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EXECUTIVE SUMMARY– ED 185 ON THE EFFECT OF PAST DECISIONS ON 
MATERIALITY 

This executive summary outlines the 
key proposals in the proposed IGRAP 

on The Effect of Past Decisions on 
Materiality 

  

 

Overview The proposed Interpretation of the Standards of GRAP on The Effect of Past Decisions 

on Materiality was approved by the Board as an Exposure Draft in September 2020.  

 

Consultation process The comment deadline is 26 February 2021.  

Supporting material ED 185 on The Effect of Past Decisions on Materiality.  

Next steps The Board will analyse the comment received on the Exposure Draft before finalising the 

Interpretation. The final Interpretation will be considered by the Board in June 2021.  
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Problem statement and response 

Must entities apply the 

Standards of GRAP to all 

items, transactions or events? 

The answer is no. The Standards of GRAP only apply to material items, transactions or events (“items”).  

The Standard of GRAP on Accounting Policies, Changes in Accounting Estimates and Errors (GRAP 3) provides guidance 

to entities on how to select accounting policies. Entities should apply the accounting policies set out in the Standards of 

GRAP, except when the effect of applying them is immaterial.  

This means that entities could apply: 

(a) accounting policies based on Standards of GRAP for material items; and  

(b) alternative accounting treatments to immaterial items. 

How has materiality been 

applied in the past?  

When the Board issued the proposed Guideline on The Application of Materiality to Financial Statements for comment, 

stakeholders raised concerns about how, or whether, decisions about materiality could affect future reporting periods.  

Stakeholders observed that, historically, when they applied alternative accounting treatments to immaterial items in previous 

reporting periods, they were often required to keep historical records on an ongoing basis of the affected items. This was 

done so that they could assess whether applying these alternative treatments meant that the financial statements became 

materially “misstated” over time. If the effect was considered material, retrospective adjustments were often made. It was 

noted that this ongoing assessment of past decisions meant that applying materiality was onerous for entities.  

The application of materiality is meant to ensure that the Standards of GRAP only apply to those transactions that are 

relevant to meet users’ information needs. As a result, materiality is aimed at streamlining the application of the Standards.  

Given the views expressed by stakeholders about past practices, the Board agreed to review the requirements in GRAP 3 

to assess what guidance could be given to entities. 
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Problem statement and response (contd.) 

What issues does ED 185 aim 

to address? 

ED 185 addresses the following two issues:  

• Do past decisions about materiality affect subsequent reporting periods?  

• Is applying an alternative accounting treatment a departure from the Standards of GRAP or an error?  

Do past decisions about materiality affect future reporting periods?  

Can decisions about 

materiality today affect future 

financial statements? 

Materiality is assessed during a reporting period and at reporting date. Materiality is based on the relevant facts and 

circumstances that exist at the time it is assessed.  

As a result, the assessment of, and decisions about, materiality are specific to that period and do not affect future reporting 

periods unless an entity made an error.  

When will retrospective 

adjustments be required 

because of decisions about 

materiality? 

Retrospective adjustments are required to the financial statements when an entity has (a) changed its accounting policy, or 

(b) made an error.  

Applying alternative accounting treatments to immaterial items is not considered an accounting policy choice. As alternative 

accounting treatments are not based on the specific accounting principles for the relevant item in the Standards of GRAP, 

they are not considered accounting policies and are effectively “outside” the scope of the Standards of GRAP. GRAP 3 also 

indicates that if an accounting policy based on Standards of GRAP is applied to items that were previously considered 

immaterial, then this is not a change in accounting policy.  

Retrospective adjustments may be needed if an entity made an error. Specific circumstances have been identified indicating 

when an error may have occurred. These are discussed below.  
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Do past decisions about materiality affect future reporting periods (contd.)? 

How should accounting 

policies and alternative 

accounting treatments be 

applied? 

Accounting policies and alternative accounting treatments are applied to items based on their materiality. It could be that 

similar items are both material and immaterial in a period. For example, “computer equipment” could include both “computer 

peripherals” which are immaterial and “high value items of computer equipment” which are material. Accounting policies 

and/or alternative accounting treatments should be applied consistently to similar items, or groups of items.  

In determining what is material, both qualitatively and quantitatively, the effect of applying materiality is assessed for items 

(or groups of items) individually as well as collectively. For example, if an entity decides to expense certain items instead of 

capitalising them, the cumulative effect of expensing more than one item should be considered in determining materiality. 

The effect of decisions about materiality should be considered for both the current and future reporting periods based on all 

relevant facts and circumstances available at the time.   

Are alternative accounting treatments errors or departures from the Standards of GRAP? 

Does applying materiality 

mean that an entity has made 

an error, or departed from the 

Standards of GRAP?  

GRAP 3 allows entities to not apply the accounting policies outlined in the Standards of GRAP when the effect of applying 

them is immaterial. 

This means that applying materiality is not a departure from the Standards of GRAP. Applying materiality is also not an 

error, unless specific circumstances exist. 
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Are alternative accounting treatments errors or departures from the Standards of GRAP (contd.)? 

What circumstances would 

give rise to errors in the 

application of materiality? 

The following circumstances indicate that an error has occurred in the application of materiality: 

(a) Immaterial items are omitted from the financial statements.  

(b) An inappropriate alternative accounting treatment is applied because of a failure to use, or misuse of, reliable 

information that was available or could reasonably have been expected to be used at reporting date.  

(c) An alternative accounting treatment is applied to immaterial items to achieve a particular presentation in the financial 

statements.  

(d) An incorrect assessment of materiality is made resulting in material transactions being accounted for as immaterial 

transactions. 

Errors must be corrected using the principles in GRAP 3.  

What are the transitional provisions? 

What should an entity 

consider in applying the 

proposed Interpretation for 

the first time? 

Decisions about materiality are period-specific based on judgements made by management at that time. It would be difficult 

for entities to determine whether those judgements were appropriate in subsequent periods without the applying hindsight.  

As a result, the proposed Interpretation should be applied prospectively. Entities would not be required to reassess their 

past decisions on materiality. 
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How to access the Exposure Draft? 

How can the Exposure Draft 

be accessed?  

Visit our website on www.asb.co.za and access ED 185 by following this link.  

Subscribe to our Newsletter and follow us on Twitter, LinkedIn and Facebook.  

Access the translated versions of the Standards on our website.  

 

http://www.asb.co.za/
https://www.asb.co.za/ed-185/

