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1. BACKGROUND AND PURPOSE  

1. The Board approved proposed amendments to GRAP 104 on Financial Instruments in 

May 2018. These were issued as ED 167, with a comment deadline of 7 December 

2018.  

2. Respondents submitted written comment letters, and also provided feedback on the 

Board’s proposals at a number of sessions held with affected stakeholders. The 

summary and analysis of the written and verbal comments received is included as 

attachments 5(d) and (e).  

3. The next step in the process is to analyse the feedback received and propose changes 

to ED 167 to the Technical Committee and Board. This memorandum outlines the key 

comments raised by respondents and how the Secretariat proposes to address them. 

A marked-up version of ED 167, which includes the Secretariat’s proposed changes, is 

included as attachment 5(f)(i) to (vi).  

4. Two project group meetings were held in February (one with preparers and one with 

the technical specialists) to discuss the analysis of the comments and the Secretariat’s 

proposed actions. The minutes of these meetings are included as attachments 5(b) 

and (c). The project group members generally supported the Secretariat’s proposed 

actions, except in those instances where alternative or additional suggestions were 

made.  

DUE PROCESS 

5. A limited number of comment letters were received from stakeholders – from SARS, 

the City of Cape Town, and the Free State Department of Treasury (with input from a 

number of departments and public entities in the province).  

6. The Secretariat, sometimes with the assistance of partners such as SAICA, facilitated 

a number of discussions with stakeholders. A list of the engagements is included in 
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attachment 5(e). Some of the discussions (particularly the webcasts) were aimed at 

raising awareness of the changes rather than receiving direct feedback.  

7. Based on the project brief, both specific stakeholders and preparers across the sector 

needed to be consulted on the changes. The consultations undertaken by the 

Secretariat are outlined below.   

• Public entities – Two roundtable discussions were held specifically with public 

entities that undertake more complex financial instrument transactions (e.g. UIF, 

Compensation Fund, National Empowerment Fund, Technology Innovation 

Agency, Gauteng Partnership Fund), as well as the public entities that have 

indicated that they are migrating from Statements of GAAP or IFRS to GRAP 

(e.g. Armscor, Mintek, some water boards, and PRASA). Some of the 

representatives of these entities also attended other engagements).  

• Municipalities – A comment letter was received from the Treasury department at 

the City of Cape Town, and municipalities attended the PSAF meetings and 

SAICA webcasts. A separate engagement was held with the Municipal 

Accounting Working Committee in the Western Cape with the municipalities in 

the province. Municipalities with whom the Secretariat regularly engages were 

invited to attend a roundtable discussion for preparers in early December, but 

none attended.  

• Provincial Accountants-General (PAGs) - A letter was written to the PAGs raising 

awareness of the changes and the potential impact.  

• National Treasury - In meetings with the National Treasury, awareness of the 

proposed revisions was raised with the MFMA unit as well the Intergovernmental 

Relations Unit. The Secretariat engaged with the Assets and Liabilities 

Management Unit twice during the development of the proposed revisions GRAP 

104.  

• JSE - As the regulator of reporting requirements for debt issuers on the 

exchange, they were informed of the potential changes. They indicated that it is 

not practice to provide comments on the Standards.  

• Technical specialists - A separate roundtable discussion was held with the 

technical specialists at the firms and professional bodies (some representatives 

may have attended some of the other engagements).  

• The Banking Association (BASA) – BASA was not directly consulted as limited 

feedback has been received from them in the recent past on Exposure Drafts. As 

ED 167 proposed alignment with IFRS 9, the level of comment anticipated was 

low.  

8. To increase the level of engagement by preparers, the Secretariat prepared “Fact 

Sheets” outlining the proposed accounting for common public sector financial 

instruments, e.g. receivables, payables, investments, concessionary loans, financial 

guarantees and loan commitments (which can be accessed by following this link: 

http://asb.co.za/Pages/ED-167.asp). A comprehensive presentation was also 

prepared outlining the basic concepts, the changes to GRAP 104, and the potential 

implications. While some respondents found these materials helpful, the level was still 

too advanced for others. 

http://asb.co.za/Pages/ED-167.asp
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9. In general, the Secretariat is disappointed with the level of engagement. While good 

feedback was received from some entities (public entities and firms), minimal input 

was received from municipalities. A key factor affecting the level of engagement is 

preparers’ lack of willingness to engage with the topic. When presenting concepts on 

the definition, scope, mechanics of amortised cost and the effective interest method, it 

became clear that there is a lack of understanding of basic financial instrument 

principles. Some project group members indicated that it is often difficult to match the 

theory with the practical implications. Another factor that may have impacted on the 

level of comments was that there were three other Board projects which required 

feedback from stakeholders at the same time, i.e. landfill sites, materiality and the 

GRAP for small entities.  

