
 
 

P O Box 7001 
Halfway House 

Midrand 
1685 

Tel. 011 697 0660 
Fax. 011 697 0666 

www.asb.co.za 
 

 
Board Members: Mr V Ngobese (chair), Ms F Abba, Mr C Braxton, Mr K Hoosain,  

Ms I Lubbe, Ms K Maree, Ms P Moalusi, Ms M Sedikela, Ms N Themba  
Chief Executive Officer: Ms E Swart, Technical Director: Ms J Poggiolini 

 

 
 

TO:  MEMBERS OF THE TECHNICAL COMMITTEE  

FROM: TSHOLO TSHOKE 

SUBJECT: ISSUES PAPER – REVIEW OF GRAP 3 

DATE: 27 MAY 2020 

FILE REF: Attachment 4(a) 

INTRODUCTION 

1. The Board agreed to add a separate project to its work programme to undertake a limited 

review of the Standard of GRAP on Accounting Policies, Changes in Accounting 

Estimates and Errors (GRAP 3) based on issues identified in the development of the 

Guideline on The Application of Materiality to Financial Statements (the Guideline). The 

approved project brief is included as a separate attachment (attachment 4(d)). 

2. The objective of the project is to: 

(a) review the requirements of GRAP 3 to provide guidance on the appropriate 

accounting treatment of past materiality assessments and decisions on the 

application of accounting policies set out in the Standards of GRAP in the current 

and/or future periods; and 

(b) consider any IASB amendments made to the definition of accounting policies and 

estimates or other related amendments. 

3. Two project groups meetings were held during May 2020 with preparers and auditors 

respectively to discuss the issues paper. The minutes of the project group meetings are 

included as attachment 4(b) and 4(c).  

STRUCTURE OF THE ISSUES PAPER 

4. This issues paper comprises two parts – Part A deals with the review of the requirements 

of GRAP 3 and Part B deals with the IASB amendments. The two parts are structured 

as follows: 

PART A 

(a) Provide the background and scope of the project. 

(b) Share feedback from initial engagements with stakeholders. 
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(c) Provide an analysis of key principles in GRAP 3 in relation to key issues. 

(d) Provide conclusions on the analysis and make a recommendation to the Technical 

Committee on how to progress the project. 

(e) Outline the next steps of the project. 

PART B 

(a) Consider the recent IASB amendments made to the definition of accounting 

policies, estimates or other related amendments. 

(b) Make a recommendation to the Technical Committee about how to deal with the 

IASB amendments. 

PART A: REVIEW OF THE REQUIREMENTS OF GRAP 3 

BACKGROUND  

5. An entity selects and applies accounting policies in accordance with GRAP 3. The 

Standard states that accounting policies set out in the Standards of GRAP need not be 

applied when the effect of applying them is immaterial to the financial statements.  

The challenge 

6. During the development of the Guideline, preparers questioned the appropriate 

accounting treatment of past materiality assessments and decisions on the application 

of accounting policies set out in the Standards of GRAP in the current and/or future 

periods. These questions arose in the context of the use of asset capitalisation 

thresholds. For example, an entity adopts the accounting treatment of capitalising 

equipment in excess of RXXX. There was uncertainty about the accounting treatment of 

items that were considered immaterial in prior periods, but which have become material 

either over time or in the current period. 

7. The table below summarises the views expressed during the development of the 

Guideline on the possible accounting treatment. 

 

 Accounting treatment 

View #1 Apply the accounting policy prospectively from the date of change in the 

accounting treatment. Past immaterial transactions are not adjusted.  

View #2 Apply the accounting policy retrospectively. It is necessary to keep track of the 

cumulative effect of past transactions on the financial statements by maintaining 

records of those transactions so that appropriate adjustments can be made. 

Adjust past immaterial transactions as if the new accounting policy was always 

applied. 

8. The difference between the two views is whether the effects of past accounting policy 

and materiality decisions require adjustment in only the current period, or both the 

current and prior period financial statements, and if entities would need to keep track of 

the cumulative effect of transactions affected by those decisions. While adjustments or 

restatements may be necessary to the financial statements, it is unclear if these should 

be made retrospectively or prospectively and whether those adjustments are accounted 

for in accordance with GRAP 3 as a change in accounting policy or error. 
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9. The Technical Committee and Board have deliberated the issue previously and no firm 

conclusions were reached on how to address the concerns raised by respondents. 

Consequently, when the Board approved the Guideline for issue, it agreed that there is 

a need to review the requirements of GRAP 3. 

SCOPE OF THE PROJECT 

10. Applying the concept of materiality means that the specific accounting requirements in 

the Standards may be disregarded for immaterial items. There are two Standards of 

GRAP that deal with the application of materiality to the preparation of financial 

statements. The Standard of GRAP on Presentation of Financial Statements (GRAP 1) 

defines materiality and deals with its application in relation to the specific disclosure 

requirements in the Standards and the presentation of financials statements, while 

GRAP 3 establishes an overarching principle in relation to the application of accounting 

policies (i.e. recognition and measurement requirements) set out in the Standards of 

GRAP.  

11. The issues raised by stakeholders are about materiality in relation to accounting policies, 

and as such this project will focus only on the requirements in GRAP 3. Therefore, this 

issues paper discusses the principles in GRAP 3 in relation to the recognition and 

measurement requirements set out in the Standards of GRAP. The project group 

members agreed that the scope of the project should be limited to the requirements in 

GRAP 3.  

