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BACKGROUND TO THE PROJECT  

1. The Board has approved the application of International Financial Reporting Standards 

(IFRS Standards) issued by the International Accounting Standards Board (IASB) for 

public entities that meet the criteria outlined in the Directive on The Selection of an 

Appropriate Reporting Framework by Public Entities (Directive 12). As these entities 

operate in the public sector, they may undertake transactions that result in accounting 

issues for which no IFRS Standard exists. 

2. The International Accounting Standard on Accounting Policies, Changes in Accounting 

Estimates and Errors (IAS 8) sets out the principles to be applied by an entity when 

formulating an accounting policy in the absence of an IFRS Standard that specifically 

applies to a transaction, other event or condition. As public entities questioned when a 

Standard of GRAP can be considered in applying the principles in IAS 8, the Board 

agreed to develop guidance for public entities that apply IFRS Standards (hereafter 

referred to as IFRS entities) in accordance with Directive 12. The Board agreed that 

the guidance should be in the form of a Directive, and that the following should be 

addressed: 

(a) when, and in what circumstances an entity may consider a Standard of GRAP 

when formulating an accounting policy;  

(b) whether a Standard of GRAP should be adopted as part of the Reporting 

Framework, or whether the Standard should only be considered in developing the 

accounting policy; and  

(c) whether a conflict exists between the Conceptual Framework for General Purpose 

Financial Reporting (hereafter referred to as the GRAP Conceptual Framework) 
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and the Conceptual Framework for Financial Reporting issued by the IASB 

(hereafter referred to as the IFRS Conceptual Framework).  

3. The project brief has been made available to Technical Committee members for 

background information. 

4. Two project group meetings were held on the 15 August 2018 to discuss the proposed 

Directive on the Use of Standards of GRAP by Entities That Apply IFRS® Standards 

and the accompanying Invitation to Comment (ITC). The minutes of these project 

group meetings are included as attachment 3(b) and 3(c). 

PURPOSE OF THIS MEMORANDUM  

5. The purpose of this memorandum is to: 

(a) highlight to the Technical Committee the concerns raised by the project group 

members on the development of the proposed guidance; and  

(b) to request input on the concerns raised in order to make recommendations to the 

Board on how the project should progress.   

ISSUES TO BE CONSIDERED ON HOW TO PROGRESS THE PROJECT  

6. Two project group meetings were held on 15 August 2018 to discuss the proposed 

Directive and accompanying ITC. The proposed pronouncements as discussed at the 

project group meetings are included as attachment 3(d) and 3(e) for the Committee’s 

information. 

7. The first project group consisted of preparers of public entities that apply IFRS 

Standards in accordance with Directive 12. These entities supported the development 

of guidance on the use of Standards of GRAP by IFRS entities, and recommended the 

proposed pronouncements to the Technical Committee for its consideration.   

8. The second project group comprised auditors from the Office of the Auditor-General, 

technical staff from the audit firms and other public sector consultants. These 

members raised a number of concerns with the development of the proposed Directive 

that requires the Technical Committee’s consideration. These concerns are discussed 

below.  

Appropriate body to issue the proposed guidance on the application of IAS 8 

9. Project group members questioned whether the Board is the appropriate body to 

develop guidance on formulating an accounting policy in the absence of an IFRS 

Standard. These members were of the view that, because guidance is provided on the 

application of an IFRS Standard, this may not be within the Board’s mandate. They 

suggested that guidance should be issued by another body such as the Financial 

Reporting Standards Council (FRSC) or the National Treasury.  

10. The FRSC is currently awaiting confirmation from the Minister of Trade and Industry on 

the appointment of its Board members. As a result, the Secretariat noted that it 

intended to engage with the FRSC during the consultation process after the proposed 

guidance was issued by the Board as an Exposure Draft. The project group members, 

however, recommended that an engagement should take place with the FRSC prior to 

the issue of any Exposure Draft by the Board.      
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MATTERS FOR DISCUSSION #1:  

The Technical Committee is requested to INDICATE: 

(a)  whether, in its view, the Board is the appropriate authority to issue guidance on 

the application of IAS 8 in so far as it relates to formulating an accounting policy 

in the absence of an IFRS Standard; and  

(b)  based on the recommendation to matter (a), whether an engagement should take 

place with the FRSC and/or National Treasury, or any other body, prior to the 

issue of an Exposure Draft by the Board.   

Scope of guidance to be provided in the proposed pronouncement 

11. Based on feedback from preparers, it was noted that some entities have considered 

Standards of GRAP when formulating an accounting policy, for example GRAP 103 

Heritage Assets or IGRAP 1 Applying the Probability Test on Initial Recognition of 

Revenue. Some preparers also noted that they have considered IPSASs, for example 

IPSAS 21 Impairment of Non-cash Generating Assets, when impairing grant funded 

assets. It was also noted that, in some instances, auditors that are familiar with the 

Standards of GRAP, encouraged entities to consider a specific Standard of  GRAP 

when formulating an accounting policy.    

12. At the project group meeting with the firms and other technical consultants, members 

questioned the scope of the guidance provided in the proposed pronouncement. 

Paragraph 2 of this memorandum explains the scope of the guidance to be developed 

as part of this project.  

13. From the examples provided by preparers on when they consider a Standard of 

GRAP, or a pronouncement of another standard-setting body, the firms and other 

technical consultants raised concerns about when these Standards are used. They 

noted that, in some instances, IFRS entities want to develop an accounting policy 

based on a Standard of GRAP or an IPSAS to achieve a specific outcome. They were 

of the view that entities should be formulating an accounting policy using an IFRS that 

deals with similar transaction or event, or use the IFRS Conceptual Framework. 

