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BACKGROUND AND OBJECTIVE  

1. The Board previously considered whether a different set of reporting requirements 

should be developed for “small entities”, which resulted in the Position Paper on 

Differential Reporting in the South African Public Sector in 2011. The Board’s position, 

as set out in the Position Paper, was that differential reporting requirements should not 

be introduced, because users’ use of financial statements is the same for all entities in 

the public sector and while consolidated financial statements for the whole of 

government1 are not prepared, government intends to move towards this position. 

2. Subsequently, concerns about the ability of small entities to prepare financial 

statements in accordance with Standards of GRAP were raised with the Board, based 

on constrained resources, including the ability to employ competent staff. The Board 

considered that research could be undertaken on the financial reporting environment of 

small entities. The project brief is included as attachment 9(b) for information purposes. 

3. The initial phase of the project is research, which is to be completed in two parts.  

(a) Part 1 includes presenting the results of the Secretariat’s initial research to the 

Board in March 2019, which requires direction from the Board on which proposal(s) 

should be explored further. It may also be appropriate to publish a Research Paper 

on the ASB’s website with the initial research. 

(b) Part 2 includes proposals to the Board in September 2020 based on the Board’s 

decisions at this meeting. 

4. The project brief outlined that the purpose of the project is to assess whether preparers’ 

concerns can be addressed by eliminating certain requirements of the Standards of 

GRAP. As the Secretariat did not want to assume that the current environment will only 

                                            
1 Whole-of-government consolidated financial statements refers to one consolidation of all levels of government, 
i.e. national, provincial and local. 
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allow a project outcome where requirements are eliminated from the Standards, the 

Secretariat researched the possible proposals to progress the project more broadly. For 

this reason, the research was also not limited to only those proposals that would result 

in compliance with the existing Standards of GRAP, as indicated in the project brief. 

5. As a result, part 1 of the initial phase of the research focussed on the following matters: 

• the characteristics or criteria that could be used to classify entities as small, and 

the types of entities that could potentially be small; 

• the challenges experienced by small entities to prepare financial statements in 

accordance with Standards of GRAP; 

• the information needs of users of small entity financial statements; and 

• possible proposals to the Board on how the project could be progressed. 

6. The objective of this memorandum is to present the following to the Board for its 

consideration:  

• Part A: the results of the Secretariat’s initial research on the matters included in 

paragraph 5; and  

• Part B: proposals to the Board on how the project can be progressed. 

PART A: RESULTS OF INITIAL PHASE OF THE RESEARCH  

METHODOLOGY APPLIED TO THE RESEARCH 

7. The Secretariat conducted research to understand the current financial reporting 

environment of small entities in the public sector. The research entailed:  

(a) A desktop review of criteria and characteristics applied nationally and 

internationally to distinguish entities that are considered small. See Annexure A. 

(b) A questionnaire circulated to all interested stakeholders on the matters identified 

for the initial research. A total of 51 responses were received, mostly from public 

entity preparers. 

(c) A desktop review of the financial statements of a selection of entities that 

participated in the questionnaire. 

(d) Two rounds of engagements with stakeholders, which included a contact session 

and webcast hosted by SAICA, the Public Sector Accounting Forum (PSAF), two 

roundtable discussions, as well as targeted stakeholder engagements. 

8. The stakeholders consulted were: 

(a) Preparers, mostly from public entities, municipalities and municipal entities. 

(b) Users, which included the Department of Cooperative Governance and Traditional 

Affairs (COGTA); the National Treasury (Office of the Accountant-General (OAG), 

Local Government Budget Analysis unit, Public Finance unit, and Public Entity 

Governance unit); the Department of Higher Education and Training (DHET) and 

SAICA representatives at Technical and Vocational Education and Training (TVET) 

and Community Education and Training (CET) colleges; provincial treasuries; 

provincial legislatures; and the South African Reserve Bank (SARB). 
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(c) Membership bodies, which included SAICA and SALGA. 

(d) Auditors and the IRBA, including the Audit Research and Development unit (ARD) 

of the Auditor-General South Africa (AGSA) and AGSA auditors of “small auditees”. 

(e) Consultants and technical specialists. 

9. The Association for Savings and Investments indicated that it does not have an interest 

in the project. The Banking Association South Africa’s Heads of Credit committee is 

interested in the next phase, depending on the decisions taken by the Board. The 

Secretariat received input on statistical information requirements from the National 

Treasury’s Public Finance unit and the SARB. Municipal councils were not directly 

engaged; however, SALGA was extensively involved in the project.  

RESULTS OF THE RESEARCH 

Entities that could be classified as small 

10. There is presently no description or definition in Standards of GRAP for small entities. 

The research identified several matters the Board would need to consider in classifying 

entities as small. These include: 

(a) Need for classification and level of classification. 

(b) Considerations when a classification is needed. 

(c) Specific characteristics or criteria. 

 (a) Need for classification and level of classification 

11. The classification of certain entities as small is needed if the Board provides 

requirements or guidance to specific entities.  