10. The Secretariat is of the view that sufficient opportunity was created to (a) understand 

the Standard and the changes, and (b) comment on the proposed changes. Although 

the number of participants from municipalities was low, this could be mitigated by the 

following:  

(a) The impact of GRAP 104 on some municipalities could be minimal as they may 

only have receivables, payables, bank accounts, investments and loans.  

(i) Any comments from municipalities would likely focus on implementation 

issues rather than disagreeing with the principles of the Standard. The most 

significant implementation issues would be on the impairment model for 

financial assets. Suggestions have been made by other respondents where 

specific guidance may be needed from the National Treasury to deal with the 

changes.  

(ii) The Secretariat will make the Fact Sheets available once GRAP 104 is 

finalised which could assist with understanding the effects on specific 

transactions.  

(b) The transitional provisions and proposed effective date will be issued for comment 

in a separate Exposure Draft in July 2019. There will be another opportunity to 

raise any implementation issues at that stage.  

ACTION REQUESTED #1 

The Technical Committee is requested to INDICATE if it agrees that sufficient 

opportunities were created/ provided to comment on ED 167.  

GENERAL OBSERVATIONS  

11. As noted above, there is a need for education on basic concepts related to financial 

instruments. While the Secretariat can provide theoretical guidance in the Feedback 

Statement and/or Fact Sheets, more comprehensive discussions and illustrative 

examples, etc. are needed. The OAG has a GRAP Guide on GRAP 104 which will 

need to be updated. Project group members indicated that the Guide will need to be 

revisited so that it provides guidance on ‘the basics’ related to financial instruments. 

Any other observations from the consultation process on ED 167 will be shared with 

them so that they can address the issues raised in their GRAP Guide or elsewhere.  

12. The general feedback received on the proposed revisions was positive. Issues raised 

by respondents related mainly to practical application issues rather than 
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disagreements with any principles. The application issues (depending on their 

nature) can be addressed through the transitional provisions, effective date, Fact 

Sheets, FAQs, or requesting the OAG to include specific matters in their GRAP 

Guide (or elsewhere). As a result, there are minimal changes proposed to ED 167.  

13. From the discussions with stakeholders, there seems to be a lack of understanding of 

the transactions that (a) meet the definition of a financial instrument (i.e. contractual 

and settled in cash or another financial instrument), and (b) if the transaction is a 

financial instrument, whether it is in the scope of GRAP 104. Some of the 

transactions where areas of difficulty were noted include prepayments/advances, 

deposits, transactions settled by seizing assets, transactions with an option to settle 

in cash or goods/services, VAT, debtors with credit balances, amounts due to 

employees. The Secretariat will prepare a separate Fact Sheet explaining (a) how 

the definition should be applied, and (b) the specific scope inclusions and exclusions.  

14. The remainder of the memorandum outlines the most significant feedback received 

by respondents for each chapter of ED 167 along with the Secretariat’s proposed 

actions.  

ACTION REQUESTED #2 

The Technical Committee is requested to NOTE the general observations and 

INDICATE if it agrees with the proposed actions.  

COMMENTS ON ED 167 

Scope  

Financial guarantee contracts and loan commitments 

15. Respondents generally supported the changes to the scope, in particular the 

inclusion of financial guarantee contracts and loan commitments in GRAP 104. 

Respondents raised issues about letters of support and whether they are financial 

guarantee contracts, as well as whether the subordination of loans is a form of 

financial guarantee. Most of the arrangements mentioned by respondents related to 

group entities where the parent makes specific promises to the subsidiary regarding 

its financial position.  

16. There seemed to be a general misunderstanding regarding the application of the 

definition of a financial guarantee – in particular that the guarantor must guarantee a 

specific debt instrument between a borrower and a lender. General ‘promises’ to pay 

for financial shortfalls, certain operational expenditure, or generally ensure the 

financial viability of an entity, are not financial guarantee contracts. The Secretariat 

has added guidance in paragraph AG1.6 to explain the key components of a financial 

guarantee contract as well as provide explanatory commentary on letters of support. 

The basis for conclusions (paragraphs BC27 and BC28) was also updated. Apart 

from the specific changes to ED 167, the Secretariat will need to update the Fact 

Sheet on financial guarantees issued by an entity to explain the key issues discussed 

during the consultation process.  

