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2020/21 MATERIALITY FRAMEWORK 

1. BACKROUND 

Treasury Regulation Section 28.3.1 – “For purposes of material [sections 55(2) of the Public Finance 

Management Act (PFMA)] and significant transactions as defined in [section 54(2) of the PFMA], the 

accounting authority must develop and agree a framework of acceptable levels of materiality and 

significance with the relevant executive authority  

 

The purpose of this document is to record the level and reasoning for the suggested levels of 

materiality and significance for consideration by the governance structures of the Seta and for 

submission to and approval by the executive authority. 

 

SAAS 320.03 defines materiality as follows: “Information is material if its omission or misstatement 

could influence the economic decisions of users taken on the basis of the financial statements. 

Materiality depends on the size of the item or error judged in the particular circumstances of its 

omission or misstatement. Thus, materiality provides a threshold or cut-off point, rather than being a 

primary qualitative characteristic which information must have if it is to be useful.” 

 

Accordingly we will be dealing with this framework under two main categories, being quantitative and 

qualitative aspects.  

 

Materiality can be based on a number of financial indicators.  Detailed below is an indicative table 

of financial indicators of the type that is widely used and accepted in the accounting profession as 

basis for calculating materiality.  

 

Basis Acceptable 

Percentage Range 

Gross revenue 0.25 – 1% 

Gross profit 1 – 2% 

Net income 2.5 – 10% 

Equity 2 – 5% 

Total assets 0.5 – 2% 
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In determining the materiality value as 0.35% of budgeted levy income we have also considered the 

following factors: 

 

 Nature of the SETA’s business. 

Funding in a SETA is received from 80% of levies collected from sector stakeholders by the 

Department of Higher Education and Training’s collection agent, being SARS, and interest 

earned on investments in call and fixed deposit accounts.  A potential 69.5% of these levies 

received are then channelled back to the sectors via various grants types.  The SETA can 

therefore be seen as a conduit for the redistribution of funds received for learning needs back 

into the sector. 20% of the funds are channelled via the National Skills Funds to general SA 

economy and not specifically to the contributing sector.  

 

 Statutory requirements laid down on the SETA.  

The SETA is a statutory body that has been formed to give effect to the Skills Development and 

Skills Development Levies Act, and has been listed as a Public Finance Management Act (PFMA) 

Schedule 3A public entity.  We accordingly decided to give preference to a lower level of 

materiality (i.e. closer to the lower level of the acceptable percentage range) due to it being so 

closely governed by various acts and the public accountability responsibility it has to 

stakeholders. 

 

 The control and inherent risks associated with the SETA. 

In assessing the control risk of the SETA, and concluding that a materiality level of 0.35% can be 

used due to a good control environment being present cognisance was given to amongst other: 

 Proper and appropriate governance structures have been established; 

 An audit committee that closely monitors the control environment of the SETA was 

established; 

 The SETA has a functioning internal audit division staffed with qualified and experienced 

personnel and has been operating satisfactorily for 3 years; 

 A three year internal audit plan, based on annual risk assessments being performed, is 

annually reviewed and agreed by the audit committee; 

 The function of financial management and administration is done in-house; 

 Audit revealed limited few control deficiencies that have been addressed.  
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2. QUANTITATIVE ASPECTS 

 

2.1 MATERIALITY LEVEL FOR CONSIDERATION:  

 

CLASSES OF TRANSACTIONS:  

Different levels of materiality can be set for different classes of transactions.  We have 

however taken the approach of setting a more conservative materiality level that will be 

used for each class of transactions. 

Overall the BANKSETA has set the materiality level at R2,808,824 

a) REVENUE 

 

The BANKSETA used the levy revenue as the main driver of the SETA’s activities.  

The actual levy income for 19/20 was R 802,521,000. 

