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1. WELCOME AND APOLOGIES 

Members were WELCOMED to the meeting. Apologies were NOTED from R Abrahams, 

A Botha, E Breedt, C Fourie, M Freeman, K Govender, S Vengasi and A Wolfaardt.    

2. MINUTES OF THE PREVIOUS MEETING 

The minutes of the previous meeting were NOTED.   

3. TECHNICAL ACTIVITIES 

3.1 The Secretariat TABLED the following documents at the meeting:  

• Memorandum from the Secretariat.  

• Summaries of written and verbal comments.  

• Main body of the Standard.  

• Appendix A – Application guidance.  

• Appendix B – Consequential amendments.  

• Appendix C – Implementation guidance.  

• Appendix D – Illustrative examples.  

• Basis for conclusions.  

3.2 The Secretariat NOTED that the purpose of the meeting is to review the comments 

received and the Secretariat’s proposed responses and actions, with the aim of 

recommending the proposed revisions to GRAP 104 to the Technical Committee and 

Board for issue as a final pronouncement.   

Due process 

3.3 The Secretariat EXPLAINED the process it followed to consult with stakeholders that 

might be affected by the revisions to GRAP 104, and certain factors that may have 

impacted on the extent of the comments received. The Secretariat NOTED that the level 

of engagement could have been better, particularly from a local government perspective. 

The Secretariat INDICATED that it believed that sufficient opportunities were provided 

to comment on ED167.  

3.4 The Secretariat INDICATED that any issues raised by municipalities are likely to relate 

to the implementation of the Standard rather than its principles. Municipalities would be 

given an opportunity to again raise any implementation issues when the transitional 

provisions and effective date are issued for comment.  

3.5 Project group members INDICATED that it is difficult to link the theory and the practice, 

and that this may have impacted on the level of comment received. It was SUGGESTED 

that the National Treasury develop guidance on financial instruments that focuses on 

explaining basic concepts.  

Secretariat 

General observations 

3.6 The Secretariat NOTED that stakeholders, in general, have a limited understanding of 

financial instruments and their accounting. The Secretariat PROPOSED developing Fact 
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Sheets explaining (a) the definition of a financial instrument and the types of assets and 

liabilities that meet the definition, and (b) the scope of the Standard.  

3.7 Project group members SUPPORTED this proposal. Project group members NOTED 

that the bursary schemes may also include a period where the employee is required to 

remain in the employment of the entity, and if the employee resigns, he/she would be 

required to repay the bursary.  

Financial guarantee contracts 

3.8 The Secretariat NOTED that many respondents questioned whether letters of support 

meet the definition of financial guarantee contracts. As letters of support are prevalent 

in economic entities (both public entities and municipalities), the Secretariat was of the 

view that additional guidance was needed in the application guidance. Whether letters 

of support meet the definition of a financial guarantee would depend on their terms and 

conditions.  

3.9 Project group members SUPPORTED the proposed amendments to the application 

guidance and basis for conclusions.  

Hedge accounting 

3.10 The Secretariat INDICATED that respondents supported the Board’s approach to hedge 

accounting, but requested clarification about whether the absence of hedge accounting 

requirements meant that entities would not be permitted to undertake economic hedging. 

An explanation indicating that economic hedging is not precluded (assuming this is 

legally permissible) has been included in the basis for conclusions.  

3.11 Project group members AGREED with the discussion in the basis for conclusions. 

Recognition  

3.12 The Secretariat EXPLAINED that, while there were no changes to the recognition 

requirements, certain principles were either confirmed or questioned by respondents 

during the comment process. This included the following:  

(a) Confirmation that trade date accounting is appropriate.  

(b) Whether entities are required to assess whether transfers received from a parent 

are contributions from owners and/or non-exchange revenue.  

(c) Whether day 1 discounting conflicts with the principles in IGRAP 1. 

3.13 The Secretariat EXPLAINED that for (b) this was already a requirement of GRAP 23 

Revenue from Non-exchange Transactions (Taxes and Transfers), and for (c) there is 

no conflict as with day 1 discounting all revenue is recognised, the transaction amount 

is just separated between revenue and interest. As a result, no actions are proposed.  

3.14 Project group members SUPPORTED the view that no action is required.  

Classification of financial assets 

3.15 The Secretariat EXPLAINED that respondents generally supported the classification 

principles. Respondents identified specific areas where implementation guidance is 

needed, and this suggestion will be communicated with the OAG.  