17. Subordinated loans are not financial guarantee contracts as they do not meet the 

definition. Entities that subordinate loans would need to assess whether they are in 

fact still loans (rather than a residual interest), and if yes, consider whether they 
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should be measured at fair value or amortised cost. Subordination agreements also 

affect the calculation of expected credit losses. These issues are already dealt with in 

the application guidance, and no further action is proposed.  

Hedge accounting 

18. Respondents supported the position reached by the Board that there is no need for 

hedge accounting requirements in GRAP 104. Respondents from entities that do 

enter into derivatives and similar transactions indicated that they often do so for short 

term needs to manage specific risks and cash flows. As the types of instruments that 

could be hedged items are generally long-term in nature, gains and losses are offset 

over time and there is limited concern about volatility in the statement of financial 

performance in any particular reporting period.  

19. Questions were raised about whether economic hedging can continue in the absence 

of requirements for hedge accounting. Subject to the legal limits within which entities 

operate, economic hedging may continue as this is an operational decision that is 

separate from accounting. A discussion has been added to the basis for conclusions 

explaining this position (see paragraph BC34).  

ACTION REQUESTED #3 

The Technical Committee is requested to DISCUSS the comments received on the 

scope of ED 167 and INDICATE if it agrees with the proposed actions. 

Recognition 

20. While there were no specific changes proposed to the recognition of financial 

instruments, the following comments were noted by respondents (none of which the 

Secretariat deems require specific action except discussion in the Feedback 

Statement):  

• There was support for only using trade date accounting.  

• Questions were raised about whether grants received by entities should be 

assessed to consider if they are revenue transactions or contributions from 

owners. While there are linkages between this question and the classification of 

transactions in GRAP 104, it relates more directly to the requirements of GRAP 

23 on Revenue from Non-exchange Transactions (Taxes and Transfers). 

Guidance is provided in GRAP 23 on the identification of transactions as 

revenue, contributions from owners, or both.  

• Concerns were raised about whether the guidance on day 1 discounting and 

the separation between interest and revenue is consistent with IGRAP 1 on 

Applying the Probability Test on Initial Recognition. The guidance on day 1 

discounting indicates that all revenue should be recognised, but that the full 

transaction amount should be separated between revenue and interest. As a 

result, the Secretariat does not believe there is any conflict.  

ACTION REQUESTED #4 

The Technical Committee is requested to DISCUSS the comments received on the 

recognition requirements of ED 167 and INDICATE if it agrees with the proposed 

actions. 
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Classification of financial instruments  

General 

21. There was general support for the classification principles proposed in GRAP 104. 

Some general questions were raised about when instruments would fail the SPPI test 

(e.g. variable rate loans), and the level at which the management model is applied 

(e.g. investments with fund managers). This is an area where more guidance may be 

needed in the GRAP Guide issued by the OAG.  

22. Specific questions were asked about the classification of bank accounts and 

bursaries (an entity provides a bursary to an employee, which is required to be repaid 

if the employee is unsuccessful in his/her studies). The Secretariat proposes 

developing a separate Fact Sheet for bank accounts as this seems to be an area of 

potential divergence in practice, particularly that bank accounts are often repayable 

on demand and therefore meet the management model to collect contractual cash 

flows. The bursary scenario will be discussed in the Fact Sheet on the application of 

the definition of a financial instrument and GRAP 104 as the transaction is unlikely to 

be a financial instrument until the outcome of the employee’s studies has been 

confirmed.  

Classification of concessionary loans 

23. Some concessionary loans may fail the SPPI test, particularly if they have contingent 

repayment features. This means that they will need to be measured at fair value 

rather than at amortised cost (which was the most likely classification under the 

previous requirements in GRAP 104).  

24. Some respondents did not believe that measuring any concessionary loans at fair 

value is appropriate as the entities that provide these loans (and the users of their 

financial statements), do not manage the market risk on these loans, and are usually 

only interested in the amount lent and repayments. They therefore did not believe 

that including the exposure to market risk in the valuation of the loan on an ongoing 

basis was appropriate. Other respondents were of the view that measurement at fair 

value faithfully represents the economic substance of the loan. They also noted that 

applying the expected credit loss model to concessionary loans, particularly those 

with contingent repayment features, may be onerous. Concerns were also expressed 

about making rules for specific transactions, and the ability of the Board to 

adequately define concessionary loans such that there is no accounting arbitrage. 

