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BACKGROUND AND PURPOSE  

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

2019. The next step in the process is to develop transitional provisions for the adoption 

of the revised Standard, discuss a proposed effective date, and prepare an analysis of 

the level of approval required for the changes made to GRAP 104.  

2. Two project group meetings were held to discuss the proposed transitional provisions. 

These are included as attachments 4(b) and 4(c). The project group members supported 

the proposed transitional provisions, effective date, and analysis of the level of approval 

required. Suggestions were however made about piloting the requirements of GRAP 

104. This is discussed in more detail below.  

PROPOSED TRANSITIONAL PROVISIONS FOR GRAP 104 

Objective of transitional provisions 

3. Transitional provisions indicate how a Standard or changes to a Standard should be 

applied on initial adoption and provide guidance on how to deal with different accounting 

treatments between the old and the new accounting requirements. The transitional 

provisions for Standards of GRAP have also historically indicated whether a period of 

time – a ‘relief period’ - is provided to entities to fully comply with the Standards. The 

proposed transitional provisions are included as attachment 4(d) [Note: The proposed 

Directive currently reflects a mark-up of the IFRS transitional provisions – a clean version 

of the document will be published for comment].  

Basis used to develop the transitional provisions 

Overarching principles 

4. The amendments to GRAP 104 were based on IFRS 9 Financial Instruments and the 

related amendments to IFRS 7 Financial Instruments: Disclosures. The proposed 

transitional provisions are therefore based on those in IFRS 9 and IFRS 7. The 
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transitional provisions in IPSAS 41 Financial Instruments are also based on IFRS 9 and 

IFRS 7.  

5. The table below provides an analysis of differences between the old and the new 

Standard, and the need for specific transitional provisions: 

Area Comment 

Scope  Inclusion of financial guarantee contracts and loan commitments in GRAP 104 and not 

GRAP 19 Provisions, Contingent Liabilities and Contingent Assets.  

 Do not believe specific transitional arrangements are needed for the change in scope 

from GRAP 19 to GRAP 104. The overarching transitional provision is that the 

amendments are applied retrospectively. The most complex area of the change is likely 

to be how to determine impairment losses. Guidance on impairment losses is outlined 

in paragraphs .16 to .20 of the proposed Exposure Draft.  

Classification There are significant changes in the classification principles, particularly for assets.  

 Extensive guidance is provided in paragraphs .03 to .15 of the proposed Exposure 

Draft.  

Subsequent 

measurement 

Change from an ‘incurred’ impairment loss model to an ‘expected’ credit loss model, 

with consequential changes to how amortised cost and interest revenue are 

determined.  

 Guidance is provided in paragraphs .16 to .20 of the proposed Exposure Draft on how 

to determine impairment losses on initial application of the changes.  

Presentation Additional criteria included for when the legal right of set-off exists.  

 No specific transitional provisions required. The new principles should be applied 

retrospectively.  

Hedge 

accounting 

No requirements for hedge accounting in GRAP 104.  

 No transitional provisions developed. If hedge accounting applied, GRAP 104 indicates 

that the relevant IFRS should be applied, including any transitional provisions.  

Implementation issues to consider 

6. As many entities have significant debtors’ books, concerns were raised about the 

accounting for receivables, e.g. developing the credit loss model, and the recognition of 

revenue. This resulted in the introduction of practical expedients or relief in the Standard 

itself to assist with some of the issues, e.g. a credit matrix can be used instead of a full 

credit loss model, the requirements for purchased or originated credit impaired assets 

do not apply to receivables, and interest is always calculated on a gross basis for 

receivables.  

7. Some respondents raised concerns about the change in classification of financial assets 

and how this should be dealt with on initial adoption. This is outlined in the transitional 

provisions in IFRS 9 and proposed for adoption. Concerns were also raised by entities 

with significant investment and loan portfolios that the recognition of interest using the 

effective interest method would need to be done outside the system. This cannot be 

addressed by specific transitional provisions but could be dealt with as part of any 

‘transitional relief’ provided. ‘Transitional relief’ is discussed in the section below on the 

effective date.  
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8. Based on the analysis above, the Secretariat does not believe that any additional 

transitional provisions, over and above those already outlined in IFRS 9 and 7, are 

required.  

9. While the project group members supported the proposed transitional provisions, some 

indicated practical issues with how entities adopt new requirements. Entities seemingly 

use the opportunity to adopt new requirements to correct previously incorrect accounting 

practices and reflect the adjustment as a change in accounting policy rather than an 

error. Project group members indicated that it may be necessary for the Secretariat to 

issue a FAQ explaining the correct accounting. Many of the requirements in the previous 

and the new versions of GRAP 104 are the same. There could be an opportunity for 

entities to make changes because of incorrect application of existing requirements and 

to treat them as a change in policy. The Secretariat believes there is merit in developing 

an FAQ.  

