiality guidance to assist 

preparers in making materiality judgments and improving disclosures. 

A3. In February 2018, staff presented draft materiality concepts to the note disclosures task 

force. The task force included federal financial report preparers, auditors, and consultants. 

Task force members agreed that the draft was not significantly different from their 

understanding of the application of materiality in practice, but it would help in applying 

materiality concepts in the federal environment as a result of its improved clarity, detail, 

and organization.   

PROPOSED MATERIALITY CONCEPTS 

A4. The proposed materiality section concepts do not include substantive changes to 

underlying concepts. Rather, to provide better guidance, they add important elements, 

such as a discussion of users, a clearer concept of misstatement, and specific federal 

environment considerations.  

A5. In developing the proposed  sectionconcepts, several sources were considered, including 

the materiality discussion in the current FASAB Handbook, other accounting standards 

boards’ publications, relevant audit standards, and Securities and Exchange Commission 

(SEC) guidance.  

A6. Federal financial report users have different needs compared to users of commercial entity 

financial reports. The users identified in SFFAC 1 (citizens, Congress, federal executives, 

and federal program managers) are the users FASAB considered in developing the 

proposed materiality section concepts. 



 
 

A7. FASAB considered guidance from the Government Accountability Office’s 2018 

Government Auditing Standards for the materiality section’s federal environment related 

discussion. 2 This guidance, commonly referred to as the Yellow Book, states the 

following: 

6.03 Standards used in conjunction with GAGAS require the auditors to apply the 

concept of materiality appropriately in planning and performing the audit.FN omitted 

Additional considerations may apply to GAGAS engagements that concern 

government entities or entities that receive government awards. For example, for 

engagements conducted in accordance with GAGAS, auditors may find it appropriate 

to use lower materiality levels than those used in non-GAGAS audits because of the 

public accountability of government entities and entities receiving government 

funding, various legal and regulatory requirements, and the visibility and sensitivity of 

government programs. 

A8. Misstatements are often easier to assess using quantitative considerations. However, they 

should be assessed using qualitative considerations as well. Therefore, these proposed 

section concepts clarify that materiality should be assessed using both quantitative and 

qualitative considerations.   

A9. The SEC Staff Accounting Bulletin Topic 1.M states, “Even though a misstatement of an 

individual amount may not cause the financial statements taken as a whole to be 

materially misstated, it may nonetheless, when aggregated with other misstatements, 

render the financial statements taken as a whole to be materially misleading.” 3 The Board 

has a similar view. Misstatements should be considered individually and in the aggregate.  

A10. Standards do not require perfection; instead, the standards allow for misstatements as 

long as they are not material. The Board believes that financial reporting should 

emphasize disclosing material information, not immaterial or irrelevant information. 

A11. The proposed concepts define materiality in terms of the likelihood that a reasonable 

user’s judgment would be affected by the misstatement. SFFAS 1, Accounting for 

Selected Assets and Liabilities, states that materiality depends on whether “omitting or 

misstating information about the item makes it probable that the judgment of a reasonable 

person” 4 would be affected. In SFFAS 1, “probable” was recognized as being “subject to 

broad interpretation” and did not mean “more likely than not.”5 In SFFAS 5, Accounting for 

Liabilities of The Federal Government, “probable” is defined as “more likely than not.”6 The 

Board does not believe “more likely than not” is appropriate in assessing materiality 

because it would be a lower degree of likelihood compared to the general meaning of 

“probable” in other sectors and SFFAS 1. Using “probable” in the materiality concepts 

could lead to unreasonable expectations regarding precision. The Board believes 

“reasonably expected” is more consistent with current practice and is appropriate in the 

federal government environment.  

                                                
2 GAO, Government Auditing Standards 2018 Revision, GAO-18-568G (Washington, D.C.: Jul 17, 2018), 117-118. 
3
 The SEC ‘Codification of Staff Accounting Bulletins, Topic 1: Financial Statements’; available online at 

https://www.sec.gov/interps/account/sabcodet1.htm#M; last accessed April 8, 2019. 
4
 SFFAS 1, par.13. 

5
 SFFAS 1, par.127 and 128. 

6 SFFAS 5, par.19, footnote 9. 
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A12. The Board does not provide specific quantitative or qualitative considerations in the 

proposed  sectionconcepts. Both quantitative and qualitative considerations are typically 

entity specific. Existing literature already provides detailed guidance on materiality 

considerations. Materiality considerations could vary depending on whether the reporting 

entity is a sub-component, component, or the government-wide reporting entity. 

Consequently, the materiality considerations may differ as financial information is 

consolidated from sub-component to component to government-wide reporting entities.  

A13. In certain situations, an entity may have a quantitatively significant balance or activity that 

would lead to a high quantitative entity-wide materiality amount. If used to assess 

materiality for the entity’s other balances or activities, such materiality amounts could allow 

misstatements that would affect reasonable financial report users’ judgments regarding 

the rest of the entity’s activities. In such cases, qualitative factors could lead to a separate 

materiality consideration. 

SUMMARY OF OUTREACH EFFORTS AND RESPONSES 

A14. The Board issued the exposure draft (ED) on October 15, 2018, with comments originally 

requested by January 23 but subsequently revised to March 11, 2019, due to the partial 

government shutdown. 

A15. Upon release of the ED, FASAB provided notices and press releases to the FASAB 

subscription email list, the Federal Register, FASAB News, the Journal of Accountancy, 

Association of Government Accountants Topics, the CPA Journal, Government Executive, 

the CPA Letter, the Financial Statement Audit Network, and committees of professional 

associations generally commenting on EDs in the past (for example, the Greater 

Washington Society of CPAs and the Association of Government Accountants Financial 

Management Standards Board). 

A16. The Board did not rely on the number of respondents in favor of or opposed to a given 

position. Information about the respondents’ majority view is provided only as a means of 

summarizing the comments. The Board considered each response and weighed the 

merits of the points raised. The respondents’ significant comments are summarized below. 

A17. FASAB received 19 responses from preparers, users of federal financial information, and 

professional associations. Nearly all respondents agreed with the proposed materiality 

concepts and their placement in an SFFAC. This provides broad flexibility when exercising 

materiality judgments, while also providing consistency across standards without 

overriding existing materiality guidance. 

A18. Some respondents suggested creating a separate chapter in SFFAC 1 regarding 

materiality due to its importance. After carefully considering the comments received and 

the fact that materiality concepts may impact an organization at various levels and areas 

of responsibility, accountability, and mission, the Board proposed to place the proposed 

materiality guidance in SFFAC1 by creating a new chapter 7 titled Materiality. 

BOARD APPROVAL 

A19. This Statement was approved for issuance by all members of the Board.

Comment [GW1]: This section is new 

Comment [GW2]: To be finalized after the 
meeting 

Comment [GW3]: To be finalized. 
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FASAB  Federal Accounting Standards Advisory Board 

FN Footnote 

GAAP Generally Accepted Accounting Principles 

GAGAS Generally Accepted Government Auditing Standards 

RSI Required Supplementary Information 

RSSI Required Supplementary Stewardship Information 

SEC Securities and Exchange Commission  

SFFAC  Statement of Federal Financial Accounting Concepts 

SFFAS Statement of Federal Financial Accounting Standards  
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Please select the type(s) of organization responding to this exposure draft. If you 
are not responding on behalf of an organization, please select “individual.” 

Accounting Firm    
Federal Entity (user)    
Federal Entity (preparer) X   
Federal Entity (auditor)    
Federal Entity (other)  If other, please specify:  
Association/Industry Organization    
Nonprofit organization/Foundation    
Other  If other, please specify:  
Individual    
 

Please provide your name. 

Name: William Fleming 
 

Please identify your organization, if applicable. 

Organization: U.S. Securities and Exchange Commission 
 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 
factors to consider in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please 
provide the rationale for your answer. 