25. The Secretariat acknowledges that the entities that provide concessionary loans are 

more likely to be interested in what amount is considered a loan and what has been 

repaid. This information is disclosed in the notes to the financial statements for both 

concessionary loans measured at fair value and amortised cost. The application of 

the expected credit loss model will be more onerous than fair value given the specific 

principles on when changes in credit risk arise, determining when default occurs, and 

determining probability weighted cash flows based on past, present and future 

scenarios. From a standard-setting perspective, it is also undesirable to make rules 

for specific transactions. The Secretariat does not propose making any changes to 
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the classification principles, but to explain in the basis for conclusions why no change 

was made (see paragraphs BC54 to BC56).  

26. Some respondents raised issues about the classification of non-recourse loans. 

Guidance is already provided in paragraphs AG4.35 and AG4.36. Judgement will 

need to be applied based on the facts and circumstances of the arrangement to 

assess whether the SPPI test is met.  

Retention of the ‘cost’ category for investments in residual interests 

27. Most respondents supported the retention of the requirements in GRAP 104 

regarding the measurement of investments in residual interests where fair value 

cannot be reliably measured. They noted that, because the investments are most 

often unquoted and there is limited information about cash flows, it is difficult to 

determine fair value. Some respondents were concerned that the practical expedient 

may be abused by entities, and that entities may not try to determine fair value and 

automatically revert to cost. They suggested that cost should only be permitted when 

the investment was made to generate “service potential”, and that there should be 

disclosure in the notes to the financial statements explaining why fair value could not 

be determined reliably.  

28. Limiting the use of cost to investments that generate service potential may be 

inappropriate, particularly because it may be difficult to decide if an investment is 

made solely for service potential as this may change over time. It may also be difficult 

to determine the fair value for investments that generate cash flows, particularly if the 

range within which inputs to a valuation technique may lie is wide. The Secretariat 

proposes retaining the requirements in ED 167, but to include a disclosure 

requirement indicating why fair value could not be determined (see paragraph 8.11), 

and explaining the consideration of the issue in the basis for conclusions (see 

paragraph BC50 to BC52). 

29. Respondents also noted that they often use external parties to value unquoted equity 

instruments, and these valuers use a range of techniques. The acceptability of these 

techniques was questioned. The Secretariat added Example 26 to 29 in Appendix C 

illustrating the most common techniques used to value unquoted equity instruments. 

This guidance is drawn from IPSAS 41 on Financial Instruments (which was drawn 

from educational material published by the IASB on IFRS 13 Fair Value 

Measurement).  

ACTION REQUESTED #5 

The Technical Committee is requested to DISCUSS the comments received on the 

classification requirements of ED 167 and INDICATE if it agrees with the proposed 

actions.  

Measurement 

30. The main changes to the measurement requirements of GRAP 104 related to the 

introduction of the expected credit loss model, and the potential implications for 

determining amortised cost. While there were no specific objections raised to the 

principles, questions were raised about the practical application. Some of the 

questions raised or observations noted are as follows (some of which do not require 

any specific action):  
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(a) There is a high degree of judgement involved in determining amortised cost and 

expected credit losses.  

(b) Guidance should be provided to municipalities and public entities on how to 

determine a credit loss matrix for receivables – this suggestion will be made to 

the OAG.   

(c) The difference between 12 month and lifetime expected credit losses – this is 

explained in the application guidance, but this will also be explained in the Fact 

Sheets so that it is more visible.  

(d) The legal limitations on the write-off of debt in the public sector – this is already 

acknowledged and explained in paragraph AG5.58 to AG5.59.  

(e) National Treasury should publish standard rates for certain forecast economic 

conditions, e.g. interest rates, unemployment data etc. This would enhance 

comparability of entities’ determination of expected credit losses, and also 

minimise the need to use consultants – the suggestion will be made to the OAG.  

(f) The classification of interest revenue on credit impaired instruments that are no 

longer credit impaired – this has been an emerging issue in practice locally 

among banks but would also affect entities that provide loans. When a financial 

asset is credit impaired, interest is calculated on the net basis. When the 

instrument is no longer credit impaired, interest would be calculated on the gross 

basis. Questions were raised about how to classify the difference between the 

gross and net amount of interest while the instrument was credit impaired when 

the instrument ‘cures’. The IFRIC’s tentative agenda decision in November 2018 

is that this is an impairment gain rather than interest revenue. The decision has 

been published for comment. As entities are unlikely to be aware of this issue, 

the Secretariat proposes issuing an FAQ explaining the treatment.  