12. The review of GRAP 3 will broadly consider whether: 

(a) decisions about materiality and applying Standards of GRAP are only considered in 

individual reporting periods; and 

(b) adjustments are necessary to the financial statements, and if so, what type of 

adjustments. 

13. While this project is about materiality, the issues paper does not address how to assess 

whether the effect of applying accounting policies is material. The Guideline on 

materiality provides guidance on assessing materiality by considering qualitative and 

quantitative factors.  

ACTIONS REQUIRED 

The Technical Committee is requested to CONFIRM if it agrees with the scope of the 

project. 

 

INITIAL ENGAGEMENTS WITH STAKEHOLDERS 

14. The two views previously noted by the Board were those expressed by the project 

groups that were involved in the development of the Guideline in 2018. To progress the 

project, the Secretariat requested additional views from a wide range of stakeholders on 

their interpretation of the requirements in GRAP 3 as well as the current accounting 

treatment. The Secretariat thought it was necessary to request views from a wider group 

of stakeholders to confirm that those two views are still relevant, and to identify any other 

views or practices that may have emerged since the finalisation of the Guideline. 
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(a) Interpretation of the requirements by stakeholders in practice  

15. The request for views was circulated to preparers, audit firms and consultants with 

experience in private and public sector accounting. Six written responses were received 

from stakeholders. 

16. Respondents generally agreed that the existing requirements are unclear about the 

accounting treatment of items that were considered immaterial in prior periods, but which 

have become material over time.  

17. The request for views asked stakeholders to indicate the specific areas in which the 

requirements in the Standards of GRAP had not been followed and alternative 

treatments were formulated on the basis of materiality. Respondents noted the following 

use of alternative accounting treatments, in deciding whether to: 

• capitalise or expense items of property, plant and equipment (PPE) or inventory that 

are immaterial to an entity’s operations; 

• account for immaterial items of PPE as inventory rather than PPE; and 

• recognise immaterial streams of revenue on the date of the receipt of revenue 

(usually prepaid) rather than when the service is rendered. 

18. Other respondents noted that they would apply materiality in GRAP 3 when assessing 

misstatements and errors for correction.  

19. Respondents were also asked to share their views on the appropriate accounting 

treatment. Some respondents noted that retrospective application can be onerous to 

apply and that it does not make sense to keep track of past immaterial transactions, as 

the detailed information about past transactions is no longer reflected in the financial 

statements. In their view, applying the accounting policy prospectively is appropriate. 

Other respondents noted that an entity should be able to decide every year if the 

accounting treatment has a material effect on the financial statements for the current 

and future reporting periods.  

20. Other respondents noted that if the guidance in GRAP 3 has been used and the items 

that were previously immaterial become material, an entity will need to consider whether 

the previous materiality assessment was acceptable based on all reasonable 

information available at the time of the assessment. If the previous assessment was 

correct, then the change in the accounting treatment (due to a change in materiality) 

should be accounted for prospectively in accordance with GRAP 3.17. If the entity finds 

that the previous assessment of materiality was not acceptable, then the adjustments 

should be applied retrospectively, as it is an error. 

21. When asked about which areas require clarification in GRAP 3, the following areas were 

noted: 

• What the Standard requires when an entity does not need to apply the accounting 

policies set out in the Standards of GRAP.  

• Whether materiality assessments made in GRAP 3 apply to both qualitative and 

quantitative application of accounting policies. 

• Whether a materiality assessment is determined for each reporting period or on a 

cumulative basis. 
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• Whether the adjustments should be accounted for as a change in accounting policy, 

an error or something else when previously immaterial items become material. 

• How to account for adjustments – retrospectively or prospectively with detailed 

disclosures. 

• Whether or not applying the accounting policies set out in the Standards based on 

materiality is a departure in accordance with GRAP 1.21 and 1.22. 

• Whether decisions about materiality and not applying the requirements in the 

Standards for immaterial transactions are considered errors in GRAP 3. 

• Whether the definition of a change in accounting policy includes changes in the 

recognition of items. 

22. Some respondents noted that it may be useful for the Board to consider aligning the 

definition of materiality to that of the IASB. Respondents noted that the IASB amendment 

will assist entities in not having to identify all possible scenarios that “could influence” a 

user’s decision but provides a broader analysis in that entities now consider what “could 

reasonably be expected to influence” a user’s decision. In addition, it was noted that 

GRAP 3 and the Guideline provide clear guidance, however the Board should consider 

adding more examples to illustrate the application of principles in paragraphs 6.3 to 6.5 

of the Guideline on materiality revisions and applying accounting policies.  

(b) Interpretation of the requirements by other standard setters 

23. In line with the project brief, the Secretariat extended a request for views on the current 

interpretation and practice of other standard setters including the IPSASB, AASB, 

NZASB, PSAB and UK FRC as well as other stakeholders promoting the adoption of 

IPSAS in other jurisdictions. The following responses were received. These are not 

official views of the standard-setters but represent those of staff. 

Stakeholder Accounting treatment 

IPSASB It was noted that the appropriate accounting treatment depends on whether 

there was a misapplication of accounting policies or an incorrect materiality 

assessment (i.e. an error) in prior periods. 

