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Commenting on this Exposure Draft 

The Accounting Standards Board (the Board) seeks comment on the Exposure Draft of the 

proposed revisions to the Standard of GRAP on Financial Instruments. Based on 

developments internationally to improve reporting to users of the financial statements on 

financial instruments and their associated risks, the Board agreed that revisions to the 

existing Standard are required.  

The proposals in this Exposure Draft may be modified in the final document in the light of 

comment received. Comment should be submitted in writing so as to be received by 7 

December 2018. Email responses are preferred. Unless respondents to this Exposure 

Draft specifically request confidentiality, their comment is a matter of public record once the 

Standard of GRAP has been issued. Comment should be addressed to: 

The Chief Executive Officer 

Accounting Standards Board 

P O Box 7001 

Halfway House 

1685 

Fax: +2711 697 0666 

E-mail Address: info@asb.co.za 

Copyright © 2018 by the Accounting Standards Board 

All rights reserved. No part of this publication may be reproduced, stored in a retrieval 

system, or transmitted, in any form or by any means, electronic, mechanical, 

photocopying, recording, or otherwise, without the prior permission of the Accounting 

Standards Board. The approved text is published in the English language. 

Permission to reproduce limited extracts from the publication will usually not be withheld 
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Introduction 

Standards of Generally Recognised Accounting Practice (GRAP) 

The Accounting Standards Board (the Board) is required in terms of the Public Finance 

Management Act, Act No. 1 of 1999, as amended (PFMA), to determine generally 

recognised accounting practice referred to as Standards of Generally Recognised 

Accounting Practice (GRAP). 

The Board must determine GRAP for: 

(a) departments (including national, provincial and government components); 

(b) public entities; 

(c) trading entities (as defined in the PFMA); 

(d) constitutional institutions; 

(e) municipalities and boards, commissions, companies, corporations, funds or other 

entities under the ownership control of a municipality; and 

(f) Parliament and the provincial legislatures.  

The above are collectively referred to as “entities”.  

The Board has approved the application of International Financial Reporting Standards 

(IFRS® Standards) issued by the International Accounting Standards Board® for:  

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

Appropriate Reporting Framework by Public Entities; and 

(b) entities under the ownership control of any of these entities. 

Financial statements should be described as complying with Standards of GRAP only if 

they comply with all the requirements of each applicable Standard and any related 

Interpretations of the Standards of GRAP.   

Any limitation of the applicability of specific Standards or Interpretations is made clear in 

those Standards or Interpretations. 

All paragraphs in the Standards have equal authority. The status and authority of 

appendices are dealt with in the preamble to each appendix. The Standards should be 

read in the context of their objective, their basis for conclusions if applicable, the Preface 

to Standards of GRAP, the Preface to the Interpretations of the Standards of GRAP and 

the Framework for the Preparation and Presentation of Financial Statements.  

Standards of GRAP and Interpretations of the Standards of GRAP should also be read in 

conjunction with any directives issued by the Board prescribing transitional provisions, as 



 
  ED 167 

 

Issued June 2018                                              4                                           Financial Instruments 
 

 

well as any regulations issued by the Minister of Finance regarding the effective dates of 

the Standards, published in the Government Gazette. 

Reference may be made here to a Standard of GRAP that has not been issued at the time 

of issue of this Standard. This is done to avoid having to change the Standards already 

issued when a later Standard is subsequently issued. Paragraph .11 of the Standard of 

GRAP on Accounting Policies, Changes in Accounting Estimates and Errors provides a 

basis for selecting and applying accounting policies in the absence of explicit guidance. 
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Background to this Exposure Draft 

The Board issued GRAP 104 on Financial Instruments in October 2009. GRAP 104 was 

based on existing International Financial Reporting Standards (IFRSs) effective at that time, 

modified to be relevant to, and implementable by, the South African public sector.  