Partially agree with the new language on materiality, with one exception: The last 
two sentences in proposed paragraph 191C state:  

Therefore, misstatements of relatively small amounts could have a material 
effect on the financial statements. For example, an amount that is not 
quantitatively material with respect to a very large line item may be material 
with respect to a smaller line item.  

The preceding sentences accurately state that “materiality may vary by financial 
statement, line item or group of line items within an entity.” However, a small 
amount that might be material to a single immaterial line would not, because of 
that, somehow become material to “the financial statements” taken as a whole. 
The discussion on qualitative materiality adequately covers situations where 
quantitatively small amounts could still be material – but those two concepts 
should be discussed separately. 

b. Do you have any suggestions that would enhance the section? The two 
sentences quoted above are confusing and should be deleted, for reasons stated 
above. 
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Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 
Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 
A14. 
 
Do you agree or disagree with the placement within concepts and specifically in 
SFFAC 1? Please provide the rationale for your answer. 

Disagree. Adding language to SFFAC 1, Objectives of Federal Financial 
Reporting, would add additional language on materiality to the “non-Level A 
GAAP” portions of FASAB issuances, but it would be silent on the relationship 
between the new language in SFFAC 1 and the existing language on materiality in 
SFFAS 1, Accounting for Selected Assets and Liabilities (paragraphs 12-13), and 
SFFAS 3, Accounting for Inventory and Related Property, (paragraphs 7-15),  

Historically, FASAB has not amended or updated the “Introduction” paragraphs 
or the Appendices (such as the “Basis for Conclusions”) of SFFAS issuances, 
presumably because only the “Accounting Standards” sections of SFFAS 
issuances are considered authoritative guidance/Level A GAAP.  

However, this distinction about differing levels of GAAP status for the various 
sections of SFFAS issuances doesn’t appear to be clearly stated anywhere in 
SFFAS 34, The Hierarchy of Generally Accepted Accounting Principles, Including 
the Application of Standards Issued by the Financial Accounting Standards 
Board, or anywhere else in the FASAB Handbook.  Although there is an implied 
reference to this in paragraph 14 of SFFAS 3 (“accounting and reporting 
provisions of the Board’s recommended standards”), there is no clear indication 
that the Introduction sections (even though the paragraphs are numbered) and 
the Basis for Conclusions of SFFAS documents are not considered 
authoritative/Level A guidance. 

Because of this, amending SFFAC 1 would be likely to cause confusion as to 
whether the guidance on materiality in SFFAS 1 and SFFAS 3 is still applicable, 
or whether that guidance is being effectively rescinded. 

Recommendation:  

If the Board intends to add new language on materiality to SFFAC 1, it should 
consider adding new language to the Foreword of the FASAB Handbook (see the 
existing “Materiality” section, page 4), in order to:  

• Clearly state which sections of SFFAS documents should be considered 
authoritative guidance/Level A GAAP, in accordance with the GAAP 
hierarchy in SFFAS 34,  

• Clearly state that SFFAC documents are below the level of the Level A-D 
GAAP hierarchy in SFFAS 34, but should take precedence over other 
sources of literature, and 
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• Explain the hierarchical relationship of (a) SFFAC documents and (b) the 
non-authoritative sections of SFFAS documents: which one is higher than 
the other, (a) or (b)? 

Additional Comment: 

SEC has no objections to the citation of SEC Staff Accounting Bulletin Topic 1.M in 
paragraph A9 of the Basis for Conclusions. 
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Please select the type(s) of organization responding to this exposure draft. If you 
are not responding on behalf of an organization, please select “individual.” 

Accounting Firm    
Federal Entity (user)    
Federal Entity (preparer) X   
Federal Entity (auditor)    
Federal Entity (other)  If other, please specify:  
Association/Industry Organization    
Nonprofit organization/Foundation    
Other  If other, please specify:  
Individual    
 

Please provide your name. 
Name: Yianting Lee 
 
Please identify your organization, if applicable. 
Organization: Department of Health and Human Services 
  
 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 
factors to consider in the federal government environment. Refer to paragraph 1. 
  

a. Do you agree or disagree with the proposed materiality section? Please provide the 
rationale for your answer.  
 
HHS agrees with the proposed materiality section since it assists the user, preparer, or 
auditor in effectively applying accounting and reporting requirements as it relates to the 
concept of “Materiality” when reviewing, preparing, or auditing financial statements. The 
proposed materiality guidance will improve the understanding and comprehension of 
federal financial reports by financial statement users. 
 

b. Do you have any suggestions that would enhance the section? 
 
HHS suggests the Materiality section include verbiage regarding Risk and it’s relation to 
the subject matter.  Risk (relating to audit, material misstatements, controls, etc.) and 
Materiality (qualitative and/or quantitative) among other matters, need to be considered 
together in designing the nature, timing, and extent of financial statement preparation, 
audit procedures and evaluation of the results of those procedures. 
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Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 
Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 
A14. 
 

Do you agree or disagree with the placement within concepts and specifically in 
SFFAC 1? Please provide the rationale for your answer. 
 

HHS agrees that the materiality concepts should be placed in the SFFAC 1; however, 
HHS disagrees with the recommended location of the concepts due to the important 
nature of the topic.  Therefore, HHS proposes two (2) placement options: 

 
Option 1 

 
“Materiality” should have its own chapter in the SFFAC 1.  HHS suggests placing this 
chapter between the current Chapter 6:  Qualitative Characteristics of Information in 
Financial Reports and Chapter 7:  How Accounting Supports Federal Financial 
Reporting.  Creating a stand-alone chapter for “Materiality” emphasizes the importance 
of the concept. 

    
Option 2 

 
Materiality could be a separate component of the Objectives of Federal Financial 
Reporting. The current objectives include:  Budgetary Integrity, Operating Performance, 
Stewardship, and Systems and Controls.  Materiality could be viewed as another 
important objective of federal financial reporting. 
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Page 8 of 53



#4 Greater Washington Society of CPAs Association

Page 9 of 53



#4 Greater Washington Society of CPAs Association

Page 10 of 53



FASAB Exposure Draft: Questions for Respondents due January 23, 2019 

Materiality 

Page 1 of 4 

Please select the type(s) of organization responding to this exposure draft. If you 
are not responding on behalf of an organization, please select “individual.” 

Accounting Firm    
Federal Entity (user)    
Federal Entity (preparer) X   
Federal Entity (auditor)    
Federal Entity (other)  If other, please specify:  
Association/Industry Organization    
Nonprofit organization/Foundation    
Other  If other, please specify:  
Individual    
 

Please provide your name. 

Name: Joanne Gasparini, Acting Deputy Chief Financial Officer 
 

Please identify your organization, if applicable. 

Organization: Social Security Administration (SSA) 
 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 
factors to consider in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please 
provide the rationale for your answer. 

SSA Response:  We agree, with the exception of paragraph 191c, that updates and 
clarification are needed to the proposed materiality section.  The proposed materiality 
section provides additional clarity for applying the concept of materiality to financial 
statements by expanding on the concept of misstatements when considering the needs 
of key users in the Federal environment.  Additionally, the Board emphasizes the 
importance of evaluating both quantitative and qualitative factors in the determination of 
materiality, without providing specifics, which allows entities broader flexibility in 
exercising materiality judgments. 

Regarding paragraph 191c, we agree with the first two sentences provided: 
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Our concerns center on the last three sentences (as shown below) of paragraph 191c. 

 

Per our reading, it appears the proposed language indicates that the materiality basis 
from a quantitative perspective could be different for every line on the financial 
statements.  If our interpretation is correct, we believe additional information is 
necessary, such as providing examples and additional information on how to make 
these determinations.  If our interpretation is incorrect, we ask that the language be 
updated to avoid any possible confusion.  (Please note, we offer proposed updated 
language under Q1b below.) 

We understand from the sentence, “Consequently, after quantitative and qualitative 
factors are considered…,” materiality may vary by statement or line items.  We also 
agree that materiality differs based on qualitative factors (such as fraud), even if 
amounts do not meet the quantitative basis value.  However, the next sentence, 
“Therefore, misstatements of relatively small amounts…” with the example provided in 
the last sentence of paragraph 191c, could be interpreted that each line would have its 
own unique quantitative material value.  This interpretation is of concern, if the 
quantitative materiality value were to fluctuate on a financial statement for every line 
item.  We would also question, as to how would we establish this quantitative basis? 