3.16 The Secretariat NOTED that respondents had opposing views about the classification 

of concessionary loans (particularly those with contingent repayment features):  
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• View #1: Entities that provide concessionary loans are interested in the amounts 

advanced, the subsidy component, and what will be collected. They would not be 

interested in the fair value of the loan at each reporting date as they do not manage 

the exposure of these loans to market risk. These respondents were of the view that 

all concessionary loans should be measured at amortised cost.  

• View #2: Concessionary loans that are exposed to risks outside of a basic lending 

arrangement should be measured at fair value as this measurement best reflects the 

terms and conditions of the contract. Concerns were also raised about (a) the 

complexity of an ‘expected credit loss’ (ECL) approach for instruments where the 

repayment terms are contingent on a number of factors, (b) making rules for the 

measurement of certain transactions, and (c) being able to define concessionary 

loans in a way that precluded entities from abusing the ability to measure specific 

loans at amortised cost.    

3.17 The Secretariat SUPPORTED view 2 as this is the best conceptual answer for certain 

concessionary loans. As this is the view expressed in ED 167, no change was proposed.  

3.18 A limited number of project group members INDICATED that they had concessionary 

loans. The concessionary loans in question are between entities in a group, and only 

need to be repaid if the lender is solvent. As the repayment of the loan is dependent on 

a specific ratio, it is likely to fail the SPPI test. The members that had experience with 

concessionary loans SUPPORTED the Secretariat’s proposal.  

Cost for investments in residual interests 

3.19 The Secretariat EXPLAINED that respondents generally supported the principle to allow 

cost when there is no reliable measure of fair value, but some auditors expressed 

concern about the potential misuse. Two suggestions were made to overcome this 

issue: 

• Suggestion #1 – Limit the use of cost to investments that have a significant 

service potential component.  

• Suggestion #2 – Require disclosure about why fair value could not be determined 

reliably.   

3.20 The Secretariat NOTED that it would be difficult to identify when investments have a 

significant service potential component but agreed that enhanced disclosure would be 

useful to users of the financial statements.  

3.21 Project group members INDICATED that allowing cost is practical from a preparer 

perspective when a reliable measure of fair value is unavailable. Members 

SUPPORTED the additional disclosures.  

3.22 The Secretariat INDICATED that respondents had raised questions about whether the 

use of different techniques to measure fair value is acceptable. In response to these 

questions, additional examples have been added to Appendix C to illustrate potential 

techniques that could be used.  

3.23 Project group members AGREED that the examples are helpful and supported their 

inclusion.  
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Measurement 

3.24 The Secretariat EXPLAINED that a number of application/implementation issues were 

raised on the measurement principles which can be addressed through the Fact Sheets, 

FAQs, or guidance from the OAG.  

3.25 The Secretariat INDICATED that some respondents raised concerns about the 

identification of components of concessionary investments. The guidance in ED 167 

indicated that only the terms and conditions of the arrangement should be examined to 

identify if any non-exchange component exists. Respondents were of the view that 

substance over form should be considered. As substance over form is an overarching 

concept in the preparation of the financial statements, the Secretariat proposed 

amending the requirements.  

3.26 Project group members SUPPORTED the change.  

3.27 Project group members NOTED concerns about the practical challenges with 

calculating interest on different bases, depending on whether financial assets are 

impaired. In particular, concerns were raised about: 

• The size of some entities’ debtors’ books (e.g. municipalities), and that they 

would need to undertake these additional interest calculations outside of the 

sub-ledger and general ledger (e.g. by using Excel).  This meant that there is a 

high risk of error.  

• Concerns were also raised about how an entity would assess whether debtors 

are impaired and the interest calculation changed. Some entities indicated that 

they currently use a simple provision matrix based on payment history per 

service. The proposed changes to GRAP 104 would require more factors to be 

considered and would require significant changes to current practice.  

• Entities would be required to keep track of whether debtors were previously 

impaired so that they can assess whether the situation has reversed and 

whether any interest needs to be reversed to the impairment loss in the 

statement of financial performance (treatment of ‘curing of interest’).  

3.28 Based on the concerns expressed by some members, it was AGREED that these issues 

should be highlighted to the Technical Committee and Board. Project group members 

were of the view that the cost and effort to apply some of the new impairment principles 

(particularly gross versus net interest calculations) would outweigh the benefits.  

Secretariat 

Derecognition 

3.29  The Secretariat INDICATED that no comments were raised on the derecognition 

requirements in ED 167.  

Presentation and disclosure 

3.30 The Secretariat NOTED that the following comments were received on the presentation 

and disclosure requirements in ED 167:  

• Although respondents were of the view that the guidance on set-off was helpful, it 

was unlikely that the legal right of set-off exists in the South African environment.  
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• Respondents did not support the disclosure of the nominal values of credit impaired 

concessionary loans. Project group members SUPPORTED the deletion of the 

disclosure.  