12. The research noted, however, that it may not be necessary to specifically classify 

certain entities as small if the Board chooses certain proposals made in this 

memorandum, as the classification could be done at a transaction level, instead of at 

an entity level. For example, if the Board decides to develop guidance on how to apply 

the requirements of the Standards to simple transactions (see paragraph 56), any entity 

with simple transactions could apply the guidance, irrespective of their size.  

(b) Considerations when a classification is needed 

13. If the Board decides it is necessary to classify specific entities as small, there are a few 

things that the Board would need to consider. 

14. Who should classify entities: Stakeholders expressed concern about entities performing 

a self-assessment to determine if they are small, because the research identified that 

small entities find it challenging to apply judgement (see paragraph 22). It was proposed 

than an oversight body, such as the National Treasury, or specific Ministers for the 

entities within their portfolio, should classify entities, or approve entities’ assessments 

of whether they are small. 

15. When entities should be classified: Stakeholders noted that classifications should not 

change from one year to the next. Entities should therefore be classified initially, and 

only be reconsidered when there is a significant change in the nature and/or size of the 

entity’s business. It may be appropriate to discard once-off transactions, because they 

could distort the assessment and lead to inappropriate classifications.  
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16. Types of entities instead of characteristics or criteria: The research explored whether, 

as an alternative to applying characteristics or criteria, certain types of entities could be 

classified as small. Stakeholders noted reservations about this approach, because 

within each type of entity, entities vary in size and complexity of their transactions. Users 

of financial statements expressed concern about types of entities being classified as 

small even when meeting characteristics or criteria, highlighting the need for 

comparability among entities. These included the DHET requiring the same information 

for all TVET colleges, the National Treasury (and provincial treasuries) needing 

information for preparing consolidated financial statements for all public entities listed 

in the PFMA, and the National Treasury expressing reservations about municipalities 

being small, given their importance in delivering services. 

(c) Specific characteristics or criteria 

17. In the absence of a definition or description of small entities in Standards of GRAP, the 

research aimed to identify the specific characteristics or criteria that could be 

considered by the Board. Refer to Annexure A for the international and national 

environment to classify entities as small. 

18. Stakeholders supported the use of a combination of characteristics or criteria, both 

qualitative and quantitative, as using only one could lead to inappropriate 

classifications. Stakeholders suggested that the Board considers using existing 

characteristics or criteria (see Annexure A) to promote consistency in the entities that 

are classified locally as small for accountability and reporting purposes.  

19. The following characteristics or criteria were supported by stakeholders in discussions 

and through the questionnaire, listed in order of support: 

Characteristic / criteria Description 

Value of revenue Most stakeholders supported using the value of total revenue as a 

criterion. 

Some stakeholders supported using only government funding, as it 

represents the funds for which entities are publicly accountable, while 

others supported using only an entity’s own revenue as an indication 

of the complexity of the entity’s transactions. 

Number of employees Although widely supported, some stakeholders considered it arbitrary 

and inward-looking. 

Functions performed by entity This criterion would assess the nature and extent of the functions an 

entity is responsible for in accordance with its mandate.  

Many considered this as a measure of an entity’s complexity and 

should weigh more than quantitative measures. This can be assessed 

with reference to the Constitution and Municipal Systems Act for 

municipalities. For public entities, the classification framework used 

by the National Treasury’s Public Entity Governance unit can be used 

(see Annexure A). The criterion should also consider subsidiaries, as 

functions may have been transferred to them. 

Value of expenses Some stakeholders viewed this as a measure of an entity’s 

responsibilities.  
Value of budget 
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Value of total assets Support was expressed for considering the value of total assets, or 

the value of assets that are used to deliver services based on an 

entity’s mandate. 

Wholly owned / controlled 

entities 

This was supported as the users are likely limited to the controlling 

entity and oversight structures. Consolidated information is available 

from the controlling entity. 

Complexity of transactions Several stakeholders agreed that assessing how complex an entity’s 

transactions are would be more meaningful than quantitative 

measures. When used as a criterion, the complexity would be 

assessed at an entity level, based on an entity’s activities and the 

skills required to account for the entity’s transactions. 

Users Stakeholders noted that entities with few users could prepare financial 

statements in a simplified format. 

Immaterial for consolidations Entities that are immaterial for consolidation purposes could prepare 

simplified financial statements, and likely only have a few users. 

This was noted at various levels – economic entity consolidations, as 

well as legislated PFMA consolidations by both national and provincial 

treasuries.   

Publicly accountable As used in the IFRS for SMEs Standard, public accountability refers 

to the level of an entity’s accountability to a wide group of users. The 

level would be high when an entity has e.g. listed instruments or holds 

assets in a fiduciary capacity. 

The general view is that all public sector entities receive public funds 

and manage public assets, and are publicly accountable for their use. 

The criterion was therefore not seen as a distinguishing factor.  

However, public accountability could be used as an umbrella term and 

can include assessing the mandate, function, influence, service 

recipient base, impact on citizens, etc. of an entity. 

Number of service recipients Stakeholders noted that this could also include a geographical 

assessment of how widely services are delivered. 