If an entity correctly assessed materiality in prior periods, the application of 

the IPSAS accounting policy to material items is considered a new 

accounting policy to be applied prospectively from the year that the effect of 

applying the IPSAS accounting policy becomes material. However, if an 

entity made an error in its assessment of materiality and applied the 

incorrect accounting treatment, then it treats the adjustment as an error and 

will be required to restate the financial statements.  

AASB The respondent noted that in their environment issues about the use of 

capitalisation threshold is whether the threshold should be applied to 

individual assets or a group of assets.  

The respondent considered the two views expressed locally and noted that 

there may be merit for the two views but found them to be unnecessarily 

complex. The respondent believes that entities should establish a 

capitalisation policy at the appropriate level that is relevant to the entity’s 
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business. The appropriate level will ensure that the entity does not 

continuously change the threshold. 

The respondent noted that keeping track of the cumulative effect of past 

transactions can be onerous under view #2 and suggested that it would be 

better to consider the cumulative effect over a 12-month period. 

NZASB The respondent noted that this is not an area that has been raised as a 

concern in their jurisdiction. The respondent noted that it is common practice 

for entities to expense items of office furniture below certain amounts, even 

if the cumulative balance expensed at the end of the reporting period is 

material. In such cases, an entity will only go back and capitalise the amount 

of an individual item of PPE that was originally expensed if they re-

considered this decision at the period-end based on materiality. 

The respondent noted that it was not aware of entities keeping track of 

expensed PPE that had accumulated over multiple reporting periods and 

then subsequently reassessing materially based on the “overall value”. The 

respondent concluded that decisions of expensing or capitalising items of 

PPE are generally not revisited in subsequent years as the materiality 

judgement is made in the period in which the item of PPE is purchased. 

PSAB The respondent noted that entities are allowed to apply a reasonable 

threshold that would be used to determine if capital expenditure should be 

capitalised or expensed. The respondent noted that there have not been 

any issues raised in Canada on the application of the principles in the Public 

Sector Accounting Standards.  

Promoters 

of IPSAS in 

other 

jurisdictions 

A respondent noted that thresholds established by entities for the 

capitalisation should be set at an appropriately low level. Entities should not 

only consider the value of the asset concerned but also the nature of the 

asset in relation to an entity’s operations and service delivery objectives, as 

it’s easier (in terms of getting acceptance) to raise the threshold later than it 

is to lower it. The respondent noted the importance of reviewing the 

relevance of these thresholds periodically. If an entity’s operations change, 

then there should be a review of its accounting policies in light of those 

changes. 

A respondent noted that in many jurisdictions the issue about capitalising 

and expensing costs is usually in the context of IPSAS 17 (i.e. equivalent of 

GRAP 17) and the recognition of low-cost items of PPE. In particular, 

whether these low-cost items have the potential to generate service 

potential in future or whether they are material. The respondent noted that 

the discussions have not been in the context of IPSAS 3 (i.e. equivalent of 

GRAP 3) and found the issues expressed locally to be unique. 

The respondent also noted that it was not aware of cases where there was 

a change in materiality but explained that if there was a change in materiality 

that impacts the accounting policies – it would not be seen as a change in 

accounting policy but rather a change in their application. The respondent 

concluded that there would not be any comparative information provided.  
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Analysis of views and issues identified 

24. The views above confirm the diversity in the application of the principle in GRAP 3 about 

materiality and accounting policies. Local respondents did not raise any new views not 

already heard by the Board during the development of the Guideline. The responses 

suggest that there are areas in the requirements that require clarification as they have 

resulted in various interpretations of the requirements. The international respondents 

seem to find the issue expressed locally to be unique, as in their experience the issue 

lies in whether an entity has set its thresholds at an appropriately low level so that the 

items can never be material over time (or seen as an error).  

25. The next section addresses questions that were heard during the development of the 

Guideline and in recent engagements with stakeholders. These questions are discussed 

with reference to the existing principles in GRAP 3. 

ACTIONS REQUIRED 

The Technical Committee is requested to NOTE the feedback from the initial 

engagements with stakeholders. 

 

KEY PRINCIPLES IN THE STANDARDS 

History of key principles about the selection and application of accounting policies 

 

26. GRAP 3 is primarily drawn from IPSAS 3. Since its issue in 2004 it underwent several 

improvements to be aligned with IPSAS 3 and IAS 8 on Accounting Policies, Changes 

in Accounting Estimates and Errors.  

27. IAS 8 has a long history and went through major revisions and renaming. In 2003, a 

revised version of the Standard was issued by the IASB following its project to improve 

existing Standards. The 2003 revisions were part of the IASB’s project on Improvements 

to International Accounting Standards. IAS 8 was revised for a number of reasons, but 

this issues paper only focuses on two broad revisions. 

(a) Defining material omissions, misstatements and describing how to apply the 

concept of materiality when applying accounting policies and correcting errors: 

28. The previous version of IAS 8 did not address the selection and application of accounting 

policies. The IASB agreed that these requirements should be transferred from IAS 1 on 

Presentation of Financial Statements (revised 1997) to the revised IAS 8.  

29. The revised IAS 8 defines material omissions and misstatements and stipulates that the 

accounting policies set out in IFRS Standards need not be applied when the effect of 

applying them is immaterial. The IASB decided that the application of materiality should 

GRAP 3

•Originally issued in 
2004

•Revised in 2010

•Amended in 2012 
and 2013

IPSAS 3

•Originally issued in 
2000

IAS 8

•Originally issued in 
1978 by IASC and 
revised in 1993

•Revised and 
reissued by IASB in 
2003

•Amended in 2018



8 

 

be set out in IAS 1 - to specify its application to the presentation and disclosure 

requirements, and in IAS 8 - to specify its application to accounting policies and 

correcting errors. 