(g) Some entities have not applied the existing requirements in GRAP 104 on 

concessionary loans. Either the transaction has been treated as a transfer of 

resources, or the non-market elements have not been reflected as a subsidy. 

This is a lack of awareness of the requirements of GRAP 104. Fact Sheets have 

been developed for both concessionary loans received and issued explaining 

the treatment both initially and subsequently.  

(h) Entities incorrectly apply day 1 discounting (i.e. to assess whether the initial 

recognition of a revenue or expense transaction should be separated between 

revenue/expense/interest). Entities often take the year-end balance of 

receivables and payables and calculate interest and adjust revenue and 

expenses accordingly. An FAQ could be developed by the Secretariat explaining 

the correct application (as well as explaining this issue in the Fact Sheets).  

(i) Guidance is needed on whether valuations of traded instruments should include 

or exclude dividends and interest coupons. The OAG will be asked to provide 

guidance on this issue as it is a practical application issue.  

(j) Through other projects, it has become clear that entities are uncertain when to 

apply fair value and amortised cost. There seems to be a misconception that all 

instruments should be measured at fair value. This will be addressed in the 
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feedback statement, and a more general FAQ issued on the requirements in the 

Standards of GRAP to measure assets and liabilities at fair value.  

Concessionary investments 

31. In determining whether a concessionary investment includes both an investment and 

a non-exchange element, ED 167 focused on whether the terms and conditions of 

the arrangement separately identified a non-exchange component. Respondents 

indicated that, while the arrangement should be considered, substance over form 

should be applied. Paragraph AG5.26 has been modified and paragraph BC75 

added to the basis for conclusions to make this clear. 

Practicality of implementing the changes to amortised cost and the impairment model 

32. During the project group discussions with the preparers, preparers from 

municipalities raised concerns about implementing the new principles for determining 

expected credit losses, as well as the revised bases for calculating interest revenue. 

Project group members observed that:  

(a) The current impairment calculations are based on a relatively simple credit 

provisioning matrix based on payment histories for each service provided by the 

municipality. The current matrixes may not even stratify debtors into 

geographical locations, industries, or other risk factors. Implementing the 

changes required to consider past, current and forecast data would be onerous.  

(b) The change in always charging revenue on a gross basis for all debtors, to 

charging revenue on a net basis for those debtors that are credit impaired, will 

need to be done outside the sub-ledger and general ledger system (e.g. Excel). 

Given the volume of debtors/groups of debtors, it will be difficult to identify which 

debtors are impaired, and then to calculate interest differently on a large volume 

of debtors accounts is likely to lead to an increased risk of error. Entities will also 

need to keep track of whether a debtor’s credit impaired status reverses so as to 

ensure the correct treatment of interest (as noted in (f) above).  

33. These project group members questioned whether the information gained, 

particularly by presenting interest revenue on different debtors on a gross and a net 

basis, warranted the cost and effort.  

34. From a conceptual perspective: 

• The current approach to the matrix used by municipalities is unlikely to satisfy 

even the current requirements of GRAP 104 as the “groupings” of assets seem 

to not focus on the risk characteristics of the debtors. It is clear that 

enhancements are needed in this area, and ED 167 provides a sound basis for 

those enhancements.   

• The different bases used for calculating interest means that interest revenue is 

not recognised for debtors (or other financial assets), where collectability is 

already in doubt. The Secretariat is however aware of the practical challenges 

entities may face to undertake this exercise.  

35. As possible options to resolve these issues, the Board could: 

(a) Change the principles for interest recognition in ED 167 for receivables such that 

all interest is calculated on the gross basis. This would be a departure from both 
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the IPSAS and IFRS equivalents, and impose rules for specific transactions. It 

may however help entities to focus on improving the actual impairment models 

as an initial step. The position regarding the recognition of interest could be 

changed back to the IFRS and IPSAS requirements at a later date.  

(b) Allow entities more time to adopt the revisions to GRAP 104. It may also be 

appropriate to ask municipalities to “pilot” some of the requirements while the 

transitional provisions are being discussed/available for comment to understand 

the practical issues that may exist.  

ACTION REQUESTED #6 

The Technical Committee is requested to: 

(a) DISCUSS the comments received on the measurement requirements of ED 167 

and INDICATE if it agrees with the proposed actions (paragraphs 30 and 31); and  

(b) DEBATE the proposed options related to practical implementation challenges for 

receivables (paragraphs 32 to 35).  

Derecognition  

36. The derecognition requirements of GRAP 104 remained unchanged. No issues were 

raised by respondents about the derecognition requirements.  