Applying a Standard of GRAP or an IPSAS to achieve a specific outcome where the 

IFRS answer is seen as unsatisfactory, should not be encouraged by the proposed 

guidance.  

14. Project group members recommended that guidance should rather be provided on 

when it is permissible for an IFRS entity to move away from formulating an accounting 

policy based on an IFRS Standard that deals with a similar transaction or event, or the 

IFRS Conceptual Framework. The project group members indicated that, in their view, 

it is highly unlikely that an IFRS entity will not be able to use  

(a)  an IFRS Standard dealing with a similar and related issue; or  

(b)  the definitions, recognition criteria and measurement concepts for assets, 

liabilities, income and expenses in the IFRS Conceptual Framework 

when formulating an accounting policy in the absence of an IFRS Standard that 

specifically applies to a transaction, other event or condition. For example, in 

accounting for living resources, the principles in IAS 16 Property, Plant and Equipment 
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may be appropriate to apply in accounting for these resources, as IAS 16 deals with a 

similar or related issue, i.e. assets controlled by the entity.   

15. If the Technical Committee is of the view that the Board is not the appropriate body to 

issue the proposed guidance on the application of IAS 8 based on its recommendation 

to matter number 1, it is evident from the project group discussions that there is an 

issue on when it is permissible for an IFRS entity to move away from an IFRS 

Standard or the IFRS Conceptual Framework in formulating an accounting policy. The 

Secretariat is of the view that this matter requires further investigation to identify the 

pervasiveness of the issue, as well as whether it is the auditors or preparers promoting 

the use of other Standards. Depending on the outcome, an appropriate resolution will 

need to be found, for example, through a communication to preparers and auditors.   

MATTERS FOR DISCUSSION #2:  

Based on its recommendation to matter #1, the Technical Committee is requested to 

INDICATE whether it agrees with: 

(a) the recommendation from the project group that the scope of the 

pronouncement should be modified to explain when it is permissible for an IFRS 

entity to move away from the IFRS Standards or the IFRS Conceptual 

Framework when formulating an accounting policy; and  

(b) the Secretariat’s view that further investigation is required on the pervasiveness 

of when it is permissible for an IFRS entity to move away from an IFRS Standard 

or the IFRS Conceptual Framework. 

Appropriate mechanism to provide guidance on the use of Standards of GRAP by IFRS 

entities 

16. At the project group meeting with the firms and other technical consultants, members 

questioned whether a Directive is the most appropriate mechanism to issue guidance 

on the application of an IFRS Standard. The project group members noted that 

Directives are included in the definition of the Standards of GRAP, but IFRS Standards 

are not defined in the same way.  

17. Members noted that Directives are secondary legislation, and therefore IFRS entities 

will need to comply with any Directive issued by the ASB. As a result, issuing 

Directives to IFRS entities, establish an “IFRS plus” framework. The project group 

members questioned the audit implications of an “IFRS plus” framework, and the 

impact where IFRS entities apply, or elect to not apply, the proposed pronouncement 

when preparing their financial statements.  

18. When the Board considered the project brief, it agreed that the nature of the 

pronouncement to be developed should be a Directive as (a) guidance cannot be 

provided in the form of a Standard of GRAP, a Guideline or an Interpretation of a 

Standard of GRAP as guidance is provided to IFRS entities and not entities that apply 

Standards of GRAP; and (b) IFRS entities would not apply the Frequently Asked 

Questions (FAQs) issued by the Secretariat as these FAQs address matters related to 

the Standards of GRAP. 
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MATTERS FOR DISCUSSION #3:  

Based on its recommendation to matter #1, the Technical Committee is requested to 

INDICATE whether it continues to support the development of a Directive as the 

appropriate mechanism to provide guidance on the use of Standards of GRAP by 

IFRS entities, or propose an alternative. 

Other matters noted during project group discussions  

19. At the project group meeting with the firms and other technical consultants, it was 

discussed whether a conflict exists between the GRAP Conceptual Framework and the 

IFRS Conceptual Framework (hereafter referred to as the conceptual frameworks). 

20. In accordance with IAS 8.11, an entity may consider the most recent pronouncements 

of other standard-setting bodies that use a similar conceptual framework to develop 

accounting standards, other accounting literature and accepted industry practices, 

when formulating an accounting policy. However, these sources of information can 

only be considered to the extent that they do not conflict with the (a) requirements in 

IFRS Standards dealing with a similar and related issue; and (b) the definitions, 

recognition criteria and measurement concepts for assets, liabilities, income and 

expenses in the IFRS Conceptual Framework. 

21. In considering whether a conflict exists, the proposed Directive highlighted some 

differences between the two conceptual frameworks (see BC8 of the proposed 

Directive as included in attachment 3(d)). The proposed Directive concluded that these 

differences are unlikely to result in a conflict between the two conceptual frameworks, 

but that an entity should make its own assessment on whether such a conflict exists, 

exercising judgement based on its specific circumstances. 

22. Some project group members were of the view that the concept of service potential is 

a significant difference between the public and private sector. These members noted 

that, if the concept of service potential is applied by entities that operate in the private 

sector, it may result in the recognition of additional and/or different assets and 

liabilities. As a result of the differences in the definition and recognition criteria, the 

project group members concluded that there is a conflict between the two conceptual 

frameworks.  

MATTERS FOR DISCUSSION #4: 

The Technical Committee is requested to INDICATE whether they agree with the 

project group’s view that there is a conflict between the GRAP Conceptual Framework 

and the IFRS Conceptual Framework.  