(b) Incorporating the consensus in SIC-2 on Consistency – Capitalisation of 

Borrowing Costs (SIC-2) and in SIC-18 on Consistency – Alternative Methods (SIC-

18): 

30. These two SICs were issued by the IASC in 1997 and superseded by the revised IAS 8 

in 2003. 

31. SIC-18 noted that certain IFRS Standards provide entities with an explicit choice 

between alternative accounting policies. Some IFRS Standards indicate how that choice 

should be exercised while other IFRS Standards are silent. The issue in SIC-18 was 

whether, once an accounting policy choice is made, that accounting policy should be 

followed consistently for all items accounted for under the specific requirements 

providing the choice. 

32. The revised IAS 8 incorporates the consensus in SIC-18 that an entity should choose 

and apply consistently one of those accounting policies unless an IFRS Standard or 

Interpretation specifically requires or permits categorisation of items (transactions, 

events, balances, amounts, etc.) for which different policies may be appropriate. If 

categorisation is required or permitted by an IFRS Standard or Interpretation, the most 

appropriate accounting policy should be selected and applied consistently to each 

category.  

33. The consensus in SIC-18 also incorporated the consensus in SIC-2, requiring that when 

an entity has chosen an accounting policy of capitalising borrowing costs, it should apply 

this policy to all qualifying assets. The IASC concluded in both SICs that to achieve 

comparability, the measurement of like transactions and other events must be carried 

out consistently throughout the entity and over time in separate and consolidated 

financial statements. 

 
Analysis of the principles in GRAP 3 

(a) What does the Standard require when accounting policies set out in the Standards 

of GRAP need not be applied when the effect of applying them is immaterial? 

 

.06 When a Standard of GRAP specifically applies to a transaction, other event or condition, 

the accounting policy or policies applied to that item shall be determined by applying 

the Standard and considering any applicable Interpretations and Directives issued by 

the ASB for the Standard.  

.07 Standards of GRAP set out accounting policies that the ASB has concluded result in financial 

statements containing relevant and reliable information about the transactions, other events 

and conditions to which they apply. Those policies need not be applied when the effect of 

applying them is immaterial. However, it is inappropriate to make, or leave uncorrected, 

immaterial departures from the Standards to achieve a particular presentation of an entity’s 

financial position, financial performance or cash flows. 

34. Standards of GRAP include requirements for the recognition, measurement, 

presentation and disclosure of various transactions. However, the Standards also 

include overarching provisions regarding materiality which are applied when preparing 

financial statements.  
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35. GRAP 3.07 establishes an overarching principle that the requirements of any Standard 

of GRAP are subject to materiality considerations. Entities are required to only apply the 

accounting policies set out in the applicable Standards of GRAP (hereafter “GRAP 

accounting policy”) when the effect of applying them is material to the financial 

statements.  

36. Applying this principle means that entities are not required to recognise, measure, 

present or disclose transactions in accordance with the requirements in the Standards 

when the effect is immaterial to the financial statements. Instead, entities will record 

transactions by applying an alternative accounting treatment that is not in accordance 

with the GRAP accounting policy.  

37. Applying this principle should not be confused with immaterial departures from the 

Standards to achieve a particular presentation of an entity’s financial position, financial 

performance or cash flows. 

38. GRAP 3 does not explicitly state in what circumstances the principle would be applied. 

Since materiality is concerned with assessing whether information could reasonably be 

expected to influence the users’ decisions and their assessment of accountability, it can 

be said that the Standards permit the use of alternative accounting treatments when (a) 

the effect of not applying the requirements in the Standards does not result in the 

financial statements providing less reliable and less relevant information to the users of 

the financial statements; and (b) the basis for applying the alternative accounting 

treatment is not to achieve a particular presentation or result in the financial statements.  

39. Project group members agreed with the Secretariat’s analysis about what the principle 

in GRAP 3.07 means. 

ACTIONS REQUIRED 

The Technical Committee is requested to CONFIRM if it agrees with the analysis about 

what the principle in GRAP 3.07 means. 

 

40. GRAP 3 also does not provide guidance on how the alternative accounting treatment 

should be formulated when the requirements set out in the Standards are not applied. 

However, the alternative accounting treatment should not be inconsistent with the 

principles set out in the Conceptual Framework for General Purpose Financial Reporting 

(the Conceptual Framework).  

41. The project group members considered the requirements in the Standards to identify 

additional examples of transactions when the principle in paragraph .07 could be applied 

to the recognition and measurement requirements in the Standards. The list below 

provides common examples of when the requirements set out in the Standards may not 

be applied due to materiality:  

Recognition 

• accounting for assets as expenses instead of capitalising them; 

• including the cost of an asset, e.g. servitudes, in cost of another asset instead of a 

separate asset;  

• accounting for expenses when they are paid and not recognising a liability; 
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• accounting for revenue when the cash is received rather than when it is earned; 

• not raising a provision for a liability that is immaterial; 

• classifying an immaterial lease as an operating lease rather than a finance lease; 

• classifying all components of revenue as either exchange or non-exchange when 

one component is immaterial; 

• accounting for immaterial heritage assets as PPE and not as a separate asset 

category;  

• not accounting for statutory receivables separately but including them as part of 

contractual receivables; 

Measurement 

• accounting for transaction costs as an expense instead of including them in the cost 

of an asset;  

• not applying the discounting requirements when the effect of discounting is 

immaterial; 

• not applying the effective interest method to financial instruments because 

transactions costs, premiums, discounts etc. are immaterial; and 

• not recognising immaterial impairment losses. 