ACTION REQUESTED #1 

The Technical Committee is REQUESTED to: 

(a) CONFIRM that no additional transitional provisions are required.  

(b) REVIEW the Exposure Draft of the proposed transitional provisions in attachment 

4(d), and if considered appropriate, RECOMMEND it to the Board for approval. 

POSSIBLE EFFECTIVE DATE 

10. When developing transitional provisions and proposing effective dates for Standards, 

the Board has in the past considered whether (a) the transitional provisions should 

permit a period of time to comply with certain requirements of the Standards (e.g. a 

three year relief period), or (b) the effective date should be delayed. For both options 

there is a risk that entities do nothing until the end of the reporting period in which the 

pronouncement should be applied. Most recent examples include the adoption of 

GRAP 103 on Heritage Assets where entities were allowed three years to comply with 

recognition and measurement requirements, and Directive 12 on The Selection of an 

Appropriate Reporting Framework by Public Entities where the effective date was 

delayed.  

11. The changes to GRAP 104 are significant, particularly for the accounting for financial 

guarantee contracts, the change in the classification of financial assets for subsequent 

measurement purposes, and the impairment model. Given the significance of the 

changes, entities should be given time to change policies, processes, and systems, 

and develop new valuation methodologies.  

12. The Secretariat is not in favour of allowing a period of time to comply with the 

Standards for the following reasons:  

• It can be overly complex for entities to understand to what the exemptions apply. 

• There is additional reporting during the period the transitional relief is applied.  

• How the transitional relief is applied often results in misunderstandings during the 

audits.  

• The information available to users during this transitional period may also be 

difficult to understand and may lose its informational value.  
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Delaying the effective date is a simpler alternative.  

13. IFRS 9 was effective from 1 January 2018. This means that the first sets of financial 

statements prepared using IFRS 9 were only presented this year. A number of issues 

are arising in practice in the private sector. Valuable lessons can be learned from the 

private sector which will make the implementation in the public sector easier. Any 

effective date proposed should therefore allow for practice to develop sufficiently in the 

private sector.  

14. Based on the current work programme, the Board is due to approve the transitional 

provisions for GRAP 104 in March 2020. Thereafter, there is a process to obtain the 

necessary approval for the implementation of the changes (see section below). Given 

the Board’s due process, the earliest date for approval could be 1 April 2021 as the 

revised GRAP 104 and related transitional provisions would be available for a year 

prior to implementation.  

15. The significance of the changes, with the proposal that practice develops in the private 

sector, means that the effective date should be delayed. Based on past practice, a 

period of three years is generally the time period allowed where transitional relief is 

needed. If this is the case, the proposed effective date would be 1 April 2024, i.e. 

financial statements for 31 March 2025 and 30 June 2025 will be based on the revised 

GRAP 104.  

16. The Secretariat is of the view that an effective date of 1 April 2024 is appropriate for 

the following reasons:  

• There would be approximately five years of IFRS 9 application in the private sector 

on which implementation in the public sector could be based.  

• Extending the period beyond three years could result in a new precedent being 

created by the Board for future projects, and a delayed response by entities to 

take action.     

• The National Treasury has indicated that it will develop guidance on financial 

instruments, which will help entities understand the basic principles under the 

current requirements. Much of this guidance, if applied by entities, will help with 

the implementation of the new requirements. The five year period will allow time 

for the guidance to be developed and implemented.  

• There are many Standards that would become effective in 2019 and 2020, so 

entities may receive some relief from the adoption of new requirements between 

2021 and 2024 (although some minor changes may become effective in the 

interim).  

As with other requirements, earlier application would be permitted once the 

amendments have been approved by the relevant authority.  

17. The project group members agreed with the proposal to delay the effective date and 

with the proposed date. They noted that it is important to ensure that preparers remain 

aware of the changes and what they need to do between finalising the transitional 

provisions and the effective date.  

18. The preparers that participated in the project group again expressed their concern about 

the complexity of the Standard and how entities were going to understand the 
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requirements of the Standards and its implications. They indicated that if there is going 

to be a delayed effective date, there is an opportunity to ‘pilot’ the Standard. The pilot 

would help to understand the requirements, what they mean for accounting policies, and 

practical issues regarding their implementation. The lessons learned could be used to 

inform any guidance developed by the National Treasury. They indicated that the 

National Treasury should facilitate the pilot project. The participants at the meeting from 

both public entities and municipalities indicated their willingness to participate in the pilot 

project.  

19. Given the complexity and that the entities’ current policies, processes and systems 

would need to be changed, there is real merit in piloting the project. While it is agreed 

that the National Treasury is the best entity to do this, the Secretariat could continue to 

play a role in facilitating discussions, resolving issues with experts in the private sector 

etc. Any proposal to pilot the project would need to be agreed with the National Treasury 

if they are to be responsible for the process.  

ACTION REQUESTED #2 

The Technical Committee is REQUESTED to: 

(a) CONFIRM if the effective date should be delayed rather than relief provided in the 

transitional provisions.  