20. The Secretariat proposes that the Board first decides how to scope the project and then 

deal with the characteristics or criteria based on the proposal(s) selected to take the 

project forward. Refer to Part B of the memorandum. 

Challenges small entities have to prepare financial statements in accordance with 

Standards of GRAP 

21. To appropriately address small entities’ challenges to prepare financial statements in 

accordance with Standards of GRAP, the research aimed to better understand what 

challenges exist. 

Stakeholder views 

22. The following challenges were raised in discussions with stakeholders and from the 

questionnaire, in order of prevalence: 

Challenge Description 

Accounting Refer to paragraph 23. 
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Human resources • Small entities have limited human resource capacity and lack skills to 

prepare financial statements.  

• One person is often responsible for a wide range of tasks with limited time.  

• Preparers are not educated on the requirements of Standards of GRAP. 

• Small entities are unable to train staff due to budget and time constraints.  

• Due to the geographical location of some entities, they are unable to attract 

skills.  

• There is high staff turnover meaning difficulty to retain skills. 

Constrained budget • Small entities have limited budgets and noted high costs to comply with the 

requirements of the Standards, e.g. appointing experts or consultants.  

• They do not have funds to train staff. 

Daily controls • Regular controls are not in place, leading to unreliable financial 

information.  

• Record keeping is lacking and asset management is a challenge.  

• Accounting software is also a challenge as only minimal GRAP compliant 

software is available, it is costly, and does not support small entities to 

streamline the software for their limited needs. 

Use of consultants • There is an overreliance on consultants.  

• Skills are not transferred as small entities have capacity constraints. 

Broader compliance • The challenges go beyond preparing financial statements and include an 

inability to comply with legislative requirements. 

Existence of entities • Stakeholders noted the establishment of seemingly unnecessary entities 

as a challenge. Some small entities should not exist as separate legal 

entities. 

23. The challenges related to accounting most often relate to areas where judgement is 

required e.g. making estimates. The research identified that small entities do not have 

the necessary skills to apply judgement, nor do they have the budget to acquire those 

skills. The accounting challenges identified were as follows: 

Challenge Description 

Non-current assets: 

Measurement, applying 

judgement and accounting for 

fully depreciated assets 

  

Determining fair value, which was raised as an on-going challenge 

and not just once-off.  

Applying judgements to determine e.g. useful lives, residual values 

and componentisation of assets.  

Adjusting for fully depreciated assets still in use, and cost to do so.  

GRAP is technical A general challenge with technicalities of the Standards.  

Keeping up-to-date with 

changes 

The requirements of the Standards change on an annual basis as new 

Standards become effective and amendments are made to existing 

Standards. Respondents indicated an inability to keep up-to-date. 

Applying materiality 

Preparers are unable to make materiality judgements, resulting in 

resources being spent to account for and disclose immaterial 

transactions and information.  

Financial instruments 
A general inability to account for and disclose financial instruments 

was raised, as the Standard is complex. 
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Disclosures in general Disclosures are onerous for a small entity. 

Year-end adjustments 
These adjustments usually require technical skills and knowledge as 

well as capacity which small entities do not have. 

24. In addition to the research performed to identify the accounting challenges above, the 

Secretariat performed a desktop review of financial statements of several entities who 

responded to the questionnaire and raised specific accounting challenges. The purpose 

of the review was to confirm and contextualise the challenges.  

25. The review found the following: 

• Accounting policies are long, mostly boilerplate and sometimes clearly copied and 

pasted from the Standards. They often relate to immaterial items or are not relevant 

to the entities’ transactions or activities and do not explain the transactions an entity 

undertakes and the accounting principles applied. Extensive information on 

Standards that are not yet effective and have no or an immaterial effect on an entity 

is also provided.  

• Asset measurement: Challenges with determining fair value for non-current assets 

were not apparent from the review as entities reviewed chose the cost model and 

there were no assets acquired in a non-exchange transaction. Restatements from 

reassessments of useful lives were noted from the review, but no specific 

challenges were noted. Some preparers may misunderstand the requirements of 

the Standard of GRAP on Heritage Assets (GRAP 103) to require the revaluation 

model. 

• Accounting for and disclosing financial instruments: The review found that entities 

do not consider materiality when presenting and disclosing information on financial 

instruments. The Standard of GRAP on Financial Instruments (GRAP 104) is 

incorrectly applied, as items that are not financial instrument are classified as such, 

subsequent measurement is not in accordance with the requirements of 

GRAP 104, and materiality could be better applied to disclosures. 

• Applying materiality: The review identified that entities do not apply materiality 

when preparing financial statements. Including immaterial information, among 

other things, results in unnecessary cost and effort when preparing financial 

statements. 

26. The review confirmed some of the challenges that stakeholders raised in the research, 

e.g. measuring assets and applying materiality. In addition, the review identified areas 

where the requirements of the Standards may be misunderstood and misapplied. There 

are several challenges that could be addressed with actions over and above the specific 

proposals to the Board to progress the project. These actions can be linked to some of 

the Board’s existing or upcoming projects, or as an outcome of the research. Refer to 

paragraph 64. 