ACTIONS REQUIRED 

The Technical Committee is requested to NOTE the examples in paragraph 41 and to 

IDENTIFY any other examples of when the requirements in the Standards are not 

applied due to materiality considerations.   

 

(b) When the effect of applying an accounting policy becomes material, does it mean 

there is an error or a change in accounting policy? 

42. Entities are not required to apply the accounting policies set out in the Standards when 

the effect of applying them is immaterial to the financial statements. When this principle 

has been applied previously, and the effect of not applying a GRAP accounting policy 

becomes material (hereafter referred to as a “change in accounting treatment due to 

materiality”) it is important to assess whether such a change is a prior period error or a 

change in accounting policy.  

43. GRAP 3 provides a framework to assess whether there is a prior period error or a change 

in accounting policy. This framework will be applied to assess whether a change in 

accounting treatment due to materiality meets the definition of a prior period error or a 

change in accounting policy. This assessment is important as it will determine whether 

adjustments are necessary, and if so, the type of adjustments required.   

Is the change in accounting treatment due to materiality an error? 

44. GRAP 3 defines prior period errors as omissions from, and misstatements in, an entity's 

financial statements for one or more prior periods arising from a failure to use, or misuse, 

reliable information that was available and could reasonably be expected to have been 
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obtained and taken into account in preparing those financial statements. These errors 

result from mathematical mistakes, mistakes in applying accounting policies, oversights 

or misinterpretations of facts, and fraud.  

45. To assess whether the non-application of GRAP accounting policies meets the definition 

of an error requires consideration of whether an omission and/or misstatement was 

made in the entity’s financial statements from a failure to use, or misuse, reliable 

information that was available and could reasonably be expected to have been obtained 

and taken into account in preparing those financial statements.  

46. Applying GRAP 3.07 means that entities are allowed not to consider the recognition and 

measurement requirements outlined in the Standards for immaterial transactions 

However, it is possible that errors can occur depending on how entities apply this 

paragraph. Errors could arise when: 

(a) there has been an omission i.e. immaterial transactions are not recorded in the 

financial statements; 

(b) an inappropriate accounting policy is applied i.e. when the alternative accounting 

treatment has resulted from failure to use, or misuse, reliable information that was 

available or could reasonably be expected to have been used;  

(c) the alternative accounting treatment is an immaterial departure from the Standards 

in order to achieve a particular presentation in the financial statements. It is 

inappropriate to make, or leave uncorrected, immaterial departures from the 

Standards to achieve a particular presentation; or 

(d) an incorrect assessment of materiality was made by management which resulted in 

material transactions being accounted for as immaterial transactions. 

47. The project group members agreed that applying an alternative accounting treatment to 

immaterial transactions does not necessarily give rise to an error in the financial 

statements unless the scenarios in paragraph 46 are present.  

ACTIONS REQUIRED 

The Technical Committee is requested to CONFIRM if it agrees with the analysis that a 

change in accounting treatment due to materiality is not an error.  

 

Is the change in accounting treatment due to materiality a change in accounting policy? 

48. When the effect of applying accounting policies set out in the Standards becomes 

material and there is a change in accounting treatment due to materiality it is important 

to know whether the Standard considers the change to be a change in accounting policy 

or something else.  

49. GRAP 3.16 and 3.17 outline situations when there is a change in accounting policy.  

.16 A change in the accounting treatment, recognition or measurement of a transaction, event or 

condition within a basis of accounting is regarded as a change in accounting policy.  

.17 The following are not changes in accounting policies: 

(a) the application of an accounting policy for events or transactions, other events or 

conditions that differ in substance from those previously occurring;   
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(b) the application of a new accounting policy for transactions, other events or conditions 

that did not occur previously or that were immaterial; and 

(c)  a change to the cost model when a reliable measure of fair value is not available (or 

vice versa) for an asset that a Standard of GRAP would otherwise require or permit to 

be measured at fair value. 

50. GRAP 3.161 notes that there is a change in accounting policy when there has been a 

change in accounting treatment, recognition or measurement of a transaction.  

51. GRAP 3.17 provides three situations when there will be no change in accounting policy. 

GRAP 3.17(b) explains that if an entity never had a transaction, or the transactions were 

immaterial in the past, the application of the GRAP accounting policy is considered a 

new accounting policy (i.e. initial application of the GRAP accounting policy).  

52. GRAP 3.17(b) should be read in the context of GRAP 3.07. This means that when an 

entity had previously applied GRAP 3.07, and then concludes that the effect of applying 

the accounting policies set out in the Standards is material in subsequent periods, it 

regards the initial application of the GRAP accounting policy as a new accounting policy. 

It also means that, as a consequence of GRAP 3.17(b), the change in recognition of the 

transaction (e.g. from expensing to capitalisation) will not be considered a change in 

accounting policy envisaged in GRAP 3.16.  

53. The project group concluded that a change in the accounting treatment due to materiality 

is not a change in accounting policy. They agreed that such a change is the application 

of a new accounting policy.  