Currently, GAO Financial Audit Manual (FAM) Section 230.9 provides guidance on 
using either Total Assets or Total Expenses, as a benchmark for quantitative 
materiality.  This benchmark provides a starting point to establish a materiality threshold 
on a quantitative basis.  However, if the materiality value changes from line to line, what 
would be the basis, other than perhaps the use of percentage changes (which raises a 
question of the starting value to evaluate the change)?  In addition, should the 
quantitative value be subject to change line by line?  For example, if an entity has Total 
Assets of $100 billion, with Property, Plant, Equipment valued at $5 million at the end of 
one year and later discovers that the full $5 million was an error and the value should 
be zero, would this be a quantitative material difference, requiring restatement?  From 
an individual line item perspective, the quantitative basis would be a 100 percent error; 
however, the likely impact on the reader would be minimal, given the relative value to 
the Total Assets and the related quantitative basis of the Total Assets.  While qualitative 
factors may cause the error to be material, it is problematic to evaluate each line 
separately from a quantitative perspective. 

We understand that each financial statement, due to the different purposes and 
information provided, could potentially have its own quantitative materiality threshold, if 
that is the intended interpretation of the proposed language.  The GAO FAM guidance 
does provide options (the larger of the values) to use Assets or Expenses as a 
benchmark; thus, indicating that the quantitative value may depend on the overall type 
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of activity (or statement) being reviewed.  However, we believe having a different 
quantitative materiality threshold for different line items on the same statement would 
be problematic. 

While our interpretation of this guidance may be incorrect, we want to ensure that it is 
clear to the reader that materiality can vary according to each agency’s determination 
when considering all factors (quantitatively and qualitatively). 

Please see our proposed updated language under the next sub-question (Q1b). 

b. Do you have any suggestions that would enhance the section? 

SSA Response:  As discussed above, we propose the following three options for 
updating paragraph 191c. 

Option 1 (SSA preferred) – “Materiality should be evaluated in the context of the 
specific reporting entity, and should consider both quantitative and qualitative 
factors.  Determining materiality requires appropriate and reasonable judgment in 
considering the specific facts, circumstances, size and nature of the misstatement.” 

This option would remove the potentially confusing language regarding quantitative 
materiality varying by statement and line item(s) and would stress the consideration of 
both quantitative and qualitative factors.  This option allows materiality to be based on 
non-quantitative values. 

Option 2 – “Materiality should be evaluated in the context of the specific reporting 
entity, and should consider both quantitative and qualitative factors.  Determining 
materiality requires appropriate and reasonable judgment in considering the specific 
facts, circumstances, size, and nature of the misstatement.  Consequently, after 
quantitative and qualitative factors are considered, materiality may vary by financial 
statement, line item or group of line items within an entity.” 

Option 2 would not include the sentence with the example discussing strictly 
quantitative basis (last sentence of paragraph 191c).  This option, we believe is valid 
when evaluating all factors and that material items could vary in size based on 
qualitative factors.  However, this language may still be confusing to the reader.  If this 
language is considered too vague, we offer the following option: 

Option 3 – “Materiality should be evaluated in the context of the specific reporting 
entity.  Determining materiality requires appropriate and reasonable judgment in 
considering the specific facts, circumstances, size, and nature of the misstatement.  
Consequently, after quantitative and qualitative factors are considered, materiality may 
vary by financial statement, line item or group of line items within an entity.  Therefore, 
misstatements of relatively small amounts (that do not exceed the quantitative value 
basis) could have a material effect on the financial statements, if qualitative factors would 
affect the reader’s opinion of the financial statements.” 
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This option provides more information on how small dollar misstatements could still be 
material based on qualitative factors.  (If that is the intent of the language.) 

Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 
Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 
A14. 
 
Do you agree or disagree with the placement within concepts and specifically in 
SFFAC 1? Please provide the rationale for your answer. 

SSA agrees.  The placement of the proposed materiality concepts in an SFFAC 
provides broader flexibility when exercising materiality judgments, while also providing 
consistency across standards, without overriding existing materiality guidance. 

While we agree with the placement in SFFAC 1, we question the placement in 
paragraph 191.  This materiality paragraph is in the section of SFFAC 1 that discusses 
the financial reporting and the budget, which does not seem to relate directly to the 
discussion around materiality.  We suggest creating a materiality section in SFFAC 1 
and inserting this language (requires adjustment of paragraph numbering). 
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January 23, 2019   

    

Ms. Wendy M. Payne 

Executive Director 

Federal Accounting Standards Advisory Board 

Mailstop 6H19 

441 G Street, NW, Suite 6814 

Washington, DC 20548 

 

Dear Ms. Payne: 

 

On behalf of the Association of Government Accountants (AGA), the Financial Management Standards 

Board (FMSB) appreciates the opportunity to provide comments to the Federal Accounting Standards 

Advisory Board (FASAB) on its Exposure Draft of Materiality: Amending Statement of Federal Financial 

Accounting Concepts (SFFAC) 1, Objectives of Federal Financial Reporting, and SFFAC 3, Management’s 

Discussion and Analysis.  The FMSB is comprised of 19 members (list attached) with accounting and auditing 

backgrounds in federal, state and local government, as well as academia and public accounting.  The FMSB 

reviews and responds to proposed standards and regulations of interest to AGA members and its views do not 

represent all members of AGA. Local AGA chapters and individual members are also encouraged to comment 

separately.  For full disclosure and transparency, current members of the FMSB do not work with or provide 

consulting services with classified organizations within the Federal Government. 

 

We appreciate the FASAB’s continued effort in setting and providing clarification of the standards relating 

to the Federal Government.  We also appreciate the efforts to converge the materiality concept in line with 

the other standard setters.  We have reviewed the Exposure Draft and have provided our responses below 

based on the questions in the Exposure Draft.   

 

Q1 

The Board proposes materiality concepts providing a discussion of users, scope, and factors to consider 

in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please provide the rationale for 

your answer.  

Initially we questioned whether FASAB should be setting materiality standards for auditors and federal 

government entities, considering the language in SFFAC 1.191.  However, we noted other standard setters 

including the SEC, PCOAB, IFRS and GAO are providing materiality guidance in their respective 

publications. We believe there needs to be convergence of standards and/or concept statements for 

consistency across all public and non-public entities and addressing materiality is key to better reporting.   

Moreover, we believe that if the current guidance in the Forward portion of SFFAC 1 is followed literally it 

could be in direct conflict with several aspects of the auditing standards.  For example, the current wording 

could inappropriately treat the risk of incorrect rejection the same as the risk of incorrect acceptance. The 

objective of financial reporting by preparers and the objective of assurance by auditors and regulators requires 

a focus on the risk of incorrect acceptance (that is, the risk that auditor concludes that the financial statements 

are fairly presented in all material respects when, in reality, the audited financial statements are not fairly 

presented in all material respects). The risk and consequences of over-reporting are insignificant compared 
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to the risk and consequences of under-reporting (AU-C 200.A37). We believe the proposed materiality section 

would help settle conflicts such as this.  We request the FASAB change the materiality section in the 

Handbook’s Forward to be consistent with the final language in the concepts statement. We agree with the 

proposed section.  

  

Do you have any suggestions that would enhance the section?  

Some of our members believe the FASAB should clarify that authoritative guidance is only limited to items 

that are not clearly trivial (rather than items that are not “material”) and explain that financial statements may 

include immaterial misstatements.  This would converge terms with audit standards (AU-C 450.05).  It would 

also align with the preparer and auditor’s thought process that the financial statements are not expected to be 

perfect, which is acceptable, but allow preparers the option of balancing costs and benefits against including 

or correcting immaterial items.  