27. The Secretariat proposes that the accounting challenges form the basis for the Board’s 

decision on which proposal(s) to pursue to progress the project, as addressing some of 

the other challenges is outside the Board’s mandate. Stakeholders noted that when the 

Board assists small entities with accounting challenges, it will also indirectly assist with 

the other challenges. 
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28. Stakeholders noted that the project would be most helpful if a holistic approach is 

followed to assist small entities with all their challenges. The Secretariat proposes that 

the rest of the challenges in paragraph 22 should be communicated to other relevant 

bodies that have the mandate to assist with these challenges.   

Users’ information needs 

29. An important aspect of considering proposals to progress the project is understanding 

the information needs of users of financial statements, as certain information is 

necessary to make decisions and hold entities accountable.  

30. The initial phase of the research aimed to establish, on a high level, where users would 

be averse to receiving less or different information for small entities than for other 

entities.  

31. From the questionnaire and stakeholder engagements, the initial indication on the areas 

of information needed by users from all entities is as follows: 

• Expenses, specifically spending on mandate and to deliver services. 

• Budget compared to actual information. 

• Revenue, assets and liabilities, cashflow information and commitments to establish 

sustainability and liquidity. 

• Information on performance indicators – norms and ratios. 

• Remuneration of the entity’s council / board / management. 

• Related party information. 

• Information on debtors. 

• Statistical information. 

32. The specific information that users require for small entities would be researched in 

more detail during the next phase of the project, depending on the Board’s decision on 

how to progress the project. 

PART B: PROPOSALS TO PROGRESS THE PROJECT 

33. Based on the results of the initial phase of the research, the Secretariat identified 

possible proposals that the Board could consider to progress the project. 

CRITERIA TO ASSESS PROPOSALS 

34. To assist the Board in making the decision of which proposal(s) is appropriate, the 

Secretariat has developed criteria to analyse each proposal, based on the feedback 

received from stakeholders when consulting on the proposals. The criteria are included 

below and are discussed in the paragraphs that follow: 

(a) Legislative environment. 

(b) Impact on consolidations and other reporting requirements. 

(c) Effectiveness to address challenges. 

(d) Scope of proposal. 
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(a) Legislative environment 

35. In the Board’s consideration of proposal(s) to progress the project, it is important to 

consider current legislation that affects the financial reporting environment of small 

entities in the public sector. The following legislation is important for the Board to 

consider.  

PFMA, Municipal Financial Management Act, Act No. 56 of 2003 (MFMA), the 

Constitution of the Republic of South Africa, 1996 (Constitution) and similar legislation 

36. The PFMA and MFMA require all entities subject to the acts to prepare financial 

statements in accordance with generally recognised accounting practice, where the 

ASB has so determined. The acts define “generally recognised accounting practice” as 

an accounting practice complying in material respects with standards issued by the 

ASB. Both acts also require all entities subject to the acts to prepare financial 

statements in accordance with a “fair presentation” framework.  

37. There is similar legislation applicable to other entities that are not subject to the PFMA 

or MFMA that require preparation of financial statements in accordance with a “fair 

presentation” framework, “standards of generally recognised accounting practice”, or 

“Standards of GRAP”. For example, legislation applicable to traditional authorities and 

the Government Gazette issued by the Minister of Higher Education and Training for 

TVET and CET colleges.  

38. The National Treasury noted that the Board should consider section 216(1) of the 

Constitution which requires that there is uniform expenditure classifications and uniform 

treasury norms and standards in place. The Secretariat notes that this requirement does 

not mean only one reporting framework can exist in the environment and differential 

reporting could still meet this requirement. 

Public Audit Act, Act No. 25 of 2004 (PAA) 

39. The PAA previously required entities audited by the AGSA to prepare their financial 

statements in accordance with a fair presentation financial reporting framework.  

40. The PAA was recently amended to remove the requirement for the auditor to express 

a “fairly present” audit opinion on the financial statements. This means for those entities 

where the AGSA decides in future to not express a “fairly present” audit opinion, 

financial statements could be prepared on a fair presentation or compliance 

framework2. 

AGSA Directive 

41. The AGSA Directive, issued in terms of the PAA, requires that the financial statements 

of an “auditee” (as defined in the PAA), that is not subject to the PFMA, the MFMA or 

any other legislation that is prescriptive in respect of the financial statements, must be 

prepared in accordance with Standards of GRAP. The AGSA indicated they do not 

foresee a change to the Directive as a result of the amendments to the PAA. 

(b) Impact on consolidations and other reporting requirements 

Whole-of-government consolidation 

42. The Board’s Position Paper in 2011 noted government’s intention to prepare whole-of-

                                            
2 Refer to Annexure B for more information on fair presentation and compliance frameworks. 
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government consolidated financial statement as a reason why differential reporting was 

determined to be inappropriate (refer to paragraph 1). At present government is still 

unable to prepare such a consolidation as departments apply the MCS. In discussions 

with the National Treasury, it was confirmed that government still intends to prepare 

whole-of-government consolidated financial statements, but the timeline is unclear. 