ACTIONS REQUIRED 

The Technical Committee is requested to CONFIRM if it agrees with the analysis that a 

change in accounting treatment due to materiality is not a change in accounting policy 

but is the application of a new accounting policy.  

 

(c) How should entities account for the adjustments on the initial application of 

accounting policies set out in the Standards of GRAP when the effect of applying 

those accounting policies is material? 

54. In line with GRAP 3.17(b), the initial application of the GRAP accounting policy is a new 

accounting policy. This means that the new accounting policy should be applied 

prospectively for new transactions, and it will not be applied to past transactions that 

were immaterial.  

55. However, when an error has occurred as discussed in paragraph 46, then the 

requirements on the correction of errors in GRAP 3 should be applied.  

56. The project group members concurred with the analysis.  

  

 
1 This paragraph was added by the 2010 Improvements to the Standards of GRAP to align 
with IPSAS 3. There is no equivalent paragraph in IAS 8. It provides useful guidance in 
distinguishing a change in accounting policy from a change in accounting estimate.  



13 

 

ACTIONS REQUIRED 

The Technical Committee is requested to CONFIRM if it agrees with the analysis about 

accounting for changes in accounting treatment due to materiality.  

 

(d) How should the new GRAP accounting policy be applied once selected? 

.12 An entity shall select and apply its accounting policies consistently for similar 

transactions, other events and conditions, unless a Standard of GRAP specifically 

requires or permits categorisation of items for which different accounting policies may 

be appropriate. If a Standard requires or permits such categorisation, an appropriate 

accounting policy shall be selected and applied consistently to each category.  

.13 An entity shall change an accounting policy only if the change: 

(a) is required by a Standard of GRAP; or  

(b) results in the financial statements providing reliable and more relevant information 

about the effects of transactions, other events or conditions on the entity’s financial 

position, financial performance or cash flows. 

.14 Users of financial statements need to be able to compare the financial statements of an entity 

over time to identify trends in its financial position, financial performance and cash flows. 

Therefore, the same accounting policies are applied within each period and from one period to 

the next unless a change in an accounting policy meets one of the criteria in paragraph .13. 

57. The objective of GRAP 3.12 is twofold. Firstly, it establishes a principle that once an 

accounting policy is selected it should be applied consistently from one period to the 

next to allow comparability over time (see GRAP 3.14). Secondly, it addresses those 

situations highlighted in the SICs when a Standard provides a choice between 

alternative accounting policies but does not explicitly state how the chosen accounting 

policy should be applied. In the latter case, if the Standard is unclear then an entity 

should choose an appropriate accounting policy and apply it consistently to all similar 

transactions to which that Standard of GRAP applies.  

58. GRAP 3.12 also explains that when a Standard allows an entity to categorise similar 

transactions (for example, GRAP 17 allows different accounting policy choices for 

different classes of PPE; and GRAP 104 requires different accounting policies 

depending on the classification of financial instruments), then multiple accounting 

policies will apply to the categories. However, to achieve consistency within the 

categories, a single accounting policy should be selected and applied consistently to 

each category.  

59. In both scenarios, once an entity has selected an initial accounting policy, a change in 

accounting policy should only be made if that policy will result in the financial statements 

providing reliable and more relevant information in accordance with GRAP 3.13(b).  

60. In applying GRAP 3.12 within the context of GRAP 3.07 and GRAP 3.17(b), the 

Secretariat is of the view that when an entity initially applies a GRAP accounting policy, 

it should apply that accounting policy to all similar transactions unless the relevant 

Standard of GRAP allows categorisation. This is to ensure that entities do not “flip flop” 

between accounting policies for similar transactions once the initial accounting policy is 

applied.  
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(e) Should materiality be considered in subsequent periods following the initial 

application of a GRAP accounting policy? 

61. Following the initial application of the GRAP accounting policy, any new transactions 

may not be subject to materiality considerations under GRAP 3. In particular, the 

recognition and measurement requirements in the Standards need to be satisfied 

irrespective of the “materiality” of new transactions. However, in accordance with GRAP 

1, materiality may still be considered in relation to the presentation and disclosure 

requirements set out in the relevant Standard of GRAP.  

62. While the project group members represented by preparers agreed with the Secretariat’s 

analysis in issue (d) and (e) above, the members representing the firms expressed some 

reservations. 

63. In particular, project group members were concerned that paragraph 62 of the issues 

paper precludes the subsequent assessment of materiality for recognition and 

measurement of new items. In their view, it makes sense to require the new accounting 

policy to be applied consistently to similar transactions in order to avoid similar 

transactions being treated differently. However, they noted that stakeholders are likely 

to raise questions about why materiality should be considered at initial recognition only 

and not subsequently.  

64. The Secretariat believes that a distinction should be made between applying the 

alternative accounting treatment to immaterial transactions and applying the accounting 

policies set out in the Standards consistently to all similar transactions (irrespective of 

materiality). This is illustrated with a flow diagram in Annexure A. 

ACTIONS REQUIRED 

The Technical Committee is requested to CONFIRM if it agrees with the analysis about 

the consistency of accounting policies and materiality considerations in relation to 

future transactions. 

 

(f) What is the impact of past transactions and materiality decisions when assessing 

the effect of accounting policies in the current period? 

65. Another consideration to GRAP 3.07 and GRAP 3.17(b) is the impact of past 

transactions and materiality decisions when assessing the effect of accounting policies 

in the current period.  