Presentation and disclosure 

37. Respondents supported the presentation and disclosure requirements, except for the 

disclosure of the nominal values of the components of credit impaired concessionary 

loans. Respondents indicated that these disclosures are onerous, and that the 

availability of the information would depend on the valuation methodology applied. 

The Secretariat proposes deleting paragraph 8.27 and the illustrative disclosures in 

Example 23 in Appendix C.  

38. Respondents were also asked to specifically comment on whether the disclosure 

requirement that the Board added in the initial development of GRAP 104 on the 

sufficiency of collateral held should be retained. Respondents expressed mixed 

views, but one respondent in particular questioned why this information would be 

needed as some loans have no collateral. The Secretariat notes that the holding of 

collateral is likely to be an operational decision and will affect the pricing and 

measurement of the instrument. The disclosure of the existence of the collateral is 

sufficient for users’ needs. As a result, the Secretariat proposes deleting this 

requirement from paragraph 8.23.  

39. Some respondents noted the new explanations included on the legal right of set off. 

While they agreed that the guidance was useful, they questioned whether set-off 

could ever occur in the local environment given current liquidation and insolvency 

laws. The current guidance acknowledges that set-off will need to be determined 

based on prevailing laws. While set-off may be rare, the Secretariat believes that the 

guidance is useful to preparers. Project group members suggested explaining in the 

basis for conclusions (paragraph BC100.)  

40. A respondent indicated that the Board should provide guidance on whether gains and 

losses on instruments are presented on a net basis. The requirements of ED 167 are 
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clear regarding the net presentation of gains and losses, but that there should be 

separate disclosure per category of financial instrument.  

41. A respondent indicated that it is difficult to separate contractual receivables from 

either their exchange or non-exchange classifications in the notes. The IPSASB is 

considering the distinction between exchange and non-exchange transactions as part 

of its project on revenue. The Secretariat will monitor developments on the project as 

concerns have been raised internationally about the relevance of the distinction to 

users of the financial statements.  

42. Project group members discussed the proposed consequential amendments to 

GRAP 1 Presentation of Financial Statements in Appendix B (attachment 5(f)(iii)). 

The amendment to paragraph .96(a) requires an entity to indicate the amount of 

interest revenue recognised using the effective interest method. Members questioned 

whether this disclosure is needed. They also noted that there are two potential 

methods of calculating interest in the public sector, i.e. effective interest method for 

financial instruments and a ‘nominal’ interest method for statutory receivables. There 

were two views expressed by the members:  

• View #1 – The disclosure is not needed as it is unlikely important for users to 

know how interest revenue is calculated, but rather that interest revenue has 

been earned. Those who supported this view proposed deleting the reference to 

the effective interest method.  

• View #2 – The disclosure helps users to understand how revenue is calculated, 

and whether the rights to interest are based on contractual or other 

arrangements. These members suggested including interest recognised using 

both an effective interest or another method.  

43. The Secretariat supports view 1. Users should be able to find information about how 

interest is calculated in the accounting policies. It is unlikely to be important to know 

the quantum of revenue calculated using each basis.  

ACTION REQUESTED #7 

The Technical Committee is requested to: 

(a) DISCUSS the comments received on the presentation and disclosure 

requirements of ED 167 (paragraph 37 to 41); and 

(b) DEBATE the two views regarding the presentation of interest (paragraph 42 and 

43).  

Other issues 

44. Respondents raised a few issues regarding the first time adoption and 

implementation of the Standard. These are as follows:  

(a) There should be transitional provisions for the potential reclassifications from fair 

value to amortised cost or vice versa when the Standard is first adopted.  

(b) Given the judgement required to determine expected credit losses, the 

impairment requirements should be applied prospectively on initial adoption.  

(c) Some public entities that have large investment portfolios indicated that there 

are likely to be many adjustments that will need to be made outside the system, 



12 

in particular, the effect of using an effective interest rate and a credit adjusted 

effective interest rate.   

45. The Secretariat will take these into consideration when developing the transitional 

provisions and proposing an effective date (see the discussion on the next steps 

below).  

ACTION REQUESTED #8 

The Technical Committee is requested to NOTE the other issues raised by 

respondents.  