The main driver being: 

 Administration including QCTO levies     R105,457,000  x 0.35% =  R  369,100 

Mandatory levies          R193,035,000 x 0.35% =  R  675,623 

Discretionary levies          R504,029,000 x 0.35% =  R1,764,102 

TOTAL              =  R2,808,824 

 

b) EXPENDITURE 

A lower materiality level was also decided for expenditure items due the different nature of 

the various items 

 Administration costs:  

 Employee costs including performance  

Awards                   R 45,027,000 x 0.35% = R   157,595 

 Other administration costs                 R 30,534,000 x 0.35% = R   106,869 

 Mandatory costs                 R187,927,000 x 0.35% = R   657,745 

Discretionary costs                  R469,452,000 x 0.35% = R1,643,082 
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c) ASSETS AND LIABILITIES 

The total net Assets has been used as a basis of determining the materiality level to be 

applied to assets and liabilities 

 

Assets and Liabilities     R663,748,000 x 0.35% = R2,323,118 

 

3. QUALITATIVE ASPECTS 

 

Materiality is not merely related to the size of the entity and the elements of its financial statements.  

Obviously, misstatements that are large either individually or in the aggregate may affect a 

“reasonable” user’s judgement.  However, misstatements may also be material on qualitative 

grounds. These qualitative grounds include amongst other: 

 

 New ventures that the SETA has entered into. 

 Unusual transactions entered into that are not of a repetitive nature and are disclosable purely 

due to the nature thereof due to knowledge thereof affecting the decision making of the user of 

the financial statements. 

 Transactions entered into that could result in reputational risk to the SETA. 

 Any fraudulent or dishonest behaviour of an officer or staff of the SETA. 

 Any infringement of BANKSETA’s agreed QMS performance levels. 

 Procedures/processes required by legislation or regulation (e.g. PFMA and the Treasury 

Regulations)   

Currently the SETA has not entered into or planning into entering any material new ventures. There 

are no unusual transactions planned or underway, or any transactions that could result in reputational 

risk for the SETA. There is no known instance of fraudulent or dishonest behaviour by officers or staff 

or infringement of QMS performance levels. There is no material change in legislation or regulation 

from prior years. The Minister has dealt with various legislative challenges in regard to split of levy 

income by stakeholders. The BANKSETA licence is valid until 31 March 2020 and the BANKSETA 

awaits a decision in regard to the SETA’s existence. 
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4. STATUTORY APPLICATION 

Section 

55 (2) 

The annual report and financial statements … 

must - 

(b) include particulars of – 

 (i) any material losses through 

criminal conduct and any irregular 

expenditure and fruitless and 

wasteful expenditure that occurred 

during the financial year; 

Both quantitative and qualitative aspects 

as referred to in sections 2.1 and 3 define 

materiality for purposes of losses through 

criminal conduct.  All losses relating to 

irregular and fruitless and wasteful 

expenditure are regarded as material due 

to the application of the nature of these 

losses (qualitative aspects). 
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Section 

54 (2) 

Information to be submitted by accounting 

authorities 

(1) Before a public entity concludes any of the 

following transactions, the accounting 

authority for the public entity must promptly 

and in writing inform the relevant treasury of 

the transaction and submit relevant particulars 

of the transaction to its executive authority for 

approval of the transaction 

(a) establishment or participation in the 

establishment of a company; 

 

(b) participation in a significant 

partnership, trust, unincorporated 

joint venture or similar arrangement 

 

(c) acquisition or disposal of a significant 

shareholding in a company 

 

(d) acquisition or disposal of a significant 

asset 

 

(e) commencement or cessation of a 

significant business activity; and 

 

 

 

(f) a significant change in the nature or 

extent of its interest in a significant 

partnership, trust, unincorporated 

joint venture or similar arrangement. 

 

 

 

 

 

 

 

Specific level of significance defined per 

subsection: 

 

Any transaction to establish a company 

 

 

Where participation exceeds 20% of voting 

rights 

 

 

Any transaction to acquire or dispose of 

shareholding in a company 

 

The cost of the asset acquired or disposed 

exceeds 15% of the total cost of assets 

 

Any transaction where the income from or 

the investment in the business activity 

exceeds the amount determined in section 

2.1 and section 3. 

 

Where the change in the interest results in 

a change in the accounting treatment of 

the arrangement 