Following the global financial crisis, the IFRSs on which GRAP 104 were based have been 

revised by the International Accounting Standards Board (IASB). The key revisions made by 

the IASB responded to concerns raised by users of the financial statements about the 

measurement of financial instruments and the use of fair value, the timeliness with which 

credit losses were recorded on financial assets, and the requirements for hedge accounting. 

These revisions are outlined in IFRS 9 Financial Instruments, with corresponding 

amendments made to IFRS 7 Financial Instruments: Disclosures.  

Based on the changes internationally, stakeholders locally indicated during the consultation 

on the ASB’s work programme in 2016 that the Board should consider revising the following 

aspects of GRAP 104:  

 Classification of financial instruments, in particular financial assets.  

 Impairment model for financial assets.  

 Hedge accounting.  

The Board agreed to revise GRAP 104 and commenced with the development of the 

amendments in the first quarter of 2017. 

Developing the amendments to GRAP 104  

Overarching principle 

When the Board commenced work on revising GRAP 104 in the areas identified by 

stakeholders, it became clear that there was a substantial amount of GRAP 104 that needed 

revision.  

One of the first key questions raised by the Board during its deliberations was whether, or 

the extent to which, GRAP 104 should be converged with IFRS 9 Financial Instruments and 

its related amendments.  

The Board’s recently approved policy on Convergence with International Standards notes 

that while the Board aims to converge its Standards with IPSASs (or IFRSs, where relevant), 

an assessment should be made to determine if convergence meets the ASB’s mandate and 

strategic objectives, and if any other local factors need to be considered (e.g. local reforms, 

resource constraints etc.).  

The Board agreed that GRAP 104 should be aligned with IFRS 9, but that local issues and 

the local environment need to be considered, including the need to simplify the requirements 
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wherever possible. As a result of this decision, there are areas where GRAP 104 departs 

from the requirements of IFRS 9. Any departures from IFRS 9, IFRS 7 or IAS 32 Financial 

Instruments: Presentation are explained in the basis for conclusions.  

Linking to the work of the IPSASB 

At the same time that the Board commenced work on the development of amendments to 

GRAP 104, the IPSASB was developing, and subsequently issued, draft amendments to 

IPSAS 29 Financial Instruments and its related Standards (ED 62). The principles in ED 62, 

although not yet final, were considered in developing certain areas of the proposed 

amendments to GRAP 104.  

Key amendments to GRAP 104  

While there are revisions proposed to significant areas of GRAP 104, much of GRAP 104 

remains unchanged. A full-mark-up of the amendments to GRAP 104 is available on the 

ASB’s website for information purposes.  

The more significant revisions to GRAP 104 and their implications are outlined in the 

Annexure to this document. Executive summaries are also available on the website outlining 

the differences between the existing and proposed requirements in GRAP 104. 

Next steps 

It is currently anticipated that the Board will finalise the amendments to GRAP 104 in the first 

quarter of 2019.  

After the amendments are approved by the Board, transitional provisions and an effective 

date will be proposed and issued for comment. At this time, an assessment will also be 

made as to whether Ministerial approval is required for the changes made.  

Due process and timetable 

The Board invites comment on the proposals set out in this Exposure Draft from preparers, 

users, auditors, standard-setters and other parties with an interest in public sector financial 

reporting.  

Upon the closure of the comment period, the Board will consider the comment received on 

the Exposure Draft.  

Request for comment 

Comment on this Exposure Draft is invited by 7 December 2018. The Board requests that 

respondents express an overall opinion on whether the Exposure Draft, in general, is 

supported and to supplement this opinion with detailed comment, whether supportive or 

critical. Respondents are also invited to provide detailed comment identifying the specific 

paragraphs to which it relates, explaining the issue and suggesting alternative wording, with 
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supporting reasoning, where appropriate. The basis for accepting or rejecting significant 

comment will be published on the website. 

The Board would particularly appreciate answers from respondents to the questions posed 

below.  