COMPARISON WITH IPSAS 41 ON FINANCIAL INSTRUMENTS 

46. The IPSASB issued IPSAS 41 in August 2018, with an effective date of 1 January 

2022. IPSAS 41 is based on IFRS 9, with guidance included on public sector specific 

transactions. Given the timing of commencing the revisions to GRAP 104 and the 

IPSASB finalising IPSAS 41, the revision of GRAP 104 is not a ‘convergence’ with 

IPSAS 41. It was however agreed that the Secretariat should review IPSAS 41 once 

finalised and identify whether the proposals in ED 167 and IPSAS 41 are aligned, 

particularly for concessionary loans, loan commitments and receivables.  

47. IPSAS 41 and ED 167: 

• Outline similar requirements for concessionary loans, including credit impaired 

concessionary loans.  

• ED 167 provides additional requirements for loan commitments to provide 

concessionary loans where there is no fair value available on initial recognition.  

• For receivables, the IPSASB decided to exclude receivables from the 

requirements for credit impaired financial assets. This is consistent with the 

position reached by the Board in ED 167.  

• The identification of the components of concessionary investments are now 

aligned and focus both on substance over form.  

48. The IPSASB has some additional examples that are not included in Appendix D of 

ED 167. These mainly relate to the classification of concessionary loans. Similar 

guidance is however included in the Fact Sheets issued by the Secretariat. The 

Secretariat believes this information is better placed in the Fact Sheet dealing with 

the specific transaction, rather than being placed with a range of other issues. Some 

of the additional examples, for example those on determining the fair value of 

unquoted equity instruments, have been included in Appendix C.  

49. Any remaining differences between IPSAS 41 and ED 167 relate to the Board’s 

simplification of certain issues (e.g. elimination of transactions settled in an entity’s 

own equity instruments, elimination of settlement date accounting, no recognition of 

gains and losses in net assets, simplified derecognition requirements, and some 

disclosures are merely encouraged rather than required). 

ACTION REQUESTED #9 

The Technical Committee is requested to NOTE the comparison with IPSAS 41.  
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OTHER CONSIDERATIONS 

50. In considering whether to finally approve a pronouncement, the Board needs to 

consider whether re-exposure is necessary. Re-exposure is required if substantial 

changes are made to the Exposure Draft. As the changes made clarify certain 

aspects of the Exposure Draft rather than change or modify their principles 

(depending on, for example, the outcome of the discussion on concessionary loans), 

the Secretariat does not believe re-exposure is necessary.  

51. The policy on assessing re-exposure of pronouncements does however require the 

Board to consider whether any changes have been made to the underlying IFRS or 

IPSAS on which a Standard is based since publishing the Exposure Draft.  

52. The IASB issued amendments to IFRS 9 and IAS 28 on Investments in Associates 

and Joint Ventures (the IPSASB approved equivalent changes to IPSAS 41 and 

IPSAS 36 in December 2018). The amendments relate to whether instruments with 

negative compensation features meet the SPPI test, and whether IFRS 9 or IAS 36 

should be applied in assessing investments in associates for impairment. The 

changes clarify, rather than amend any principles in IFRS 9 and IAS 28. As a result, 

the Secretariat proposes including these amendments in the final version of GRAP 

104.  

53. These amendments would not have been subject to the consultation on ED 167. The 

criteria for re-exposure focus on whether a significant change has been made to the 

proposed pronouncement. These changes are not deemed substantial, and therefore 

the Secretariat does not believe re-exposure is necessary.  

54. If the proposal to include the amendments in GRAP 104 is supported, the effect 

would be as follows:  

Update to Appendix A – Application guidance 

Amend existing paragraphs 

AG4.29 The following are examples of contractual terms that result in 

contractual cash flows that are solely payments of principal and 

interest on the principal amount outstanding: 

(a) a variable interest rate that consists of consideration for the time 

value of money, the credit risk associated with the principal 

amount outstanding during a particular period of time (the 

consideration for credit risk may be determined at initial 

recognition only, and so may be fixed) and other basic lending 

risks and costs, as well as a profit margin; 

(b) a contractual term that permits the issuer (i.e. the debtor) to 

prepay a debt instrument or permits the holder (i.e. the creditor) to 

put a debt instrument back to the issuer before maturity and the 

prepayment amount substantially represents unpaid amounts of 

principal and interest on the principal amount outstanding, which 

may include reasonable additional compensation for the early 

termination of the contract; and 
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(c) a contractual term that permits the issuer or the holder to extend 

the contractual term of a debt instrument (i.e. an extension option) 

and the terms of the extension option result in contractual cash 

flows during the extension period that are solely payments of 

principal and interest on the principal amount outstanding, which 

may include reasonable additional compensation for the extension 

of the contract. 