 

Q2 

The Board proposes placing the materiality concepts in Statement of Federal Financial Accounting 

Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph A14.  

 

Do you agree or disagree with the placement within concepts and specifically in SFFAC 1? Please 

provide the rationale for your answer. 

 

We agree the proposed standard should be included in SFFAC 1 since materiality is an overall concept and 

should be applied respectively.  Additionally, since FASAB is not providing specifics the concept statements 

would be the most appropriate location for the discussion. 

 

Some of the members struggled with the placement of the section in the “Relationship of Financial Reporting 

to Budgeting” section of SFFAC 1.  Some have suggested “Chapter 5: Balancing Costs And Benefits In 

Recommending Standards” or “Chapter 6: Qualitative Characteristics Of Information In Financial Reports” 

would be a better placement.  One of our members suggested including the section in the Forward portion of 

SFFAC 1 under the Materiality heading for better effectiveness since concepts do not contain specific 

authoritative requirements for federal agencies. Therefore, including the additional “Materiality” text in the 

Foreword portion would be appropriate. 

 

We appreciate the opportunity to comment on this document and will be pleased to discuss this letter with 

you at your convenience.  If there are any questions regarding the comments in this letter, please contact 

Lealan Miller, Chair at lmiller@eidebailly.com or at 208-383-4756. 
 

Sincerely, 

 
Lealan Miller, CGFM, CPA 

Chair- AGA Financial Management Standards Board  

 

cc: John H. Lynskey, CGFM, CPA, AGA National President 
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Please select the type(s) of organization responding to this exposure draft. If you 
are not responding on behalf of an organization, please select “individual.” 

Accounting Firm    
Federal Entity (user) X   
Federal Entity (preparer)    
Federal Entity (auditor)    
Federal Entity (other)  If other, please specify:  
Association/Industry Organization    
Nonprofit organization/Foundation    
Other  If other, please specify:  
Individual    
 

Please provide your name. 

Name:  
 

Please identify your organization, if applicable. 

Organization: Other Government Agency (OGA) 
 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 
factors to consider in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please provide the 
rationale for your answer. 

Majority of the stakeholders agree with the proposed materiality section in response to 
FASAB Question 1. Stakeholders provide the following rationales/questions:  

i. Section 191(e) did not provide enough specifics to help an Entity with 
making a solid judgement on what are their materiality impacts for identified 
misstatements. Essentially, the guidance to preparers has not improved 
since materiality is not a new concept and will be an auditor’s consideration 
for misstatements/omissions. OGA questions "what should a preparer use 
to make the materiality “Call” in absence of the auditor’s review, when 
trying to determine on their own if the misstatement is material"?   

ii. The proposed amendments provide more clarity on assessing materiality 
from a qualitative perspective. 

iii. The draft standard states that materiality should be assessed, but never 
really says who should assess materiality besides the words, “the reporting 
entity.” OGA understands that the auditors assess materiality through 
Generally Accepted Government Auditing Standards.  

b. Do you have any suggestions that would enhance the section? 
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Stakeholders provide the following suggestions:  

i. Quantitative factors are not clearly defined and should be more specific. 
OGA suggests considering a percent of the “balance sheet” or “accounts 
receivables” amount as an initial review of the materiality. Then list a series 
of factors to determine possible impact of the misstatement or omission. 
Where are the “factors” for consideration and how will the misstatement or 
omission impact the “factors". 

ii. Suggest that FASAB explicitly mention that materiality should be defined by 
the reporting entity’s management. Because FASAB does not provide 
thresholds for materiality, management has the right to apply materiality 
standards in accordance with this guidance, as it deems appropriate 
provided that the financial statement user would not be improperly 
influenced by an amount deemed immaterial by management. 

Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 
Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 
A14. 
 
Do you agree or disagree with the placement within concepts and specifically in 
SFFAC 1? Please provide the rationale for your answer. 

Majority of the stakeholders agree with the placement within concepts and 
specifically in SFFAC 1 in response to FASAB Question 2. 

Stakeholders provide the following rationales/questions: 

1. SFFAC 1 provides the concept and goals for financial reporting of an entity 
and provides guidance for communication of an Entity’s financial soundness 
to the public via the financial statements. Integrity, Trust and Transparency 
should be a key concept and goal of the Entity to the public to ensure the 
public is not purposely misled through the lack of disclosures of material 
misstatements and omissions.     

SFFAC 3 Management Discussion and Analysis should include this as 
discussion point by management based on the defined concepts of 
materiality. 

2. Including the additional information in SFFAC 1 makes the most sense since 
it directly impacts the objectives of federal financial reporting. 
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Please select the type(s) of organization responding to this exposure draft. If you 
are not responding on behalf of an organization, please select “individual.” 

Accounting Firm    
Federal Entity (user) X   
Federal Entity (preparer) X   
Federal Entity (auditor)    
Federal Entity (other)  If other, please specify:  
Association/Industry Organization    
Nonprofit organization/Foundation    
Other  If other, please specify:  
Individual    

 

Please provide your name. 

Name: General Services Administration, OCFO 
 

Please identify your organization, if applicable. 

Organization: Office of Financial Management 
 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 
factors to consider in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please provide the 
rationale for your answer. 

GSA Responses: We agree with the language proposed for the materiality section, 
however due to the very general, high-level perspective, it lacks sufficient detail to 
support reporting entities making determinations based on materiality factors.  
Particularly we believe further guidance is needed regarding the quantitative 
perspective of materiality, to promote consistency in application and reduce the 
risk of conflicting interpretations of the guidance, such as amongst management, 
financial preparers and auditors.  The proposed general and limited nature of the 
guidance leaves materiality determinations more subject to challenge or dispute 
based on differing perspectives and professional judgement of individuals.  
Please see the suggested enhancements below. 

 

b. Do you have any suggestions that would enhance the section? 

GSA Responses:  We recommend the FASAB consider guidance such as the 
Government Accountability Office’s (GAO’s) Financial Audit Manual (FAM), 
specifically Section 230 for additional levels of detail that would be appropriate to 
guide financial statements preparers.  The FAM Section 230 parts .10, .11 and .12 
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provide auditors with general guidance for setting quantitative measures such as 
materiality benchmarks, materiality factors (such as 3% of the benchmark), 
performance materiality (⅓ of the materiality factor) and tolerable misstatements, 
used in developing audit plans and making assessments to form conclusions on 
the accuracy of financial information being audited.  It is made clear in the FAM 
guidance, that even the general guidelines are subject to adjustment for auditors’ 
professional judgment regarding the specific situation, accounts, and entity at 
hand.  It would seem reasonable that if auditors are to reply on guidance such as 
the FAM to audit financial reporting, that the FASAB would have comparable 
guidance for financial preparers to use when applying FASAB Standards.  
Especially as the FASAB’s materiality guidance is expected to be issued as an 
element of accounting concepts, the inclusion of greater quantitative guidelines 
does not have the same prescriptive nature as is often associated with accounting 
standards.  

If the Board chooses not to develop more detailed guidance, such as is included 
in the FAM’s Section 230, we recommend the Board include discussions of such 
FAM guidance or other AICPA Statements on Auditing Standards (SAS), to 
identify if they are, or are not, appropriate for preparers to apply those or similar 
quantitative constructs in making decisions on matters of materiality for financial 
reporting.  

 

Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 
Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 
A14. 

 
Do you agree or disagree with the placement within concepts and specifically in SFFAC 

1? Please provide the rationale for your answer. 

 

GSA Responses:  We agree with the placements of materiality guidance within 
concepts and specifically SFFAC 1.  We believe the nature of the guidance is 
primarily to provide framework for entities in implementing and applying the 
accounting standards.  The nature of this guidance, with much leeway for entities 
to consider alternative perspectives, the focus of the guidance becomes more 
conceptual rather than prescriptive, befitting its placement in a concepts 
statement.   
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Please select the type(s) of organization responding to this exposure draft. If you 
are not responding on behalf of an organization, please select “individual.” 