43. The PFMA requires national and provincial treasuries to prepare national and provincial 

consolidated financial statements in accordance with Standards of GRAP for all entities 

listed in the specific sections of the PFMA. Stakeholders noted that it is possible for the 

National Treasury to obtain the information necessary for whole-of-government 

consolidated financial statements through means other than entities’ individual financial 

statements. For example, a template can be used, as is current practice to gather 

information for the consolidated financial statements required by the PFMA. 

Government’s intention to prepare whole-of-government consolidated financial 

statements does not prohibit the Board from considering differential reporting as an 

option to progress the project.  

Other consolidations 

44. The Board would need to consider the impact of the proposal(s) on the following: 

• PFMA legislated consolidations (see paragraph 43). 

• Consolidations of an economic entity as required by Standards of GRAP. 

• Consolidations performed by oversight bodies, such as the SARB and National 

Treasury for statistical purposes, and the DHET for oversight over TVET colleges. 

Other reporting requirements 

45. The SARB and National Treasury require certain information from the financial 

statements to meet other reporting requirements, for example reporting commitments 

with the G20 and International Monetary Fund. The Board would need to consider the 

impact of the proposal(s) on these requirements. 

(c) Effectiveness to address challenges 

46. The objective of the project is to address the challenges small entities have to prepare 

financial statements in accordance with Standards of GRAP. The Board is only able to 

address the challenges related to accounting and would need to assess the 

effectiveness of each proposal in addressing these challenges (see paragraph 23). The 

Board may also want to consider the impact of each proposal on the environment by 

considering the impact on other challenges.  

(d) Scope of proposal 

As noted in paragraphs 11 and 12, the Board may scope the entities to whom the 

guidance developed as an outcome of this project applies in different ways. The scope 

would need to be considered as part of assessing each proposal. 

PROPOSALS FOR THE BOARD TO CONSIDER 

47. To address the accounting challenges, the research identified the following possible 

proposals, or combinations thereof, that the Board should consider: 

(a) Developing a different reporting framework. 



11 

(b) Simplifying or prescribing choices. 

(c) Developing guidance. 

The paragraphs below analyse each proposal against the criteria established above.  

(a) Developing a different reporting framework  

Background 

48. Developing a different reporting framework would mean introducing another reporting 

framework in the environment. There are different options that the Board could consider 

in this regard. Each option could be based on typical transactions small entities have 

(and do not have) and the information needs of the users of their financial statements: 

1) Reduced disclosure framework (framework 1 in table below). 

2) Framework with different recognition, measurements and/or disclosure 

requirements (framework 2 in table below). 

3) Framework based on other existing reporting requirements (framework 3 in table 

below). 

1) Reduced disclosure framework 

49. A reduced disclosure framework would not change the recognition and measurement 

requirements of the Standards of GRAP. The framework would provide relief to small 

entities by eliminating certain disclosure requirements from the Standards. 

2) Framework with different recognition, measurement and/or disclosure requirements 

50. In developing this framework, the Board could consider changing the recognition, 

measurement and/or disclosure requirements from the Standards of GRAP. 

3) Framework based on other existing reporting requirements 

51. Entities have additional reporting requirements to oversight structures or other bodies, 

which are often based on information in the financial statements3. This option would 

eliminate the need for small entities to prepare financial statements, as the other 

existing reporting requirements would serve as their financial statements. 

                                            
3 E.g. the PFMA consolidation template completed by entities for the National and provincial treasuries, specimen 
financial statements being developed by the National Treasury linked to mSCOA, and statistical information 
reported to the National Treasury and the SARB. 
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Considering the criteria 

Legislative environment 

Impact on consolidations 

and other reporting 

requirements 

Effectiveness to address challenges 

Scope of proposal 
Accounting challenges Other challenges 

• Could be legislative 

challenges if not a fair 

presentation framework, or 

not issued by the Board.  

• Frameworks 1 and 2 could be 

developed to be fair 

presentation frameworks. If 

developed by Board following 

Board’s due process, it would 

meet the requirement of 

being issued by Board. 

• Framework 3 that is in form of 

a template may present 

legislative challenges - more 

likely to be a compliance 

framework. Depending on 

how reporting requirements 

are developed, may not be 

issued by Board. 

• Different or less 

information available for 

small entities than for 

other entities mean 

accounting policies of 

small entities may differ 

from consolidation 

policies. Information 

required for 

consolidations may not be 

readily available.  

• Framework 3 may assist 

with consolidations if it’s a 

template required for 

consolidation purposes. 

• May negatively impact on 

information available for 

other reporting 

requirements, unless it’s a 

template for other 

reporting purposes.  

• Framework 1 will assist with 

disclosure challenges and 

may assist with materiality, 

as it could eliminate 

requirements based on 

what is generally not 

material for users. Will, 

however, not assist entities 

with challenges such as 

measurement. 