• Some respondents believed that making a statement about the sufficiency of 

collateral held would be useful to users, while others did not support the disclosure 

as the extent of any collateral provided would depend on the entity’s lending 

strategy and pricing. Some project group members NOTED that users may not fully 

understand why the collateral is not sufficient for the debt held, and that this may 

be misleading if the lending strategy of the entity is not understood. Project group 

members SUPPORTED the deletion of the disclosures. 

• Questions were raised about whether gains and losses should be presented on a 

gross or a net basis. ED 167 indicates that net gains and losses are presented per 

category of financial asset. As the principles are proposed, it was AGREED that no 

action is required. 

• Respondents noted difficulties in separating receivables into exchange and non-

exchange transactions. The Secretariat NOTED that the IPSASB is re-considering 

the distinction between exchange and non-exchange transactions, and that 

developments on the project should be monitored. This proposal was 

SUPPORTED.  

Other issues 

3.31 The Secretariat INDICATED that a few issues were raised by respondents about the 

initial adoption of the Standard, and that these would be addressed when the 

transitional provisions are developed.  

Comparison with IPSAS 41 Financial Instruments 

3.32 The Secretariat EXPLAINED that, although the revision of GRAP 104 was not an IPSAS 

convergence project, it has compared ED 167 to the final principles in IPSAS 41.  

3.33 The Secretariat NOTED that there were a number of differences, but for the most part 

these relate to deliberate decisions by the Board to eliminate certain 

transactions/options or simplify requirements. Where the Board has decided to depart 

from the principles in IFRS 9 Financial Instruments, these were tested against the 

IPSASB’s proposals. Notably, IPSAS 41 and ED 167 were aligned for (a) the elimination 

of the requirements for purchased or originated credit impaired instruments for 

receivables, and (b) the treatment of originated credit impaired concessionary loans. 

IPSAS 41 has no specific requirements for loan commitments to provide concessionary 

loans where fair value cannot be determined reliably. A few additional examples on the 

classification of concessionary loans are included in the implementation guidance to 

IPSAS 41, but ED 167 included these types of explanations and illustrations in the Fact 

Sheets.  

Other considerations 

3.34 The Secretariat NOTED that in responding to the comments received and finalising the 

amendments, it needs to consider (a) whether re-exposure is necessary based on 

changes made, and (b) whether there have been any changes to the underlying 

international standard used and whether these changes should be made by the Board 
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and issued for comment. The Secretariat INDICATED that the changes made to ED 167 

are not substantive and respond directly to issues raised. IFRS 9 had however been 

revised to include guidance on how to deal with negative compensation features and the 

impairment of investments in associates. It was NOTED that these changes were issued 

for comment locally when the IPSASB was proposing changes to IPSAS 41. The 

Secretariat was of the view that these changes are fairly minor, and that input is unlikely 

to be received on the changes if they were issued for comment.  

3.35 Project group members AGREED to include them in the final amendments and that they 

need not be issued for comment.  

Review of analysis of written and verbal comments 

3.36 Project group members AGREED with the Secretariat’s analysis and proposed 

responses.  

Page-by-page review of proposed revisions to GRAP 104 

3.37 It was QUESTIONED why the scope paragraph does not refer to GRAP 108 on 

Statutory Receivables. The Secretariat INDICATED that it will be added now that GRAP 

108 is effective.  

Secretariat 

3.38 Some project group members INDICATED that not having ‘other comprehensive 

income’ can sometimes lead to volatility in the statement of financial performance.  

Next steps  

3.39 The Secretariat EXPLAINED the next steps in the project, particularly the process to 

develop the transitional provisions, and to modify and review the Fact Sheets.  

3.40 The Secretariat INDICATED that the project initially included a review of the 

requirements of GRAP 108 Statutory Receivables. The Secretariat NOTED that given 

the complexity of the revised amortised cost approach and impairment model, it may be 

appropriate to reconsider the potential review of GRAP 108. The Secretariat 

PROPOSED including a question in the Exposure Draft of the transitional provisions 

requesting views from respondents about whether GRAP 108 should be revised.  

3.41 Project group members AGREED that a proposal should be made to the Board to 

implement the revisions to GRAP 104 and then consider whether GRAP 108 should be 

revised.  

Secretariat 

4. ADJOURNMENT 

Members were THANKED for the participation in the project and their contributions over 

the last three meetings. The meeting was adjourned at 15:30.  

 

Prepared by:  J Poggiolini 

Date issued:  14 February 2019 