Accounting Firm    
Federal Entity (user) X   
Federal Entity (preparer) X   
Federal Entity (auditor)    
Federal Entity (other)  If other, please specify:  
Association/Industry Organization    
Nonprofit organization/Foundation    
Other  If other, please specify:  
Individual    
 

Please provide your name. 

Name: Shawn Mickey & Tuan Nguyen 
 

Please identify your organization, if applicable. 

Organization: Department of the Treasury 
 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 
factors to consider in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please 
provide the rationale for your answer. 

b. Do you have any suggestions that would enhance the section? 

A1.a. Treasury does not have any objection to the Exposure Draft guidance regarding the 
Materiality amended sections with respect to the Statement of Federal Financial Accounting 
Concepts (SFFAC) No. 1, Objectives of Federal Financial Reporting, and SFFAC No. 3, 
Management’s Discussion and Analysis. 

A1.b. Treasury has no suggestions at this time that would enhance the Materiality interpretation 
guidance as proposed. 

Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 
Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 
A14. 
 
Do you agree or disagree with the placement within concepts and specifically in 
SFFAC 1? Please provide the rationale for your answer. 

#12 Department of the Treasury Federal Preparer
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A2. Treasury does not have any objection for the placement of materiality concepts in the 
SFFAC No. 1. We believe such placement to present the concept is appropriate for the 
concepts discussed with regards to the SFFAC 1 as a whole.  

#12 Department of the Treasury Federal Preparer
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Please select the type(s) of organization responding to this exposure draft. If you 

are not responding on behalf of an organization, please select “individual.” 

Accounting Firm    

Federal Entity (user)    

Federal Entity (preparer) X   

Federal Entity (auditor)    

Federal Entity (other)  If other, please specify:  

Association/Industry Organization    

Nonprofit organization/Foundation    

Other  If other, please specify:  

Individual    

 

Please provide your name. 

Name: Gordon T. Alston, Director of Financial Reporting and Policy, 
Internal Controls, and Travel 

 

Please identify your organization, if applicable. 

Organization: Department of Commerce 
 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 

factors to consider in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please 

provide the rationale for your answer. 

The Department agrees with the proposed materiality section. The additional 

information provides clarification to the concept of materiality and how it should be 

applied in the federal financial reporting environment. 

b. Do you have any suggestions that would enhance the section? 

The Department does not readily have any suggestions. 

Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 

Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 

A14. 

 

Do you agree or disagree with the placement within concepts and specifically in 

SFFAC 1? Please provide the rationale for your answer. 

The Department agrees with the placement within concepts, and more specifically, 

within SFFAC 1. The concepts document appears to be the best place for guidance on 

3/5/2019
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materiality because it is applied based on individual unique circumstances found by 

federal entities. 
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Please select the type(s) of organization responding to this exposure draft. If you 
are not responding on behalf of an organization, please select “individual.” 

Accounting Firm    
Federal Entity (user)    
Federal Entity (preparer)    
Federal Entity (auditor) X   
Federal Entity (other)  If other, please specify:  
Association/Industry Organization    
Nonprofit organization/Foundation    
Other  If other, please specify:  
Individual    
 

Please provide your name. 

Name:  
 

Please identify your organization, if applicable. 

Organization: USDA-OIG 
 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 
factors to consider in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please provide the 
rationale for your answer. 

Agree.  Factors noted in Appendix A affected this conclusion.  Both quantitative and qualitative 
considerations are typically entity specific.  Existing guidance on the application of materiality to 
consider both individually and in the aggregate as well as qualitative factors to consider already 
exists within AU-C 320 Materiality in Planning and Performing an Audit and the Governmental 
Accountability Office Financial Audit Manual §230 at the entity level. Therefore, no changes to 
audit approach are required. 

We also agree with the proposed amendment to SFFAC 3 footnote 10 as a clarification point. 

 

b. Do you have any suggestions that would enhance the section? 

If a change in the concept of materiality would enhance a reasonable financial report users’ 
reliability, make a case of what specific changes to the concept would look like.  As presented, the 
effect may be increased ambiguity and additional audit effort merely to demonstrate compliance. 

#15 Department of Agriculture Office of Inspector General Federal Auditor
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Paragraph 191c comment.  Don’t believe we need the last sentence, suggest omitting or clarifying.  
“For example, an amount that is not quantitatively material with respect to a very large line item 
may be material with respect to a smaller line item.”   

 

Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 
Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 
A14. 
 
Do you agree or disagree with the placement within concepts and specifically in 
SFFAC 1? Please provide the rationale for your answer. 

Agree.  Seems reasonable to include in SFFAC 1 and existing literature already requires an 
auditor to consider non-quantitative elements in the audit approach to materiality.   
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Please select the type(s) of organization responding to this exposure draft. If you 
are not responding on behalf of an organization, please select “individual.” 

Accounting Firm    
Federal Entity (user)    
Federal Entity (preparer) x   
Federal Entity (auditor)    
Federal Entity (other)  If other, please specify:  
Association/Industry Organization    
Nonprofit organization/Foundation    
Other  If other, please specify:  
Individual    
 

Please provide your name. 

Name: James Eun 
 

Please identify your organization, if applicable. 

Organization: Department of Homeland Security  
 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 
factors to consider in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please 
provide the rationale for your answer. 

DHS Response: The Department agrees. The proposed section considers the 
evaluation of materiality in the context of the specific reporting entity by using both 
quantitative and qualitative factors that provide users with enhanced clarity of the 
material and meaningful financial information.   

b. Do you have any suggestions that would enhance the section? 

DHS Response: The Department has no further comment.  

Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 
Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 
A14. 
 
Do you agree or disagree with the placement within concepts and specifically in 
SFFAC 1? Please provide the rationale for your answer. 

DHS Response: The Department agrees.  Materiality concepts are fundamental part of 
the objectives of federal financial reporting which provide the framework for all 
standards. Therefore, it is appropriate to place it in SFFAC 1. 

#16 Department of Homeland Security Federal Preparer
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Please select the type(s) of organization responding to this exposure draft. If you 
are not responding on behalf of an organization, please select “individual.” 

Accounting Firm    
Federal Entity (user)    
Federal Entity (preparer)    
Federal Entity (auditor)    
Federal Entity (other)  If other, please specify:  
Association/Industry Organization    
Nonprofit organization/Foundation    
Other  If other, please specify:  
Individual    
 

Please provide your name. 

Name: Sherry Lee 
 

Please identify your organization, if applicable. 

Organization: Department of the Interior 
 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 
factors to consider in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please 
provide the rationale for your answer. 

DOI Response: DOI bureaus generally agree that the materiality concepts would 
provide a broader flexibility in exercising materiality judgment. The concepts are 
consistent with the current guidance and practices but provide context in which 
materiality is determined.   

However, one DOI bureau noted that the definition of “materiality” is not apparent in the 
proposed section, although 191b describes what is considered “material”.  In addition, 
the bureau questions why in 191f there is a reference to commercial entity financial 
report users.  Also Paragraph A4 states,”…adds important elements such as a 
discussion of users…”  This discussion does not seem to be included in the materiality 
section.  Paragraph A6 generally references the users identified in SFFAC 1; however, 
is Appendix A a part of the materiality section? 

b. Do you have any suggestions that would enhance the section? 

DOI Response: Please clarify if or what the differences are between a “reasonable 
financial report user” as used in Paragraph 191b. , a “reasonable user” as used in 
Paragraph 191d and a “user” in Paragraph 191a.  If terms are interchangeable, please 
note so. 
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In Paragraph A11, it is unclear to what “other sectors” is referencing.  Is “sectors” the 
correct word or is it “sections” or something else entirely?   

Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 
Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 
A14. 
 
Do you agree or disagree with the placement within concepts and specifically in 
SFFAC 1? Please provide the rationale for your answer. 

DOI Response: DOI agrees with placing the materiality section in SFFAC 1 because it 
would provide an overarching concept that provides consistency across accounting 
standards without overriding existing guidance on materiality. 
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Please select the type(s) of organization responding to this exposure draft. If you 

are not responding on behalf of an organization, please select “individual.” 

