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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).. 

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 group meetings were held during May 2020 with preparers and auditors 

respectively to discuss the issues paper. The Technical Committee considered the 

project deliberations at its meeting held in June 2020. 

PURPOSE OF THE MEMORANDUM 

4. The Technical Committee considered the issues paper and made specific 

recommendations to the Board. This memorandum sets out the Technical Committee’s 

considerations and recommendations. 

5. This memorandum comprises two parts – Part A deals with the review of the 

requirements of GRAP 3 and Part B deals with the IASB amendments.  
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PART A: REVIEW OF THE REQUIREMENTS OF GRAP 3 

BACKGROUND  

6. 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 

7. 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. 

8. 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. 

9. 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. 

10. 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 

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

the Standards need not be applied 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 
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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.  

12. 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. The Technical 

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

GRAP 3.  

13. 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. 

ACTIONS REQUIRED #1 

The Board is requested to CONFIRM if it agrees with the scope of the project. 

 

FEEDBACK ON 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. This was considered necessary 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. 

15. Locally, 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. The request for views was extended to 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.  

17. The views shared by stakeholders confirmed the diversity in the application of the 

principle in GRAP 3 about materiality and accounting policies.  

18. 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 seemed 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).  

19. The Technical Committee was pleased with the feedback received from local and 

international stakeholders. The members highlighted the need to consider some of the 

inputs made by international stakeholders in the development of the guidance. 
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ACTIONS REQUIRED #2 

The Board is requested to NOTE the feedback from the initial engagements with 

stakeholders. 

 

DELIBERATIONS AND RECOMMENDATIONS OF THE TECHNICAL COMMITTEE 

General 

20. The Secretariat analysed the requirements of GRAP 3 in the context of the issues raised 

by stakeholders. The analysis is included as Annexure A of this memorandum. 

21. Based on the analysis in Annexure A, the Technical Committee concluded that of the 

two views heard during the development of the Guideline, view #1 provides the most 

appropriate treatment that is supported by GRAP 3. Under this view, the accounting 

policy should be applied prospectively from the date of change in the accounting 

treatment and past immaterial transactions are not adjusted.  

22. To illustrate - An entity has elected not to apply the requirements set out in GRAP 17 to 

equipment purchased in year 1 as it is immaterial. In year 3, the entity acquires more 

equipment and concludes that the effect of applying the requirements in GRAP 17 to 

that class of items of property, plant and equipment (PPE) is material to the financial 

statements. The principles in GRAP 3.07 and 3.17(b) will be applied, which means that: 

• The accounting policy that is based on the requirements in GRAP 17 is applied 

prospectively to new transactions from year 3.  

• Past transactions that were immaterial (i.e. equipment acquired in year 1 and 

expensed) are not adjusted to reflect the accounting policy that is based on the 

requirements in GRAP 17 unless there was an error.  

ACTIONS REQUIRED #3 

The Board is requested to CONFIRM if it agrees with the analysis in Annexure A and 

conclusion in paragraphs 21 and 22.  

 

Specific matters considered 

23. The Technical Committee debated two issues from Annexure A that require the Board’s 

consideration. 

Issue #1 - When the effect of applying an accounting policy becomes material, does it 

mean there is an error or a change in accounting policy? 

24. There was broad agreement that when there is a change in accounting treatment due 

to materiality that no error has occurred unless the scenarios in Annexure A are present. 

The majority of members also agreed that there is no change in accounting policy as  

GRAP 3.17(b) states that the application of a new accounting policy to transactions that 

were previously immaterial is not a change in accounting policy. Some members 

disagreed with this view.  

25. As this matter impacted the rest of the decisions to be considered by the Technical 

Committee in the issues paper, it was agreed that the Technical Committee would 
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discuss the remainder of issues presented by the Secretariat and make a 

recommendation to the Board. In addition, it was agreed that the Secretariat should have 

a separate meeting with the members who disagreed with the view to understand the 

alternative views. These alternative views would be presented to the Board for 

discussion. 

26. The discussion revealed that the members were not in disagreement with the initial view 

presented at the Technical Committee, but that the members had some reservations 

about the supporting arguments that a change in accounting treatment due to materiality 

is not a change in accounting policy.  

27. The Secretariat and members discussed how the arguments could be improved. A 

member explained that the problem is in how GRAP 3.17(b) is worded. The Standard 

states that:  

“The following are not changes in accounting policies: …(b) the application of a new 

accounting policy for transactions, other events or conditions that did not occur 

previously or that were immaterial…” 

28. It was noted that the reference to “new accounting policy” creates confusion as it gives 

the impression that an entity never considered the GRAP accounting policy at all when 

it previously assessed past transactions as immaterial. It was explained that at initial 

recognition, an entity would have selected the GRAP accounting policy but based on 

materiality decided not to apply it in terms of GRAP 3.07. It was suggested that the 

reference to “new” should be removed in GRAP 3.17(b).  

