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TO:  MEMBERS OF THE TECHNICAL COMMITTEE 

FROM: JEANINE POGGIOLINI 

SUBJECT: REVIEW OF GRAP 3  

DATE: 20 MAY 2021 

FILE REF: Attachment 4(a) 

BACKGROUND AND PURPOSE OF MEMORANDUM 

1. The Board issued ED 185 on the proposed Interpretation of the Standards of GRAP on 

The Effect of Past Decisions on Materiality in September 2020 for comment, with a 

comment deadline of 26 February 2021. 

2. The purpose of this memorandum is to (a) outline the consultation process followed, and 

(b) discuss key issues raised and proposed actions. An analysis of the written and verbal 

comments received during the consultation process is included as attachment 4(d) and 

(e). The proposed revisions are included in mark-up in attachment 4(f). 

3. The analyses of comments and the changes to the proposed Interpretation were 

discussed at two project group meetings – one comprised of preparers and professional 

bodies, and one comprised of auditors and consultants. The project group supported the 

proposed actions on the key issues, except for one. Alternative proposals were raised 

for key issue 4. The draft minutes of the meetings are included as attachments 4(b) and 

4(c).   

OVERVIEW OF THE CONSULTATION PROCESS 

How did the Secretariat raise awareness about ED 185?  

4. A Notice was published in the Government Gazette outlining the request to comment on 

the proposed Interpretation. Articles on ED 185 were included in the ASB’s and SALGA’s 

Newsletters. Four sessions were scheduled by the Secretariat to discuss ED 185 with  

preparers, auditors, professional bodies, academics and others throughout February. 

Sessions were also held with the organisations listed in the analysis of the verbal 

comments.  

5. Notably, a session was held with the Public Sector Standing Committee at the IRBA as 

well as the Public Sector Audit Committee Forum. The consultation with the auditors and 
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audit committee members was seen as important because stakeholders often raise 

concerns about the perceived difference between audit and preparer materiality.  

Were all the key stakeholders consulted? 

6. The project brief outlined a broad base of stakeholders to be consulted across the nine 

provinces, and included preparers, auditors, consultants, and other representative 

bodies involved in the preparation or audit of financial statements.    

7. All stakeholders were given an opportunity to participate in the comment process. While 

specific provincial interventions were only held in three provinces, a number of national 

initiatives were held virtually which allowed for greater participation by stakeholders 

regardless of their location.  

ACTION REQUESTED #1 

The Technical Committee is requested to NOTE the overview of the consultation 

process.  

KEY ISSUES FOR DELIBERATION 

General  

8. Stakeholders were supportive of ED 185 and its key principles. Several respondents 

indicated that the application of materiality by preparers is immature and will need to be 

developed. The issue of potential differences between audit and preparer materiality and 

related disputes was again raised. The Secretariat is of the view that discussions on 

materiality should be an ongoing item on the communication strategy of the ASB. This will 

ensure that stakeholders continue to apply their minds to materiality on an ongoing basis, 

and will ensure that practice will develop over time.  

9. A number of practical questions or issues were raised by respondents. In the interest of 

supporting the application of the proposed Interpretation, the Secretariat proposes 

developing “communication” material to deal with these issues. The “communication 

material” will take the form of a “Fact Sheet”. Fact Sheets were issued for the first time 

after the issue of revised GRAP 104 and are aimed at focusing on commonly asked 

questions or issues raised during the consultation process to assist preparers in the 

implementation of the Standard. A draft Fact Sheet has been included as attachment 5 for 

discussion purposes.  

Key issue #1 - Subsequent revisions to materiality and the impact on the application of 

accounting policies 

10. Example 3 in ED 185 illustrates the downwards revision of materiality in a subsequent 

reporting period, with the result that assets that were expensed in prior years would need 

to be capitalised in subsequent years. Respondents raised questions about whether the 

inverse would be possible, i.e. to not capitalise assets in later years if the materiality was 

revised upwards.  

11. The Secretariat is of the view that there are two circumstances that need to be considered 

– particularly in the context of example 3:  

(a) For items previously recognised as assets – If the materiality was revised upwards in 

subsequent reporting periods, there would be no change to assets previously 

capitalised. This is consistent with the approach that materiality assessments are 
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period specific, and retrospective changes are not made as a result of changes in 

decisions about materiality.  

(b) For new items arising after the change in materiality – If materiality is revised upwards 

in subsequent reporting periods, then entities would apply the revised materiality to 

those new items. This means that items that would theoretically have been capitalised 

in prior years based on a lower materiality, would now be expensed based on the 

revised materiality. This has been illustrated in a revised example 3.  

ACTION REQUESTED #2 

The Technical Committee is are requested to INDICATE if it agrees with the Secretariat’s 

proposal.  