Specific matters for comment 

Scope of GRAP 104 

Financial guarantee contracts 

Financial guarantee contracts issued by an entity meet the definition of financial instruments 

and are in the scope of IFRS 9. In the past, the Board indicated that entities that issue 

financial guarantee contracts should apply GRAP 19 Provisions, Contingent Liabilities and 

Contingent Assets to account for these arrangements. GRAP 19 was used given potential 

complexities that existed for their initial measurement at fair value.  

The Board amended its earlier decision as the approach in GRAP 19 resulted in some 

financial guarantee contracts being recognised and others being disclosed.  

Question 1 

(a) Do you agree that financial guarantee contracts issued by an entity should be treated 

as financial instruments within the scope of GRAP 104 (see paragraph 1.3(d), AG1.6 

and AG5.24 to AG5.28)?  

(b) Do you agree that, if a reliable measure of fair value is not available for financial 

guarantee contracts issued in non-exchange transactions, they should be measured 

initially at their loss allowance?  

Loan commitments 

Loan commitments were previously recognised and/or disclosed in accordance with GRAP 

19. IFRS 9 requires that loan commitments should be assessed for impairment using the 

expected credit loss model. When the loan is drawn down, impairment is assessed on both 

the drawn and undrawn components of the loan. As the approaches in IFRS 9 and GRAP 19 

are incompatible the Board agreed to revisit the accounting for loan commitments. The 

Board proposes including loan commitments within the scope of GRAP 104. Where a loan 

commitment is issued in a non-exchange transaction and there is no reliable measure of fair 

value, the loss allowance is determined on initial recognition. If an entity commits to provide 

a concessionary loan, the initial measurement of the loan includes both the loss allowance 

plus any social benefit component. This amount is recognised in accordance with the 

Framework for the Preparation and Presentation of Financial Statements.  
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Question 2 

(a) Do you agree that loan commitments issued by an entity should be treated as financial 

instruments within the scope of GRAP 104 (see paragraph 1.3(e) and 1.7)?  

(b) Do you agree that, if a reliable measure of fair value is not available for a loan 

commitment issued in non-exchange transactions, they should be measured initially at 

their loss allowance? 

(c) Do you agree that where an entity commits to provide a concessionary loan, the loan 

commitment should be measured initially at the loss allowance and any social benefit 

provided, and recognised in accordance with the Framework for the Preparation and 

Presentation of Financial Statements? 

Hedge accounting  

When GRAP 104 was originally issued, the Board considered whether guidance was 

needed on hedge accounting. As entities are restricted from entering into certain 

transactions in legislation or similar, the types of financial instruments entities may enter into 

are often not complex. The need for guidance on hedge accounting is therefore low.  

As a result, the Board initially agreed that to not provide guidance on hedge accounting in 

GRAP 104, and instead refer entities to the relevant private sector Standards.  

Based on preliminary feedback from stakeholders, there was no need to revisit this position.  

Question 3 

Do you support the Board’s proposal on hedge accounting? 

Classification of financial instruments 

The Board agreed to align the classification principles for financial instruments in GRAP 104 

with those in IFRS 9, with the exception of introducing a category of financial assets 

measured through “other comprehensive income” and the requirement to measure all 

investments in residual interests at fair value.  

Question 4 

Do you agree with the new classification (and reclassification) principles for financial 

instruments as outlined in paragraphs 4.1 to 4.8 and 4.16 to 4.17? 

Question 5 

Do you agree with the proposal to allow, as a practical expedient, entities to measure 

investments in residual interests at cost where there is no reliable measure of fair value (as 

outlined in paragraphs 4.4, 4.6 and 5.36)?  
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Measurement of financial instruments 

New principles have been introduced for the measurement of financial instruments at 

amortised cost. The “incurred loss” approach to impairing financial assets in GRAP 104 has 

been replaced with the “expected credit loss” approach in IFRS 9.  

Question 6 

Do you agree with the following proposed revisions to GRAP 104:  

(a) The principles used to determine amortised cost (as outlined in paragraphs 5.13 to 

5.16)? 