• Frameworks 2 and 3 could 

assist with all accounting 

challenges. However, when 

entities move between 

small/not small, or when 

functions are transferred 

between entities applying 

different frameworks, 

restatements would be 

required. 

• Will require less resources 

as complex recognition, 

measurement and 

disclosure requirements 

could be eliminated, which 

may also reduce reliance 

on consultants.  

• Framework 3 would 

reduce resources required 

by reducing duplication in 

reporting.  

• Frameworks 1 and 2 

would require awareness 

to be raised and staff to be 

trained.  

• Different framework may 

make it more difficult to 

share resources between 

entities. 

• Would require clear 

scope of entities to 

ensure it is not 

inappropriately 

applied.  

• Board may want to 

determine 

characteristics / 

criteria that should be 

met to apply 

frameworks 1 and 2, 

whereas scope of 

framework 3 may be 

better left to entity 

requesting 

information.  

• Depending on scope, 

may only benefit 

limited number of 

entities. 
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(b) Simplifying or prescribing choices 

Background 

52. This proposal entails leaving Standards of GRAP unchanged but prescribing how 

certain requirements or accounting policy choices in the Standards should be applied 

by small entities. This could be done in a separate section in each Standard, or in a 

single Standard. For example, the proposal could prescribe that all small entities will 

subsequently measure Property, Plant and Equipment at cost (not the revaluation 

model) and assets should be depreciated using the straight-line method. 

Considering the criteria 

Legislative 

environment 

Impact on 

consolidations and 

other reporting 

requirements 

Effectiveness to address challenges 
Scope of 

proposal 

Accounting 

challenges 
Other challenges  

• Could be 

developed so 

that it is a fair 

presentation 

framework.  

• Impact on fair 

presentation 

may need to be 

considered 

where entities 

not provided a 

choice of 

accounting 

policies in 

Standards of 

GRAP. 

• Would be 

recognised as 

issued by 

Board. 

• May mean that 

accounting policies 

applied by small 

entities differ from 

consolidation 

policies. 

• Development could 

consider policies 

generally applied in 

consolidations and 

seek alignment. 

• Could negative 

impact on other 

reporting 

requirements 

where standardised 

information 

required but may 

assist as proposal 

would mean similar 

information is 

available for all 

small entities. 

• Will assist 

with 

challenges 

related to 

making 

judgements, 

including 

measurement 

of assets, as 

most 

appropriate 

choices for 

entities’ 

environment 

would be 

prescribed.  

• Will, 

however, not 

assist with 

e.g. applying 

materiality. 

• Will require less 

resources as 

some of the 

complex options 

in Standards 

eliminated. May 

reduce reliance 

on consultants.  

• Awareness 

would need to 

be raised, but 

staff presumably 

already familiar 

with all choices 

in Standards.  

• Prescribing 

specific choices 

to entities that 

have 

established 

accounting 

policies may be 

a challenge. 

• Would 

require a 

clear scope 

of which 

entities can 

apply and 

could 

possibly 

benefit 

limited 

number of 

entities. 

(c) Developing guidance 

Background 

53. This proposal would not change the existing requirements in the Standards of GRAP. 

Guidance will be provided to assist entities with applying the requirements of the 

Standards to their environment. Different options exist of how, to whom, and the 

authority of the guidance that could be provided: 

54. How guidance could be provided: 

1) A section can be included in each Standard explaining how to apply the 
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requirements of the Standard where entities are small. This is already done in the 

ISAs where the IAASB has included a section “Considerations specific to smaller 

entities” in each Standard, where applicable, which auditors indicated works well. 

2) Guidance can be developed outside the Standards in the form of, e.g. a guideline, 

fact sheets, or a booklet. 

55. To whom guidance could be provided: 

1) The Board could decide to provide guidance to a specific group of entities that are 

classified as small, based on characteristics or criteria developed as part of this 

project. This guidance would focus on typical transactions that small entities have 

and be written for their circumstances. 

2) Guidance could be developed for simple transactions to explain how the basic 

requirements of the Standards should be interpreted and applied. Instead of having 

to establish characteristics or criteria to classify entities as small, any entity with 

simple transactions could apply the guidance. The assessment is therefore not at 

an entity level, but a transaction level. 

56. Authority of guidance to be provided: 

1) Guidance could be developed as application guidance. This would generally be 

authoritative guidance that is developed by the Board but could also be non-

authoritative.  

2) Guidance could be developed as implementation guidance, which is generally not 

authoritative, and could be developed by the Board or by the National Treasury. 

Considering the criteria 

Legislative 

environment 

Impact on 

consolidations 

and other 

reporting 

requirements 

Effectiveness to address challenges Scope of proposal 

Accounting 

challenges 
Other challenges  

• No impact on 

legislative 

requirements 

as no changes 

to Standards. 

• May not be 

within Board’s 

mandate if 

implementation 

guidance. 

• No impact on 

consolidations 

or other 

reporting 

requirements 

as no 

changes to 

Standards. 

• Could 

potentially assist 

with most 

challenges by 

assisting 

preparers to 

apply 

requirements.  