Accounting Firm    

Federal Entity (user)    

Federal Entity (preparer)    

Federal Entity (auditor)    

Federal Entity (other) X 
If other, please specify: Department of Housing and 

Urban Development 

Association/Industry Organization    

Nonprofit organization/Foundation    

Other  If other, please specify:  

Individual    

 

Please provide your name. 

Name: N/A 

 

Please identify your organization, if applicable. 

Organization: Department of Housing and Urban Development 
 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 

factors to consider in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please provide 

the rationale for your answer. 

HUD generally agrees with the proposed materiality section. HUD OCFO’s Office of 

Accounting believes that financial reporting information (data) provided should be presented in 

a more simplified manner which would help the user to better understand exactly what area(s) of 

the financial data is affected and the level of difference made by the changes. Specifically, 

Materiality should be evaluated in the context of the specific reporting entity. Determining 

materiality requires appropriate and reasonable judgment in considering the specific facts, 

circumstances, size, and nature of the misstatement. Consequently, after quantitative and 

qualitative factors are considered, materiality may vary by financial statement, line item or group 

of line items within an entity. Therefore, misstatements of relatively small amounts could have a 

material effect on the financial statements. 

HUD OCFO also points out that heightened clarity is always better, particularly regarding the 

subject of materiality which has proved to be neither “black and white” nor straight forward.  

Materiality is subject to professional judgment and other financial variables that may vary from 

agency to agency. OCFO Accounting believes this proposed section will be beneficial because it 

will help auditors and accountants utilize a baseline framework to determine when materiality 

exists while examining financial reports. If the outlined requirements listed in FASAB standards 

and concepts are followed, it will maintain a level of objectivity and remove the need for 
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subjective interpretations of regulatory guidance. It will also reduce agency Point of Contacts’ 

inclination to omit information and will help them to make better judgement. 

FHA substantiates its agreement with the Board by noting that the proposed materiality section 

does not include substantive changes to the underlying concepts.  Instead, by clarifying and 

providing better guidance, it adds important elements such as a discussion of users, a clearer 

concept of misstatement, and specific federal reporting entity considerations. 

While GNMA generally agrees, it does note that the materiality section is overly broad and 

could be clearer regarding the difference between management’s materiality and auditor’s 

materiality assessment, providing suggestions on when these should be used, and what 

qualitative and quantitative factors would be used to determine both amounts from account, 

statement, and disclosure viewpoints. This would provide for a more consistent government-

wide approach.  GNMA also notes that when management deems something “immaterial,” the 

burden of proof is on management to demonstrate and disclose what was considered in 

developing its materiality. 

 

b. Do you have any suggestions that would enhance the section? 

HUD generally had no suggestions.  GNMA did provide the suggestion that FASAB specifically 

state that the auditor (GAAS) materiality guidance is not applicable to management.  Further, 

more defined guidance or interpretations should be provided to allow for government-wide 

consistency, specifically when applying for purposes of researching, testing, recording and 

disclosure of amounts.   This suggested enhancement should include guidance as to when 

materiality would be calculated, and what factors would be used to determine both qualitative 

and quantitative amounts from account, statement, and disclosure viewpoints.  The Board should 

also consider including disclosure requirements indicating what management should be 

disclosing, including what Board determined to be material and why, to inform users as to what 

the magnitude of “acceptable omission” is for the financial statements. 

 

Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 

Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 

A14. 

 

Do you agree or disagree with the placement within concepts and specifically in 

SFFAC 1? Please provide the rationale for your answer. 

HUD agrees with the placement of the materiality section within concepts (SFFAC 1).  This 

placement will help maintain consistency in presentation which may help limit the user/readers’ 

varied interpretations of the concept.  Materiality is more conceptual and lends itself to more 

flexibility and judgment than a standard, which is generally more definitive, concrete, or 

specific.  Additionally, this would: 

• provide broader flexibility in the exercise of materiality judgments;  
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• be consistent with other accounting standards setters’ positions;  

• provide consistency across the standards since it would be guidance for the Board to 

consider;  

• not override existing guidance on materiality and would be classified as other literature 

in the GAAP hierarchy.  

 
. 
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THE FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD 

The Secretary of the Treasury, the Director of the Office of Management and Budget (OMB), 
and the Comptroller General of the United States established the Federal Accounting Standards 
Advisory Board (FASAB or “the Board”) in October 1990. FASAB is responsible for 
promulgating accounting standards for the United States government. These standards are 
recognized as generally accepted accounting principles (GAAP) for the federal government. 

Accounting standards are typically formulated initially as a proposal after considering the 
financial and budgetary information needs of citizens (including the news media, state and local 
legislators, analysts from private firms, academe, and elsewhere), Congress, federal executives, 
federal program managers, and other users of federal financial information. The proposed 
standards are published in an exposure draft for public comment. In some cases, a discussion 
memorandum, invitation for comment, or preliminary views document may be published before 
an exposure draft is published on a specific topic. A public hearing is sometimes held to receive 
oral comments in addition to written comments. The Board considers comments and decides 
whether to adopt the proposed standards with or without modification. After review by the three 
officials who sponsor FASAB, the Board publishes adopted standards in a Statement of Federal 
Financial Accounting Standards. The Board follows a similar process for Statements of Federal 
Financial Accounting Concepts, which guide the Board in developing accounting standards and 
formulating the framework for federal accounting and reporting. 

Additional background information is available from FASAB or its website: 

• Memorandum of Understanding among the Government Accountability Office, 
the Department of the Treasury, and the Office of Management and Budget, on 
Federal Government Accounting Standards and a Federal Accounting Standards 
Advisory Board  

• Mission Statement: Federal Accounting Standards Advisory Board, exposure 
drafts, Statements of Federal Financial Accounting Standards and Concepts, 
FASAB newsletters, and other items of interest are posted on FASAB’s website 
at: www.fasab.gov. 

 

Copyright Information 

This is a work of the U. S. government and is not subject to copyright protection in the United 
States. It may be reproduced and distributed in its entirety without further permission from 
FASAB. However, because this work may contain copyrighted images or other material, 
permission from the copyright holder may be necessary if you wish to reproduce this material 
separately. 
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Federal Accounting Standards Advisory Board 
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Washington, D.C. 20548 
Telephone 202-512-7350 
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         Federal Accounting Standards Advisory Board 
 

 

October 15, 2018 

 

TO: ALL WHO USE, PREPARE, AND AUDIT FEDERAL FINANCIAL INFORMATION 

Your comments on the exposure draft of a proposed Statement of Federal Financial Accounting 
Concepts, titled Materiality: Amending Statement of Federal Financial Accounting Concepts 
(SFFAC) 1, Objectives of Federal Financial Reporting, and SFFAC 3, Management’s Discussion 
and Analysis, are requested. Specific questions for your consideration appear on page three, 
but you are welcome to comment on any aspect of this proposal. If you do not agree with the 
proposed approach, your response would be more helpful to the Board if you explain the 
reasons for your position and any alternative you propose. Responses are requested by 
January 23, 2019.  

All comments received by FASAB are considered public information. Those comments may be 
posted to FASAB's website and will be included in the project's public record. 

Mail delivery is delayed by screening procedures. Therefore, please provide your comments in 
electronic form by email to fasab@fasab.gov. If you are unable to email your responses, we 
encourage you to fax the comments to (202) 512-7366. Alternatively, you may mail your 
comments to: 

 Wendy M. Payne, Executive Director 
 Federal Accounting Standards Advisory Board 
 441 G Street, NW, Suite 1155 
 Washington, D.C. 20548 
 

We will confirm receipt of your comments. If you do not receive confirmation, please contact our 
office at 202.512.7350 to determine if your comments were received. 

The Board's rules of procedure provide that it may hold one or more public hearings on any 
exposure draft. No hearing has yet been scheduled for this exposure draft.  

Notice of the date and location of any public hearing on this document will be published in the 
Federal Register and in FASAB's newsletter.  