Issue #2 - How should the new GRAP accounting policy be applied once selected, and 

should materiality be considered in subsequent periods following the initial application 

of a GRAP accounting policy? 

The Technical Committee considered how the GRAP accounting policy should be 

applied, and the impact of materiality assessments in subsequent periods once the 

GRAP accounting policy has been applied. 

29. The issues paper discussed by the Technical Committee noted that GRAP 3 requires 

that once accounting policies are selected, they should be applied consistently to all 

similar transactions. Applying this principle in the context of this project would mean that 

once an entity applies the GRAP accounting policy – it should continue to apply that 

policy in subsequent periods. This is so that similar transactions are not accounted for 

differently. The issues paper further concluded that to achieve this level of consistency 

envisaged in GRAP 3 would require that once the GRAP accounting policy is applied, 

any new similar transactions would not be subject to materiality considerations under 

GRAP 3.07. This means that principle in GRAP 3.07 that an entity need not apply the 

recognition and measurement requirements in the Standards will no longer apply to new 

similar transactions. 

30. Members considered what the Standard means by applying accounting policies 

consistently to all similar transactions. It was not clear if similar transactions refer to 

individual items of PPE or the class of asset to which an item belongs. It was noted that 

since the recognition and measurement requirements in GRAP 17 refer to an item of 

PPE, it should be assumed that the reference speaks to the individual items until the 
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Board has clarified the issue of the unit of account. Other members argued that the unit 

of account will depend on how the accounting policy is formulated. 

31. Some members agreed with the notion of consistent application of accounting policies 

but questioned the basis for disallowing the assessment of materiality when new 

transactions are recognised. Members at both the Technical Committee meeting and 

the separate meeting considered the impact of the unit of account on the materiality 

assessments in the application of the accounting policies set out in the Standards. At 

both meetings, it was unclear whether the assessment of materiality considers the effect 

of individual transactions or the effect on the financial statements as a whole. The 

Secretariat notes that this decision will impact how the accounting policy is applied 

subsequently: 

• At the transaction level – Assess materiality of applying the accounting policy for 

individual transaction and either apply the alternative accounting treatment or GRAP 

accounting policy depending on the materiality assessment. 

• At the financial statement level – Assess materiality of applying the accounting 

policy initially and either apply the alternative accounting treatment or GRAP 

accounting policy depending on the materiality assessment. Once the GRAP 

accounting policy has been applied, the policy is applied consistently to all similar 

transactions. Materiality assessments on the recognition and measurement of 

subsequent transactions is no longer a consideration.  

32. At both meetings members found it difficult to form a view considering that the unit of 

account has not been clarified at a standards’ level. The Technical Committee agreed 

that the unit of account is a significant issue that should be debated but not as part of 

this project to review GRAP 3. It was suggested that the Board considers the issue 

further in its review of the Conceptual Framework. The two members at the separate 

discussion suggested that the unit of account should be considered further (by way of 

examples) in the next phase of the project when guidance is developed. It was noted 

that illustrating the concept in examples may assist in clarifying the issue in the interim.  

ACTIONS REQUIRED #4 

The Board is requested to: 

(a)  INDICATE if it agrees that there is no change in accounting policy based on  

GRAP 3.17(b); 

(b) INDICATE if it agrees with the proposed amendment to GRAP 3.17(b); and 

(c)  INDICATE if it agrees that illustrating potential application issues for subsequent 

materiality assessments should be done through examples explaining the unit of 

account. 

 

Recommendations 

33. The Technical Committee noted that the misinterpretation and misapplication of the 

requirements in GRAP 3 resulted in the inconsistent views and accounting. The 

Secretariat notes that, apart from the minor amendment suggested to GRAP 3.17(b), no 

other amendments to GRAP 3 have been recommended by the Technical Committee. 
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Instead, there is a need to clarify what the key principles mean in relation to accounting 

policies and the application of materiality.  

34. The Technical Committee recommended the development of an Interpretation of the 

Standards of GRAP. This 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 

not a change in 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 will the proposed Interpretation of the Standards of GRAP be applied initially in 

relation to past transactions? 

35. In addition, the Technical Committee agreed that a review of the Guideline is also 

necessary to ensure consistency between the two sets of guidance. Where there are 

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

Guideline.  

ACTIONS REQUIRED #5 

(a)  The Board is requested to CONFIRM if it agrees with the overall recommendation 

to develop an Interpretation of the Standards of GRAP. 

(b)  The Board is requested to INDICATE if there are any other matters, not identified 

in paragraph 34 above, that should be considered in the development of the 

proposed Interpretation of the Standards of GRAP. 