• Challenges that 

may remain 

include applying 

judgement and 

estimates 

related to 

measurement 

and disclosure. 

• Less 

resources may 

be required as 

entities would 

be assisted 

with how to 

apply 

requirements 

of Standards. 

May reduce 

reliance on 

consultants.  

• Could assist 

entities by 

upskilling staff 

to better 

understand 

requirements. 

• Would depend on 

to whom 

guidance 

provided:  

• For specific 

entities - 

characteristics/cri

teria to classify 

entities required.  

• For simple 

transactions - 

guidance could 

potentially benefit 

all entities with 

some of their 

transactions. 
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Support for proposals 

57. The proposals made in the memorandum were discussed with various groups of 

stakeholders, including users, preparers and auditors. The proposals were not part of 

the questionnaire.  

58. Stakeholders shared different views about the proposal(s) that would be most 

appropriate for the Board to consider although some stakeholders were supportive of 

any proposal that would assist small entities with their challenges.  

59. Most stakeholders, including those at the PSAF and roundtable discussions, did not 

support a different reporting framework. Users of financial statements generally 

expressed concern about the information they need no longer being available in 

financial statements if different or less information is required for small entities and 

indicated support for proposals that will continue to provide them the information they 

need. 

60. Stakeholders who supported the proposal of simplifying or prescribing choices mostly 

noted it could be useful when used in combination with providing guidance. 

61. Most stakeholders, including auditors, preparers, consultants, and users, supported 

developing guidance, although auditors cautioned against providing authoritative 

guidance. Stakeholder noted providing guidance would be a good start to assist small 

entities, and the effectiveness can be assessed in future before exploring other 

proposals. 

62. The Technical Committee noted the following: 

• It may be necessary to consider that government is moving towards consolidating 

entities based on recent public announcements. If the project only focusses on small 

entities, they may no longer exist when the project is finalised. 

• As entities struggle with the basics, adding another framework to the environment 

which already includes IFRS, IFRS for SMEs, Standards of GRAP and MCS, would 

not resolve the challenges that exist. 

• It will assist preparers if guidance is available in one place, and not spread across 

various documents issued by different stakeholders. 

• The role of the ASB would need to be carefully considered, as the challenges mostly 

relate to human resources, and the technical guidance needed may overlap 

between the mandate of the ASB and the OAG. 

• Standards of GRAP have a strong brand and its integrity should be protected in the 

option chosen to progress the project. 

63. The Technical Committee proposed that developing guidance would be the most 

appropriate response to the challenges, given the Board’s mandate and the current 

financial reporting environment. 

MATTER FOR DISCUSSION #1 

The Board is requested to DISCUSS, and if deemed appropriate, CONFIRM the 

Technical Committee’s proposal. 
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OTHER MATTERS 

64. From the research the Secretariat identified several actions that can be taken in addition 

to the specific proposal(s) to progress the project, to complement the work on this 

project (see paragraph 26). These were supported by the Technical Committee as they 

noted it may be necessary to identify “quick wins” through current or upcoming projects 

to assist preparers. The actions can be summarised as follows: 

(a) Guidance in the form of FAQs can be considered on accounting for non-current 

assets, as an outcome of the Board’s review of amendments to GRAP 16 and 

GRAP 17 and this project.  

(b) The Board’s Guideline on materiality can be communicated to smaller entities as 

an outcome of that project, once approved. The guideline includes the 

requirements of GRAP 1 on Presentation of Financial Statements and GRAP 3 on 

developing accounting policies. 

(c) The Fact Sheets developed as part of the Board’s project on revisions to GRAP 

104, which explain the basic principles of the Standard, would be useful for small 

entities and awareness can be raised once that project is finalised. 

(d) The Board is undertaking a post-implementation review of GRAP 103 this year. 

The challenges with the application of GRAP 103 could be noted for the post-

implementation review. 

(e) The Secretariat can continue to develop a document outlining changes in the 

reporting framework from one year to the next. Since this was done for the first 

time in 2017, opportunities can be used to create awareness about this with small 

entities. 

(f) Awareness can be raised with small entities about the bi-annual GRAP update 

done with SAICA, as well as various recordings on topical issues.  

(g) A specific engagement can be held with the National Treasury on communication 

to entities as new strategies may be necessary where current means fail. 

(h) The National Treasury requested the ASB to consider how it can influence the 

tertiary education programmes to include public sector accounting. 

65. Stakeholders noted it would be useful if the results of the research could be made 

public. The Technical Committee proposed that a Research Paper be developed and 

published by the Board. 

MATTER FOR DISCUSSION #2 

The Board is requested to: 

(a) NOTE the actions on addressing other matters; and  

(b) CONFIRM the development of a Research Paper. 

NEXT STEPS 

66. Based on the direction received from the Board at the March 2019 meeting, the 

Secretariat will commence the next phase of research to present a conclusion on 

proposals to the Board in September 2020.  
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Annexure A 

The research considered the international and national environment to classify entities as small. The table below includes the criteria used and 
the purpose. 