 

Sincerely, 

 

D. Scott Showalter 

Chair 
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STATEMENTS OF FEDERAL FINANCIAL ACCOUNTING 

CONCEPTS 

 

Statements of Federal Financial Accounting Concepts (SFFACs) set forth objectives and 
fundamentals on which financial accounting and reporting standards are based. The objectives 
identify the goals and purposes of financial reporting and the fundamentals are the underlying 
concepts of financial accounting—concepts that guide the selection of transactions, events, and 
circumstances to be accounted for; their recognition and measurement; and the means of 
summarizing and communicating them to interested parties.  
 
Concepts statements guide the Board’s development of accounting and reporting standards by 
providing the Board with a common foundation and basic reasoning on which to consider the 
merits of alternatives. Also, knowledge of the objectives and concepts the Board considers 
should help users and others who are affected by or interested in federal financial accounting 
and reporting standards to understand better the purposes, content, and qualitative 
characteristics of information provided by federal financial accounting and reporting.  
 
The conceptual framework addresses many of the fundamentals needed to support standards 
setting. FASAB developed the core of its conceptual framework in the early 1990s. At that time, 
financial management legislation and administrative directives focused on component entity 
reporting. Hence, FASAB’s second concepts statement, Entity and Display, focused on the 
basis for defining a reporting entity and the display of component entity financial statements. 
Other concepts statements address financial reporting objectives, qualitative characteristics of 
information, the intended audience for the consolidated financial report of the U.S. Government 
(CFR), elements of accrual basis statements and their measurement attributes, communication 
methods, and managerial cost accounting.  
 

Through its ongoing conceptual framework project, FASAB has reviewed its early concepts 

statements and is establishing new statements as needed. The FASAB Handbook of 

Accounting Standards and Other Pronouncements, As Amended (FASAB Handbook) provides 

a full discussion of FASAB’s SFFACs. The FASAB Handbook discusses the difference between 

SFFACs and GAAP and can be accessed at http://www.fasab.gov/accounting-standards. 
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EXECUTIVE SUMMARY 

WHAT IS THE BOARD PROPOSING? 

The Federal Accounting Standards Advisory Board proposes concepts regarding the application 

of materiality in the federal financial reporting environment. This concepts statement would 

 provide materiality concepts,  

 specify the scope of materiality, and  

 list factors to consider when applying materiality. 

 

HOW WOULD THIS PROPOSAL IMPROVE FEDERAL FINANCIAL 

REPORTING AND CONTRIBUTE TO MEETING THE FEDERAL FINANCIAL 

REPORTING OBJECTIVES? 

A reporting entity considers materiality in the application of specific requirements to information 

contained in its general purpose federal financial reports. This proposed materiality section 

would clarify the materiality guidance. It would define the users, scope, and factors to consider 

when applying materiality in the federal environment. It would help federal financial report 

preparers apply the materiality concepts to provide important information in federal financial 

reports.
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QUESTIONS FOR RESPONDENTS 

The Federal Accounting Standards Advisory Board (FASAB or “the Board”) encourages you to 

become familiar with all proposals in the Statement before responding to the questions below. In 

addition to the questions below, the Board also welcomes your comments on other aspects of 

the proposed Statement. Because FASAB may modify the proposals before a final Statement is 

issued, it is important that you comment on proposals that you favor as well as any that you do 

not favor. Comments that include the reasons for your views are especially appreciated.  

The Board believes that this proposal would improve federal financial reporting and contribute to 

the federal financial reporting objectives. The Board has considered the perceived costs 

associated with this proposal. In responding, please consider the expected benefits and 

perceived costs and communicate any concerns that you may have in regard to implementing 

this proposal.  

The questions in this section are available in a Microsoft Word file for your use at 

http://www.fasab.gov/documents-for-comment/. Your responses should be sent to 

fasab@fasab.gov. If you are unable to respond by email, please fax your responses to 202-512-

7366. Alternatively, you may mail your responses to:  

Wendy M. Payne, Executive Director  

Federal Accounting Standards Advisory Board  

441 G Street, NW  

Suite 1155 

Washington, D.C. 20548  

 

All responses are requested by January 23, 2019. 

 

Q1.   The Board proposes materiality concepts providing a discussion of users, scope, and 

factors to consider in the federal government environment. Refer to paragraph 1.  

a. Do you agree or disagree with the proposed materiality section? Please 

provide the rationale for your answer. 

b. Do you have any suggestions that would enhance the section? 

Q2.   The Board proposes placing the materiality concepts in Statement of Federal Financial 

Accounting Concepts 1, Objectives of Federal Financial Reporting. Refer to paragraph 

A14.  

 

Do you agree or disagree with the placement within concepts and specifically in 

SFFAC 1? Please provide the rationale for your answer. 
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PROPOSED CONCEPTS 

AMENDMENTS TO SFFAC 1, OBJECTIVES OF FEDERAL FINANCIAL 

REPORTING 

1. This paragraph amends Statement of Federal Financial Accounting Concepts (SFFAC) 1, 

Objectives of Federal Financial Reporting, by inserting a header titled Materiality 

immediately after paragraph 191 along with text that reads as follows: 

Materiality 

191a. A reporting entity considers materiality in the application of accounting and 
reporting requirements. The Board intends that information presented in 
accordance with generally accepted accounting principles (GAAP)15.1 will not 
contain misstatements, including omissions of information, considered material. 
Such omissions include information that is necessary for a user to understand the 
effect of particular material transactions, other events, and conditions on the 
entity’s financial statements, RSI, or RSSI.  

 
 FN15.1 Such information would include financial statements and notes to the 

financial statements, required supplementary information, and required 

supplementary stewardship information. 

 
191b. A misstatement, including omission of information, is material if, in light of 

surrounding facts and circumstances, it can be reasonably expected that the 
judgment of a reasonable financial report user relying on the information would 
change or be influenced by the correction or inclusion of the information. A 
reasonable financial report user has knowledge of the reporting entity’s activities 
and is willing to study the information with due diligence. 

 
191c. Materiality should be evaluated in the context of the specific reporting entity. 

Determining materiality requires appropriate and reasonable judgment in 
considering the specific facts, circumstances, size, and nature of the misstatement. 
Consequently, after quantitative and qualitative factors are considered, materiality 
may vary by financial statement, line item or group of line items within an entity. 
Therefore, misstatements of relatively small amounts could have a material effect 
on the financial statements. For example, an amount that is not quantitatively 
material with respect to a very large line item may be material with respect to a 
smaller line item. 

  
191d. Misstatements should be considered individually and, in the aggregate, and 

materiality determinations regarding such misstatements should include both 
qualitative and quantitative considerations. Information that is not considered 
material from a quantitative standpoint may be considered qualitatively material if it 
can be reasonably expected to change or influence the judgment of a reasonable 
user. Qualitative considerations include the public accountability of the reporting 
entity; applicable legal and regulatory requirements; the visibility and sensitivity of 
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government programs, activities, and functions; as well as other factors that may 
affect a reasonable user’s judgments about the information. 

 
 191e.  The Board establishes materiality concepts and related factors to consider in 

making judgments. Due to the factors discussed in paragraphs 191c and 191d, the 
Board does not provide specific qualitative or quantitative thresholds for materiality. 

  
191f. In applying materiality concepts, the specific needs of a reasonable financial report 

user should be considered. In the federal government environment, such needs 
generally differ from those of the commercial entity financial report user. For 
example, due to the visibility and sensitivity of government programs, federal 
government financial report user needs extend to having the ability to assess the 
allocation and use of resources in the federal government. Further, compliance 
with laws, regulations, contracts, and grant agreements is also a significant 
consideration of the user.15.2  

 
FN 15.2 Information requiring protection from unauthorized disclosure is 
referred to as “classified national security information.” The application of 
financial accounting standards needs to support the legal requirements to 
protect classified national security information.  