(b) CONFIRM if a date of 1 April 2024 is appropriate.   

(c) DISCUSS the proposal to undertake a pilot project.  

APPROVAL OF REVISED GRAP 104 

20. When amendments are made to an existing Standard of GRAP, the Secretariat 

undertakes an analysis to assess whether the amendments should be submitted to the 

Minister of Finance or the Accountant-General for approval. The analysis is based on 

criteria outlined in the Board’s policy on Approving the Effective Dates of Standards. 

The detailed analysis is included in an Annexure to this memorandum.  

21. Based on the analysis, the Secretariat is of the view that approval will be required from 

the Minister.  

ACTION REQUESTED #3 

The Technical Committee is REQUESTED to: 

(a) REVIEW the analysis.  

(b) CONFIRM the proposal that the Minister of Finance approve the changes.  

 



 
 

 

 

Annexure – Assessment of criteria for level of approval required 

 

Criteria Commentary 

User perspective  

Does the amendment affect key information 

available to users to assess accountability and make 

decisions? 

There are a number of areas where different information will be available to users. While the information available will 

improve making decisions and holding entities accountable, users will need to be educated about the changes and how 

they should interrogate the information. The areas where different information will be available are as follows: 

• Financial guarantee contracts (and loan commitments): Instead of financial guarantee contracts being disclosed as 

contingent liabilities until default is probable (or there is a reliable measure of the liability), all financial guarantee 

contracts will be recognised and measured initially at fair value. At each reporting date, an entity will consider the 

probability of default and use this as the measurement basis where it is higher than the amortised fair value.  

• Measurement of more financial assets at fair value: With the change in classification, some assets that would 

automatically have been measured at amortised might now be measured at fair value. This will be the case for 

concessionary loans with contingent repayment features that are based on features inconsistent with a basic lending 

arrangement, subordinated loans, and potentially some non-recourse loans. For concessionary loans, users will 

receive information about the fair value of the loans at each reporting date, a reconciliation of the opening and 

closing balances of the loans, information about the subsidy component of any new loans granted, and what 

proportion of the change in fair value is due to credit risk.  

• Change in impairment model: Users will receive information about expected credit losses on financial assets as 

opposed to only receiving information about credit losses that have already occurred. While the change in approach 

provides predictive information to enable better decision-making, the model is complex. Users will need to 

interrogate the models, assumptions and judgement applied by management. The basis on which interest revenue 

is calculated will also be modified for financial assets that are credit impaired. A significant amount of additional 

information will be presented in the financial statements as a result of the change in impairment model.   

Preparer perspective  

Does the amendment result in a significant change 

in accounting policy, change in accounting estimate 

or enhancing the interpretation and understanding of 

a principle? 

Based on the areas outlined above, entities will be required to change their accounting policies for various transactions. 

These include, but are not limited to:  

• Financial guarantee contracts and loan commitments.  

• Changing the measurement of some financial assets from amortised cost to fair value.  



7 

 

• Developing policies and models on how to apply the expected credit loss model, including when ‘default’ occurs, what 

are ‘low credit risk’ instruments, what methodology will be used to determine whether there has been a significant 

change in credit risk, what sources of information will be used to develop forecasts, and how financial assets will be 

grouped to consider changes in credit risk as well as the quantum of impairment losses.  

• Developing policies and procedures on the changes to the recognition of interest revenue for credit impaired 

instruments.  

Does the amendment require a significant change in 

systems? 

There is likely to be a significant change in system requirements, particularly to accommodate changes in the recognition 

of impairment losses and tracking the ‘credit impaired’ status of financial assets, implementing systems to deal with two 

effective interest rates (effective interest rates and credit adjusted effective interest rates), and calculating interest on 

two different bases (gross or net depending on the credit impaired status of the financial asset). As interest revenue 

calculated using the effective interest method will need to be done outside the general ledger system, entities will need 

to develop other processes to produce the information.   

Does the amendment lead to a significantly 

increased level of skill or capacity required at 

entities? 

A significantly increased level and skill and capacity will be required. Given that preparers currently have a low level of 

understanding of the current requirements, much will need to be done to improve the skill and capacity of preparers (as 

well as users).  

Does the amendment significantly impact policies 

(e.g. budget policy, formats etc.)? 

There may be budget implications, for example:  

• If more instruments are measured at fair value, any changes in fair value may affect the budget (fair value changes 

are included in the budgets of municipalities).  

• It is likely that impairment losses will be higher than previously reported given the focus on expected losses based 

on forecast data.  

• Where financial guarantee contracts are issued, the initial recognition at fair value represents an expense in the 

statement of financial performance. Where default risk is high, impairment losses might be recognised on these 

contracts.  

• How interest revenue is budgeted will need to be considered, i.e. whether it will be aligned with accounting 

requirements, or recognised only on a gross basis.   

 