66. Financial statements portray the financial effects of transactions and other events that 

relate to a specific period by grouping them into broad classes that share common 

economic characteristics. Materiality is assessed in relation to the users’ decisions 

based on the financial statements for a particular period.   

67. Materiality judgements and assessments made for past transactions were made based 

on the circumstances prevailing in that previous reporting period. Materiality 

assessments are period-specific and are not subject to hindsight. Consequently, there 

is no requirement to modify materiality judgements made for past transactions or to 

restate past transactions if the transactions were correctly accounted for in accordance 

with GRAP 3.07 in the prior period.  
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68. A modification of judgements and the accounting treatment of past transactions would 

be warranted if the past materiality judgements and assessments resulted in an error.  

A modification of accounting treatments based on past judgement where there was no 

error is unjustified as it would involve the use of hindsight. 

 

ACTIONS REQUIRED 

The Technical Committee is requested to CONFIRM if it agrees with the analysis about 

the materiality considerations to past transactions. 

 

(g) Is the non-application of accounting policies set out in the Standards a departure 

from the requirements described in GRAP 1? 

69. Applying the principle in GRAP 3.07 is not the same as when entities depart from the 

requirements in the Standards of GRAP as discussed in GRAP 1.21. GRAP 1 discusses 

material departures in the context of not applying requirements in the Standards when 

they are misleading and conflict with the overall objective of the financial statements. 

However, GRAP 3 states that an immaterial departure (i.e. intentionally applying an 

alternative accounting treatment) to achieve a particular presentation or result is not 

allowed. 

70. The project group members agreed with the Secretariat’s analysis. 

ACTIONS REQUIRED 

The Technical Committee is requested to CONFIRM if it agrees with the analysis about 

departures from the requirements in the Standards of GRAP. 

 

CONCLUSION 

Secretariat’s conclusion on the application of the principles in GRAP 3 

71. IAS 8 is one of the oldest accounting standards currently in use and its principles 

continue to be relevant. The revisions to IAS 8 were aimed at ensuring that accounting 

policies are consistently applied such that all items that are similar are treated the same 

throughout the entity and over time to achieve comparability.  

72. The review of GRAP 3 indicates that there are varying interpretations of the principles 

in the Standard. While the principles exist and continue to be relevant, their interpretation 

and application gave rise to inconsistent accounting.  

73. As discussed earlier in the issues paper, there were two views heard during the 

development of the Guideline: 

• View #1 – Apply the accounting policy prospectively from the date of change in the 

accounting treatment. Past immaterial transactions are not adjusted.   

• View #2 - Apply the accounting policy retrospectively. It is necessary to keep track 

of the cumulative effect of past transactions on the financial statements by 

maintaining records of those transactions so that appropriate adjustments can be 

made. Adjust past immaterial transactions as if the new accounting policy was 

always applied. 
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74. Based on the findings and analysis in the issues paper, the Secretariat believes that 

view #1 provides the most appropriate treatment that is supported by various paragraphs 

in GRAP 3. When an entity has elected not to apply the requirements set out in the 

Standards to immaterial transactions, but concludes subsequently that the effect of 

applying the requirements is material to the financial statements, GRAP 3.07, 3.12 and 

3.17(b) will be applied: 

• The new accounting policy, based on the requirements in the Standards, is applied 

prospectively to new transactions.  

• The new accounting policy is applied consistently to all similar transactions, or 

categories of transactions, in the period of change and future periods. 

• Past transactions that were immaterial are not adjusted to reflect the new accounting 

policy unless there was an error.  

75. The project group members agreed with the conclusion that view #1 is appropriate. 

Some members questioned whether under view #1 they would be able to choose an 

alternative asset classification once the new accounting policy is applied. For example, 

if an entity previously classified statutory receivables as part of contractual receivables 

because they were immaterial, once an entity starts accounting for future statutory 

receivables in accordance with the Standard of GRAP on Statutory Receivables, it 

cannot classify and account for any immaterial statutory receivables using the alternative 

accounting treatment. The Secretariat explained that once an entity has decided to apply 

the requirements of a particular Standard, it would not be allowed to consider alternative 

classifications or other recognition and measurement requirements. 

Discussion of Secretariat’s conclusion with OAG and ARD 

76. A separate engagement was held with a representative of the OAG and ARD. The 

discussion was aimed at finding out the background to, and rationale for the current 

interpretation and practice of the OAG and ARD on the matter. It was noted that the 

current practice is that entities should keep track of the cumulative effect of past 

immaterial transactions. The practice was based on the interpretation of the 

requirements in GRAP 3 when municipalities started applying the Standards of GRAP. 

The practice may also have been influenced by the requirements in the auditing 

standards (ISAs) regarding the accumulation of misstatements or errors and evaluation 

thereof against materiality. At that time, a view was taken that if an entity expenses costs 

below a certain threshold, and the transactions become material over time, then there 

has been an error that arose due to the misapplication of an accounting policy. 

Consequently, preparers have been required to keep track of the immaterial transactions 

for audit purposes.  

77. The Secretariat shared the analysis as discussed in the issues paper and how the 

Secretariat has interpreted the principles in GRAP 3. The representatives agreed that 

view #2 reflects the current practice that adjustments are retrospective. In addition, it 

was noted that while view #1 is clearly supported by the existing principles in the 

Standards, the most critical issue that the project needs to address is clarifying why a 

change from the alternative accounting treatment to the GRAP accounting policy is not 

an error. It was also noted that one of the outcomes of this project should be to ensure 

that the selection and application of accounting policies is undertaken at the right level 

so that ultimately accounting policies are applied consistently to similar transactions. It 
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was suggested that the project should also illustrate that the principles in view #1 can 

be applied consistently to other scenarios. 

