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1. BACKGROUND AND PURPOSE  

The Secretariat provides an overview of emerging issues at each Technical Committee 

meeting.  

At the last meeting, the Secretariat outlined a number of emerging issues related to the 

adoption and/or application of the Standards of GRAP. The purpose of this memorandum is 

to provide background to those issues and to report on progress, as well as identify and 

discuss any new issues.  

2. NEW ISSUES 

Consolidation of entities held for sale 

The Secretariat arranged a series of consultations with public entities on the proposed 

revisions to financial instruments. At one of the discussions, a public entity raised issues 

about the consolidation of entities that it intended to sell in the near future. A brief outline of 

the issue is outlined below:  

 The entity that raised the issue is a development finance agency (schedule 3A public 

entity). Hereafter referred to as the ‘agency’.  

 The agency provides financing (loans) to individuals or businesses that would otherwise 

not qualify for loans because of their lack of credit history, collateral etc. The financing is 

provided to invest in other businesses such as petrol stations, franchises, retail 

stores/operations, etc.  

 One of the conditions of the financing is that, if the lender defaults, the agency can step 

in and take over the business that was initially acquired. This results in the agency 
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controlling the underlying business. The Standards of GRAP require consolidation of 

controlled entities on a line by line basis.  

 The agency raised concerns about the line by line consolidation as the operations of the 

agency and the business it acquired are often inconsistent. In the example provided, a 

fruit and vegetable retailer was acquired which meant that sales revenue and inventory 

were reflected in the financial statements of the agency. The agency questioned the 

usefulness of the information to the users of the financial statements.  

 The agency indicated that, if some of the requirements of IFRS 5 Non-current Assets 

Held for Sale and Discontinued Operations were re-instated, this might provide more 

meaningful information to the users of the financial statements. In particular, they noted 

that if these investments could be treated as “assets held for sale”, they would not need 

to be consolidated. There are however specific requirements that would need to be 

demonstrated, such as that the entity should complete the sale within one year from 

reporting date. The agency may need to operate the business that it acquired for a 

period of time in order for it to be profitable (stable) enough to sell.  

 The agency asked the Secretariat if they would be able to apply IFRS 5 through the 

hierarchy. As GRAP 6 on Consolidated and Separate Financial Statements requires 

consolidation of all entities, the Secretariat indicated that IFRS 5 cannot be applied as it 

would contradict the Standards of GRAP.  

 The Secretariat indicated that the agency should consider if it meets the definition of an 

“investment entity” in GRAP 35 Consolidated Financial Statements, and/or consider 

whether reporting segment information would resolve the issues.  

Other entities in the labour cluster have also raised issues about the consolidation of entities 

which are acquired through “social investments” where step-in arrangements/clauses exist. 

They noted similar concerns about the operations of the entities acquired being dissimilar to 

their own operations. They however do not hold the investments with the view to selling 

them in the short term.  

The Secretariat proposes discussing this issue with stakeholders during the consultation on 

the ASB’s work programme for 2021 to 2023 to understand if the issue is widespread. Any 

recommendations to the Board will be made as part of that process.  

3. ISSUES PREVIOUSLY REPORTED TO THE COMMITTEE 

The issues outlined in the table below were previously reported to the Technical Committee. 

There are no new developments to report, and the Secretariat is monitoring developments in 

these areas.  

Outline of issue Current status or action required 

Reporting Framework for Tribal Authorities 

The National Treasury was requested to 

identify a reporting framework for tribal 

authorities. The application of the proposed 

reporting framework for school governing 

bodies was being explored as a possible 

Feedback to be provided by the National 

Treasury.  
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solution.  

Heritage Assets  

Various application and implementation 

issues related to GRAP 103 have been 

raised by the entities that report to the 

Department of Arts and Culture. 

No new issues raised with the Secretariat. 

Accounting by Principals and Agents 

Questions were raised about the 

identification of principals and agents (based 

on the broad principles outlined in GRAP 

109) in the Modified Cash Standard. The 

National Treasury issued guidance on how to 

deal with the issue, including the 

classification of transfers to other entities as 

either the acquisition of goods and services 

or transfers and subsidies.  

While no specific issues related to the 

application of GRAP 109 were raised, it was 

agreed to monitor developments as entities 

that apply GRAP are often the counterparties 

to the transactions that are reported using 

MCS.  

Based on media reports, the Department of 

Economic Opportunities in the Western Cape 

has taken the AGSA to court to contest the 

identification of principals and agents. From 

feedback provided by the National Treasury 

at the last meeting, the court cases centre on 

a legal versus an accounting based 

interpretation of what constitutes a ‘principal’ 

and an ‘agent’.  

Application of IFRS Standards by public 

entities 

The Secretariat has been monitoring 

developments on the initial application of 

Directive 12 (which is effective from 1 April 

2018), in particular, whether any applications 

for exemption from applying Standards of 

GRAP are submitted to the National 

Treasury.  

Only SANRAL has submitted an application 

for an exemption. This request was denied 

by the OAG. SANRAL has requested more 

feedback on why the request was denied.  

 

ACTION REQUESTED 

The Technical Committee is requested to NOTE the issues outlined in the 

memorandum.   