AG4.30 Despite paragraph AG4.28, a financial asset that would otherwise 

meet the condition in paragraph 4.2(b) but does not do so only as a 

result of a contractual term that permits (or requires) the issuer to 

prepay a debt instrument or permits (or requires) the holder to put a 

debt instrument back to the issuer before maturity is eligible to be 

measured at amortised cost (subject to meeting the condition in 

paragraph 4.2(a) if: 

(a) the entity acquires or originates the financial asset at a premium or 

discount to the contractual par amount; 

(b) the prepayment amount substantially represents the contractual 

par amount and accrued (but unpaid) contractual interest, which 

may include reasonable additional compensation for the early 

termination of the contract; and 

(c) when the entity initially recognises the financial asset, the fair 

value of the prepayment feature is insignificant. 

Add new paragraph after AG4.30 

AG[NEW} For the purpose of applying paragraphs AG4.29(b) and AG4.30(b), 

irrespective of the event or circumstance that causes the early 

termination of the contract, a party may pay or receive reasonable 

compensation for that early termination. For example, a party may pay 

or receive reasonable compensation when it chooses to terminate the 

contract early (or otherwise causes the early termination to occur).  

Update to Appendix B – Consequential amendments 

 Insert amendments to GRAP 36 Investments in Associates and Joint Ventures 

 Insert the following paragraph after GRAP 36.18 

 Equity method 

.18A An entity also applies GRAP 104 to other financial instruments in an 

associate or joint venture to which the equity method is not applied These 

include long-term interests that, in substance, form part of the entity’s net 

investment in an associate or joint venture (see paragraph .39). An entity 

applies GRAP 104 to such long-term interests before it applies paragraph .39 

and paragraphs .41 to .46    

 Delete paragraph .42 

 Application of the equity method 

.42 [Delete] 

http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-5.html&scrollTo=F32571521
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-3.html&scrollTo=F32569887
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570588
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-3.html&scrollTo=F32569887
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The entity also applies GRAP 104 to determine whether any additional 

impairment loss is recognised with respect to its interest in the associate or 

joint venture that does not constitute part of the net investment and the 

amount of that impairment loss. 

 Insert the following paragraphs   

Effective date and transition 

 … 

 Entities already applying Standards of GRAP 

.49A Paragraph .18A was inserted and paragraph .42 deleted as a result of 

the revision of GRAP 104 Financial Instruments issued in Month Year. 

These amendments are effective for annual financial statements 

covering periods beginning on or after Day Month Year. An entity shall 

apply these amendments retrospectively. The entity is not required to 

restate prior periods to reflect the application of the amendments. The 

entity may restate prior periods only if it is possible without the use of 

hindsight.  

.49B If an entity does not restate prior periods, at the date of initial 

application of the amendments it shall recognise in the opening 

accumulated surplus or deficit any difference between:  

(a) the previous carrying amount of long-term interests described in 

paragraph .18A at that date; and  

(b) the carrying amount of those long-term interests at that date. 

ACTION REQUESTED #10 

The Technical Committee is requested to INDICATE if it AGREES that:  

(a) No substantial changes were made to ED 167 that would require re-exposure.  

(b) The changes outlined above should be included in GRAP 104 when it is finalised, 

and that the changes do not require re-exposure as they are not substantial.  

NEXT STEPS 

55. If the proposed amendments to GRAP 104 are approved in March 2019, the next 

step is to (a) develop the communication material and (b) develop proposed 

transitional provisions and propose an effective date for the revised GRAP 104. The 

Secretariat will also analyse whether the changes require approval from the Minister 

of Finance or the Accountant-General.  

56. In terms of the next steps, the Secretariat proposes the following:  

• The development of the communication material and Fact Sheets will 

commence in April. Given that the Fact Sheets will discuss the treatment of 

specific transactions, the Secretariat proposes arranging a discussion with the 

project group members to review this material.  

• The proposed transitional provisions and proposals for an effective date will 

be presented to the July 2019 Technical Committee and Board.  
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57. When the project brief was developed for the project, it was envisaged that GRAP 

108 on Statutory Receivables would also be revised (particularly the impairment 

model). Given the complexity of the expected credit loss model adopted in GRAP 

104, it may not be appropriate to revise GRAP 108 at this time. Project group 

members suggested waiting for the revisions to GRAP 104 to be implemented before 

considering how GRAP 108 could/should be revised.  

ACTION REQUESTED #11 

The Technical Committee is requested to: 

(a) NOTE the next steps; and  

(b) INDICATE if they agree with the proposal regarding the way forward for GRAP 108.  

 



 
 

 

 

 