 

ACTIONS REQUIRED 

The Technical Committee is requested to CONFIRM if it agrees with the overall 

conclusion supporting view #1. 

 

RECOMMENDATION 

78. In light of the analysis presented in this issues paper and discussions held with relevant 

stakeholders, the Secretariat does not believe that any amendments are necessary to 

GRAP 3.  

79. The Secretariat believes that clarity could be provided on what the key principles mean 

in relation to accounting policies and the application of materiality. Such clarity could be 

provided by way of an Interpretation of the Standards of GRAP. 

80. The Interpretation of the Standards of GRAP could address the following matters that 

have led to the misinterpretation and misapplication of the requirements over the years: 

• What does the Standard require when entities need not apply the accounting policies 

set out in the Standards when the effect of applying them is immaterial? 

• Is a change from an alternative accounting treatment applied to immaterial 

transactions to applying the accounting policies set out in the Standards of GRAP 

when transactions become material, a change in accounting policy or an error? 

• Why is the initial application of accounting policies set out in the Standards of GRAP 

a new accounting policy? 

• When will accounting for immaterial transactions using an alternative accounting 

treatment be an error? 

• How should entities account for the initial application of accounting policies set out in 

the Standards of GRAP to transactions that were previously immaterial? 

• What does the Standard require in the selection of different accounting policies when 

categorisation is permitted by a Standard? 

• Why is an alternative accounting treatment not an accounting policy as defined? 

• Is the application of alternative accounting treatments a departure from the Standards 

of GRAP? 

• How the proposed Interpretation of the Standards of GRAP will be applied initially in 

relation to past transactions? 

81. The project group members recommended the development of an Interpretation of the 

Standards of GRAP. They also agreed that a review of the Guideline is necessary to 

ensure that there is consistency between the two sets of guidance. Where there are 

inconsistencies identified in the Guideline, this may result in amendments to the 

Guideline.  
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ACTIONS REQUIRED 

(a)  The Technical Committee is requested to CONFIRM if it agrees with the 

recommendation to develop an Interpretation of the Standards of GRAP. 

(b)  Are there any other matters, not identified in paragraph 80 above, that should be 

considered in the development of the proposed Interpretation of the Standards of 

GRAP. 

 
NEXT STEPS 

82. Based on the Board’s approval, the next step in the project would be the development 

of an Interpretation of the Standards of GRAP. 

83. In line with the project road map in the project brief, the proposed guidance will be 

considered by the Technical Committee and Board in the third quarter of 2020.  

 

PART B: IASB AMENDMENTS TO IAS 8 

84. The IASB has issued a number of amendments since launching the Disclosure Initiative 

in 2013. The initiative comprised the following projects which may be of relevance to the 

Board’s project as they either deal with materiality or accounting policies. 

 

Project Objective Current status 

Definition of material To clarify and align the 

definition of ‘material’ and 

provide guidance to help 

improve consistency in the 

application of that concept 

whenever it is used in IFRS 

Standards. 

Final amendments issued. 

Effective date 1 January 2020. 

Principles of Disclosure – 

Accounting Policies 

To develop guidance and 

examples to help entities apply 

materiality judgements to 

accounting policy disclosure. 

Reviewing exposure draft 

feedback. 

Accounting Policies and 

Accounting Estimates – 

Amendments to IAS 8 

To introduce a definition of 

‘accounting estimates’ and 

provide other clarifications to 

help entities distinguish 

accounting policies from 

accounting estimates. 

Final amendments expected to 

be issued in Q2 of 2020. 

Accounting Policy Changes 

(Amendments to IAS 8) 

To clarify the impact of agenda 

decisions on accounting policy 

changes.  

IASB needs to decide on the 

direction of the project. 

 

RECOMMENDATION 

85. The Secretariat considered the nature of the amendments and believes that since the 

Board’s project is aimed at addressing a specific local issue, the Board should not 
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consider any of the IASB amendments at this time. The amendments should be 

considered separately in other projects. The Secretariat will continue to monitor the 

IPSASB developments to see how the IPSASB addresses the IASB amendments.  

The Board will follow the IPSASB’s lead in that regard. The project group members 

supported the Secretariat’s proposal. 

ACTIONS REQUIRED 

The Technical Committee is requested to CONFIRM if it agrees with the proposal on 

how to deal with the IASB amendments.  

  



 

 

Annexure A – Flowchart for the assessment of materiality in relation to the application 
of the recognition and measurement requirements in the Standards of GRAP 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Are there transactions in the current period that are 
immaterial (individually/collectively) to the financial 

statements? 

Formulate an alternative accounting 
treatment for the immaterial 

transactions 

Select and apply the accounting 
policies set out in GRAP to account for 

the material transactions 

Are there new transactions in the 
subsequent period that are 

immaterial 
(individually/collectively)? 

Continue applying the 
accounting policies set out in 

GRAP for all similar transactions 

Yes No 

Continue accounting for 
immaterial transactions using the 
alternative accounting treatment  

Are there new transactions in the 
subsequent period that are 

immaterial 
(individually/collectively)? 

Yes Yes 

No 

No 