(b) The expected credit loss approach to impairing financial instruments (as outlined in 

paragraphs 5.17 to 5.35)? 

(c) The exclusion of receivables from the requirements for purchase or originated credit 

impaired instruments (as outlined in paragraph 5.31)? 

Presentation of financial instruments 

Offsetting of financial instruments 

Since issuing GRAP 104, IAS 32 introduced additional guidance on how to apply the 

offsetting principles of the Standard. The additional guidance is outlined in paragraphs 

AG7.2 to AG7.8. As a consequence of this additional guidance, new disclosure requirements 

were introduced. These additional disclosure requirements are included in paragraphs 8.14 

to 8.19.  

Question 7 

Do you support the proposed disclosures? Do you anticipate any practical issues in 

preparing these disclosures?  

Disclosures 

Locally developed disclosures 

When the Board developed GRAP 104, the Board included specific disclosures that it 

thought users in the local environment would find useful. These are as follows:  

(a) The encouraged disclosure of the nominal values of financial instruments.  

(b) Whether collateral held is sufficient for the debt owing.  

Disclosure (a) has been deleted in the proposed revision of GRAP 104 as the Board has 

eliminated encouraged disclosures from the Standards wherever possible. The encouraged 

disclosures that remain in the Standard reflect aspects that are required in IFRS 7 and serve 

to remind preparers that it may be appropriate to disclose additional information in specific 

circumstances.  



 
  ED 167 

 

Issued June 2018                                              10                                           Financial Instruments 
 

 

The disclosure in (b) has been retained, but feedback is required as to whether disclosure of 

this information is relevant to users.  

Question 8 

Do you support the deletion of the disclosure of (a) and the retention of the disclosure of (b)? 

In particular, does the disclosure requirement in (b)(see paragraph 8.22(b)) provide relevant 

information to users of the financial statements?  

Concessionary loans 

The Board agreed to include additional disclosures on concessionary loans issued by an 

entity. The purpose of these disclosures is to provide users with information about the 

concessionary aspects of the loans to users of the financial statements, and or any credit 

losses incurred on initial recognition. These disclosures are included in paragraphs 8.24 to 

8.27.  

Question 9 

Do you support the proposed disclosures? Do you anticipate any practical issues in 

preparing these disclosures?  

New disclosures  

As a consequence of the new classification approach for financial instruments and the 

impairment model, a number of new disclosures have been introduced.  

Question 10 

Do the new disclosure requirements outlined in the following areas (a) provide relevant 

information to users in the public sector, and (b) if yes, are there any practical challenges 

that the Board should be aware of in providing these disclosures?  

Impact on the local environment 

Question 11 

Are there any regulatory or other issues that exist in the South African environment that may 

affect the implementation of the proposed Standards of GRAP? 

If yes, please provide details of these regulatory or other issues that should be considered in 

finalising the proposed Standards of GRAP.  

Question 12 

A number of examples have been included in Appendix C and D of the revisions to GRAP 

104. In your view: 
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Should the National Treasury consider the development of any other implementation 

guidance, in addition to the GRAP Implementation Guideline already available? Please 

explain your response. 

Are there any examples in Appendix C or D that are not relevant to the public sector and 

should be deleted or any specific examples that should be added? 

Question 13 

In your view, overall, does the application of the proposed amendments to GRAP 104 result 

in financial statements that would be useful to users? Please explain your response.  

In your view, what are the costs and benefits of the proposals relative to the current 

accounting for financial instruments? In relation to quantitative financial costs, the ASB 

would be interested to understand the nature and estimated amounts of any expected 

incremental costs, or cost savings, of the proposals relative to the existing accounting.  

General matters for comment  

As with any other Exposure Draft, comment on any other matter contained in this Exposure 

Draft would also be welcomed. Comment is most helpful if reference is made to a specific 

paragraph or group of paragraphs. 