Body / jurisdiction Framework and purpose Criteria 

International 

International Accounting Standards Board 
(IASB) 

IFRS for SMEs which simplifies IFRS 
requirements 

Public accountability, which an entity is deemed to have if e.g. its debt or equity 
instruments are traded in a public market or it holds assets in a fiduciary capacity 
for a broad group of external parties. 

International Auditing and Assurance Standards 
Board (IAASB)4 

Guidance in International Standards on 
Auditing (ISAs) to small entities 

• Concentration of ownership / management and levels of management 
• Complexity of transactions 
• Lines of business 
• Number of employees 
• Simple internal controls 

United Kingdom  Less complex frameworks: 
• FRS for Small Entities 
• FRS applicable to Micro-entities Regime  

• Number of employees 
• Amount of turnover 
• Book value total assets 

• Reduced Disclosure Framework Controlled entities included in publicly available consolidated financial statements 

New Zealand • Less complex framework 
• Reduced Disclosure Framework 

• Public accountability (linked to the IASB definition) 
• Amount of expenses 

Australia Reduced Disclosure Framework  Public accountability (linked to the IASB definition) 

National 

Companies Act and Regulations  Public Interest score to determine reporting 
frameworks and audit requirements 

• Number of employees 
• Value of turnover 
• Value of 3rd party liabilities 

Financial Reporting Standards Council  Proposed Reduced Disclosure Framework  Wholly-owned subsidiaries consolidated in IFRS parent AFS 

Government Gazette on Municipal upper limits 
of remuneration 

Sets remuneration limits • Total municipal income 
• Total population 
• Total municipal equitable share 

                                            
4 The IAASB is exploring the topic of the audit of less complex entities, to understand the needs of Small and Medium Practices when applying audit and non-audit IAASB 
standards. As the project is in early stages, no specific considerations for this project was identified. 
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Body / jurisdiction Framework and purpose Criteria 

National Small Business Act Guidelines to promote small business • Number of employees 
• Value of turnover 
• Gross asset value 

South African Revenue Service (SARS) Small business classification for tax purposes • Value of turnover 
• Different requirements for “small business corporation” 

South African Reserve Bank (SARB) Classification of Public Corporations, Public 
Enterprises, Extra-Budgetary Institutions and 
Funds into categories for statistical analysis 
purposes 
[The SARB believed extra-budgetary 
institutions may be aligned to entities this 
project considers small.] 

List of 10 criteria, including: 
• Controlling shareholding (government?) 
• Producing goods and services for the open market; Unique goods or services 
• Financial independence; Profit motive  
• Right to issue bonds  
• Dividend and authorised share capital  
• Legislative requirement 

SARB Requesting surveys for SARB’s economic 
statistical purposes 

• Value total assets (when looking at balance sheet) 
• Value of revenue (when looking at income statement) 
• Number of employees (when considering social aspects) 
• Economic subclassification of entities 

AGSA Small auditee methodology prescribing more 
effective audit approach for these entities 

Similar to IAASB description, plus: 
• Small budget to administer 
• No functions that impact National Development Plan / Medium Term Strategic 

Framework outcomes 
• No coordinating, monitoring, corrective functions 
• Not major GBE / public entity 
• Not parent / controlling entity 
• No direct public interest in results 

National Treasury Budget unit Determining which entities’ financial 
information to review for oversight purposes 

Value of budget (R300million) 

National Treasury Public Entity Governance unit To establish board remuneration categories Classification framework based on functions. Weighting of below depends on 
classification. 
• Span of control and mandate 
• Impact of decisions (local, provincial, national, international) 
• Size and structure 
• Skills required 

DHET Classify TVETs for funding purposes • Geographical location of college (rural, semi-rural, urban) 
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Annexure B 

General purpose financial reporting frameworks 

General purpose framework 

The ISA glossary defines a general purpose framework as a financial reporting framework 

designed to meet the common financial information needs of a wide range of users, which 

may either be a fair presentation framework or a compliance framework. 

Fair presentation framework 

The ISA glossary defines a fair presentation framework as a financial reporting framework that 

requires compliance with the requirements of the framework, and: 

(a) acknowledges explicitly or implicitly that, to achieve fair presentation of the financial 

statements, it may be necessary for management to provide disclosures beyond those 

specifically required by the framework; or 

(b) acknowledges explicitly that it may be necessary for management to depart from a 

requirement of the framework to achieve fair presentation of the financial statements. 

Such departures are expected to be necessary only in extremely rare circumstances. 

In South Africa5, financial reporting frameworks that are recognised as fair presentation 

frameworks are the International Financial Reporting Standards (IFRS Standards), IFRS for 

SMEs, Standards of GRAP and the Modified Cash Standard. 

Compliance framework 

The ISA glossary defines a compliance framework as a financial reporting framework that 

requires compliance with the requirements of the framework but does not contain the 

acknowledgements in paragraph (a) or (b) above of the definition of a fair presentation 

framework.  

                                            
5 From the South African Auditing Practice Statement (SAAPS) 2 Financial Reporting Frameworks and the Auditor’s 
Report 