 
NEXT STEPS 

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

of an Interpretation of the Standards of GRAP. In line with the project road map in the 

project brief, the proposed guidance will be considered by the Board in the third quarter 

of 2020, although this may be subject to change (see attachment 12(a)).  
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PART B: IASB AMENDMENTS TO IAS 8 

BACKGROUND 

37. The IASB has issued amendments to IFRS 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 

38. The Technical Committee considered the nature of the amendments and concluded that 

since the Board’s project is aimed at addressing a specific local issue, the Board should 

not consider any of the IASB amendments at this time. The amendments should be 

considered separately in other projects.  

39. It was suggested that the Board continues to monitor the IPSASB developments to see 

how the IASB amendments are addressed. The Board will follow the IPSASB’s lead.  

ACTIONS REQUIRED #6 

The Board is requested to CONFIRM if it agrees with the proposal on how to deal with 

the IASB amendments.  
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Annexure A – Summary of analysis of key principles in GRAP 3 

 

Matter  Analysis of key principles 

(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? 

 

Apply the GRAP accounting policy when effect is material, 

otherwise formulate an alternative accounting treatment: 

• Applying the alternative accounting treatment means that 

transactions are still recorded but not in accordance with the 

GRAP accounting policy. 

• There is no guidance on how to formulate the alternative 

accounting policy. However, it should be consistent with the 

principles in the Conceptual Framework; and the treatment 

must not be applied to achieve a particular presentation or 

result in the financial statements. 

(b) When the effect of applying an 

accounting policy becomes 

material, does it mean there is 

an error or a change in 

accounting policy? 

Error 

Applying an alternative accounting treatment to immaterial 

transactions does not necessarily give rise to an error in the 

financial statements.  

An error 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. 

Change in accounting policy 

Based on GRAP 3.17(b), the application of a [new] accounting 

policy for transactions, other events or conditions that did not 

occur previously or that were immaterial is not a change in 

accounting policy. 

• This means that a change from the alternative accounting 

treatment to the GRAP accounting policy based on 

materiality considerations is not a change in accounting 

policy.  
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• The Technical Committee recommended the amendment of 

this paragraph as the reference to “new” may create 

confusion.  

(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? 

 

The GRAP accounting policy will be applied prospectively for 

new transactions. It will not be applied to past transactions that 

were immaterial as there was no error made in the past. 

 

(d) How should the new GRAP 

accounting policy be applied 

once selected? 

 

The issues paper concluded that once the GRAP accounting 

policy has been applied it should be applied 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 

GRAP accounting policy is applied.  

The Technical Committee agreed in principle, but there were 

questions about clarifying the unit of account and concerns 

expressed about the impact of this conclusion in relation to 

matter (e) below.  

(e) Should materiality be 

considered in subsequent 

periods following the initial 

application of a GRAP 

accounting policy? 

 

Once the GRAP accounting policy has been applied to similar 

transactions, the consideration of materiality for the recognition 

and measurement requirements in the Standards is no longer 

required for 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.  

The Technical Committee agreed that precluding a subsequent 

assessment of materiality for the recognition and measurement 

of new transactions may be problematic. Members could not 

form a view as the unit of account has not been clarified. The 

unit of account will assist in determining whether materiality 

assessments about accounting policies should be applied to 

individual transactions or to the financial statements as a whole. 

If at the transaction level – the principle in GRAP 3.07 would 

apply to each transaction; and if at the financial statement level 

– the principle is applied until the effect of applying the GRAP 

accounting policy becomes material. (See Annexure B for the 

flowchart) 

(f) What is the impact of past 

transactions and materiality 

decisions when assessing the 

effect of accounting policies in 

the current period? 

Materiality judgements and assessments made for past 

transactions were made based on the circumstances prevailing 

in that previous reporting period. Since the materiality 

assessments are period-specific, hindsight cannot be applied. 

This means that there is no requirement to modify materiality 

judgements and assessments for past transactions or to restate 
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past transactions if the transactions were correctly accounted 

for in accordance with GRAP 3.07 in the prior period. 

(g) Is the non-application of 

accounting policies set out in 

the Standards a departure from 

the requirements described in 

GRAP 1? 

A material departure in GRAP 1 is in the context of not applying 

requirements in the Standards when they are misleading and 

conflict with the overall objective of the financial statements. As 

such, applying the principle in GRAP 3.07 is not considered to 

be a material departure. 

 
Annexure B – 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)? 

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 

No 

[To be explored in developing Interpretation] 
Decision depends on the unit of account - two 
options: 
 
1. Apply either alternative accounting treatment or 
accounting policies set out in GRAP based on 
materiality of individual transactions; or 
 
2. Continue to apply the accounting policies set out 
in GRAP for all similar transactions (irrespective of 
materiality). 