Key issue #2 – Comparative information  

12. ED 185 indicates that decisions about materiality are period specific, and that retrospective 

changes as a result of those decisions are not required in subsequent years unless an 

error was made in previous material assessments.  

13. In the context of example 3, some respondents noted the effect is that items would be 

capitalised in year 2 with no corresponding information presented in the prior year. 

Respondents either expressed concern about the lack of comparability, particularly in the 

context of GRAP 1 on Presentation of Financial Statements, or raised questions about 

whether comparative information would need to restated.  

14. The Secretariat is of the following view:  

• There should be no comparative restatement of amounts as this would mean a 

retrospective change in the accounting previously applied which is inconsistent with 

the main principle in ED 185.  

• If the information was immaterial in previous periods, it would have limited relevance 

to users in subsequent periods.  

15. As this issue was raised by several respondents, this explanation has been included in 

the basis for conclusions.   

ACTION REQUESTED #3 

The Technical Committee is requested INDICATE if it agrees with the Secretariat’s 

proposal.  

Key issue #3 - Transitional provisions 

16. The transitional provisions indicate that entities need not reassess past decisions about 

materiality on the initial adoption of the Directive. The basis for conclusions indicate that 

this includes assessing whether an error was made. Note: the arrangements for the first 

time adoption of the proposed Interpretation do not require retrospective changes for 

errors.  

17. Some respondents indicated that if they identify errors in the past application of materiality, 

they would like an opportunity to correct those errors. Other respondents observed that it 

would be difficult to assess whether an error was made without the application of hindsight. 

On balance, respondents were of the view that entities should not be precluded from 

correcting errors, but that it should be clear that these corrections cannot be made using 
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hindsight. Stakeholders suggested adding this discussion to the basis for conclusions. An 

amendment has been made accordingly.  

ACTION REQUESTED #4 

The Technical Committee is are requested to INDICATE if it agrees with the Secretariat’s 

proposal.  

Key issue #4 - Use of the Conceptual Framework to develop alternative accounting treatments 

18. The basis for conclusions indicates that alternative accounting treatments should be 

developed so that they are not inconsistent with the Conceptual Framework. A respondent 

indicated that this is not specifically indicated in GRAP 3 on Accounting Policies, Changes 

in Accounting Estimates and Errors or other Standards of GRAP.  

19. The Secretariat takes cognisance of this comment, and has suggested softening the 

wording in the basis for conclusions to indicate that “ideally” the accounting treatments 

should not be in conflict with the Conceptual Framework.  

20. The project group comprising the auditors and consultants did not agree with this proposal. 

While they understand that GRAP 3 (nor the equivalent IPSAS or IFRS) mention what 

should be done if the principles in the Standards of GRAP are applied, they were of the 

view that the Conceptual Framework underpins financial reporting. As a result, entities 

should develop alternative accounting treatments that are not inconsistent with the 

Conceptual Framework. They would therefore retain the original wording in ED 185.   

ACTION REQUESTED #5 

The Technical Committee is requested to INDICATE if it supports changing the basis for 

conclusions, or retaining the original wording.  

REVIEW OF THE ANALYSIS OF COMMENTS AND PROPOSED INTERPRETATION 

21. The Technical Committee is asked to provide detailed comments on the analysis of the 

written and verbal comments, along with the proposed changes to the Exposure Draft.  

ACTION REQUESTED #6 

The Technical Committee is requested to REVIEW the analyses of comments and the 

changes to the proposed Exposure Draft, and INDICATE if it recommends the 

documents to the Board for its approval.  

NEXT STEPS 

Review of documents and effective date 

22. A proposed effective date will need to be recommended to the Board. Based on the policy 

of pronouncements being available at least a year in advance of their application, the 

earliest mandatory date would be 1 April 2023. Earlier application should be permitted.  

Fact Sheet 

23. As noted earlier, the Secretariat has developed a draft Fact Sheet to support the 

implementation of the Guideline as well as the IGRAP. At present, the Fact Sheet has 

been developed by identifying commonly raised issues throughout the materiality project. 

Project group members supported the development of the Fact Sheet as they thought it 

was a helpful way to introduce the principles in the proposed Interpretation.  
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24. The Fact Sheet is issued by the Secretariat and not the Board, and has been provided 

for information purposes. If members have suggestions to improve the document, 

additional issues that should be addressed, or any comments, they can be shared with 

the Secretariat.  

ACTION REQUESTED #7 

The Technical Committee is requested to:  

(a) DISCUSS the proposed effective date.  

(b) NOTE the Fact Sheet and provide comments to the Secretariat (if any).  

 

 

 

 

 

 

 

 



 

6 

 

  