 
191g.  To emphasize that materiality should be considered in applying all FASAB 

standards, the Board will place the following notice at the end of each Statement: 
 

The provisions of this Statement need not be applied to information if the 
effect of applying the provision(s) is immaterial.FN   

 
FN Refer to Statement of Federal Financial Accounting Concepts 1, 
Objectives of Federal Financial Reporting, chapter 7, titled How Accounting 
Supports Federal Financial Reporting for a detailed discussion of the 
materiality concepts. 

AMENDMENT TO SFFAC 3, MANAGEMENT’S DISCUSSION AND ANALYSIS  

2. This paragraph amends SFFAC 3, Management’s Discussion and Analysis, footnote 10 at 

paragraph 26. Footnote 10 is amended as follows: 

FN 10 Materiality of effects to be discussed should be evaluated in the context of 
the specific reporting entity, not the Government as a whole.  
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APPENDIX A: BASIS FOR CONCLUSIONS 

This appendix discusses some factors considered significant by Board members in reaching the 

conclusions in this proposed Statement. It includes the reasons for accepting certain 

approaches and rejecting others. Individual members gave greater weight to some factors than 

to others. The concepts enunciated in this Statement—not the material in this appendix—should 

guide the development of standards for specific transactions, events, or conditions. 

PROJECT HISTORY 

A1. The Board added a disclosures project to its agenda in October 2017 with the objective of 

improving the relevance, clarity, consistency, and comparability of disclosures among 

federal entities. FASAB formed a task force to conduct related research. FASAB also 

conducted a survey on disclosures in which a majority of respondents indicated that 

materiality-based judgment can assist in eliminating redundancy and unnecessary 

disclosure by providing only relevant information.    

A2. Currently, materiality is discussed in three Statements: SFFAC 3, Management’s 

Discussion and Analysis; Statement of Federal Financial Accounting Standards (SFFAS) 

1, Accounting for Selected Assets and Liabilities; and SFFAS 3, Accounting for Inventory 

and Related Property. The clarity, detail, and organization of the guidance, however, could 

be improved. As such, the Board agreed to update the materiality guidance to assist 

preparers in making materiality judgments and improving disclosures. 

A3. In February 2018, staff presented a draft materiality section to the disclosures task force. 

The task force includes federal financial report preparers, auditors, and consultants. Task 

force members agreed that this proposed materiality section is not significantly different 

from their understanding of the application of materiality in practice, but it would help in 

applying materiality concepts in the federal environment as a result of its improved clarity, 

detail, and organization.   

PROPOSED MATERIALITY SECTION 

A4. The proposed materiality section does not include substantive changes to underlying 

concepts. Rather, to provide better guidance, it adds important elements, such as a 

discussion of users, a clearer concept of misstatement, and specific federal environment 

considerations.  

A5. In developing the proposed section, several sources were considered, including the 

materiality discussion in the current FASAB Handbook, other accounting standards 

boards’ publications, relevant audit standards, and Securities and Exchange Commission 

(SEC) guidance.  

A6. Federal financial report users have different needs compared to users of commercial entity 

financial reports. The users identified in SFFAC 1 (citizens, Congress, federal executives, 

and federal program managers) are the users FASAB considered in developing the 

proposed materiality section. 
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A7. FASAB considered guidance from the Government Accountability Office’s 2018 

Government Auditing Standards for the materiality section’s federal environment related 

discussion. 1 This guidance, commonly referred to as the Yellow Book, states the 

following: 

6.03 Standards used in conjunction with GAGAS require the auditors to apply the 

concept of materiality appropriately in planning and performing the audit. Additional 

considerations may apply to GAGAS engagements that concern government entities 

or entities that receive government awards. For example, for engagements conducted 

in accordance with GAGAS, auditors may find it appropriate to use lower materiality 

levels than those used in non-GAGAS audits because of the public accountability of 

government entities and entities receiving government funding, various legal and 

regulatory requirements, and the visibility and sensitivity of government programs. 

A8. Misstatements are often easier to assess using quantitative considerations. However, they 

should be assessed using qualitative considerations as well. Therefore, this proposed 

section clarifies that materiality should be assessed using both quantitative and qualitative 

considerations.   

A9. The SEC Staff Accounting Bulletin Topic 1.M states, “Even though a misstatement of an 

individual amount may not cause the financial statements taken as a whole to be 

materially misstated, it may nonetheless, when aggregated with other misstatements, 

render the financial statements taken as a whole to be materially misleading.” 2 The Board 

has a similar view. Misstatements should be considered individually and in the aggregate.  

A10. Standards do not require perfection; instead, the standards allow for misstatements as 

long as they are not material. The Board believes that financial reporting should 

emphasize disclosing material information, not immaterial or irrelevant information. 

A11. The proposed concepts define materiality in terms of the likelihood that a reasonable 

user’s judgment would be affected by the misstatement. SFFAS 1, Accounting for 

Selected Assets and Liabilities, states that materiality depends on whether “omitting or 

misstating information about the item makes it probable that the judgment of a reasonable 

person” 3 would be affected. In SFFAS 1, “probable” was recognized as being “subject to 

broad interpretation” and did not mean “more likely than not.”4 In SFFAS 5, Accounting for 

Liabilities of The Federal Government, “probable” was defined as “more likely than not.”5 

The Board does not believe “more likely than not” is appropriate in assessing materiality 

because it would be a lower degree of likelihood compared to the general meaning of 

“probable” in other sectors and SFFAS 1. Using “probable” in the materiality concepts 

could lead to unreasonable expectations regarding precision. The Board believes 

“reasonably expected” is more consistent with current practice and is appropriate in the 

federal government environment.  

A12. The Board does not provide specific quantitative or qualitative considerations in the 

proposed section. Both quantitative and qualitative considerations are typically entity 

specific. Existing literature already provides detailed guidance on materiality 

                                                
1 GAO, Government Auditing Standards 2018 Revision, GAO-18-568G (Washington, D.C.: Jul 17, 2018), 117-118. 
2
 The SEC ‘Codification of Staff Accounting Bulletins, Topic 1: Financial Statements’; available online at 

https://www.sec.gov/interps/account/sabcodet1.htm#M; last accessed September 7, 2018. 
3
 SFFAS 1, par. 13. 

4
 SFFAS 1, par. 127 and 128. 

5
 SFFAS 5, par. 19, footnote 9. 
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considerations. Materiality considerations could vary depending on whether the reporting 

entity is a sub-component, component, or the government-wide reporting entity. 

Consequently, the materiality considerations may differ as financial information is 

consolidated from sub-component to component to government-wide reporting entities.  

A13. In certain situations, an entity may have a quantitatively significant balance or activity that 

would lead to a high quantitative entity-wide materiality amount. If used to assess 

materiality for the entity’s other balances or activities, such materiality amounts could allow 

misstatements that would affect reasonable financial report users’ judgments regarding 

the rest of the entity’s activities. In such cases, qualitative factors could lead to a separate 

materiality consideration. 

A14. Note disclosures task force members held different views regarding the placement of the 

proposed materiality concepts since they could be placed in an SFFAC or an SFFAS. The 

task force discussed advantages and disadvantages of placement during the meetings. 

The Board agreed that this proposed section should be placed in a concepts statement 

after considering the following factors: 

 This would provide broader flexibility in the exercise of materiality judgments. 

 This would be consistent with other accounting standards setters’ positions. 

 This would provide consistency across the standards since it would be guidance for 

the Board to consider. 

 This would not override existing guidance on materiality. 

 This would be classified as other literature in the GAAP hierarchy.   
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APPENDIX B: ABBREVIATIONS 

 

FASAB  Federal Accounting Standards Advisory Board 

FN Footnote 

GAAP Generally Accepted Accounting Principles 

GAGAS Generally Accepted Government Auditing Standards 

RSI Required Supplementary Information 

RSSI Required Supplementary Stewardship Information 

SEC Securities and Exchange Commission  

SFFAC  Statement of Federal Financial Accounting Concepts 

SFFAS Statement of Federal Financial Accounting Standards  
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