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BACKGROUND AND PURPOSE  

1. The Board published an Exposure Draft of Proposed Transitional Provisions for the 

Amendments to GRAP 104 on Financial Instruments (Revised in 2019)(ED 177) in July 

2019 with a comment deadline of 29 November 2019.  

2. Based on the comment received, the Secretariat has identified areas for discussion as 

well as possible amendments to the proposed transitional provisions. The issues in this 

memorandum, along with the analysis of comments and proposed amendments to ED 

177, have been discussed at two project group meetings. The minutes of the project 

group meetings are included as attachments 4(b) and 4(c).  

DUE PROCESS 

3. Three comments letters were received from the following entities:  

• Altimax 

• City of Cape Town 

• Department of Treasury Free State Province (including responses from a number 

of departments).  

The analysis of the written comments is included as attachment 4(d).  

4. Engagements were held with preparers, auditors and technical specialists through 

roundtable discussions arranged by the Secretariat or participation in existing provincial 

structures. The analysis of the verbal comments received is included as attachment 4(e). 

Awareness was raised about ED 177 at various forums, workshops and presentations, 

as well as on social media.  

5. The purpose of the consultation was to assess whether the transitional provisions, which 

were based on IFRS 9 on Financial Instruments and IFRS 7 on Financial Instruments: 

Disclosures are complete and address practical and other issues that may exist. As a 
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result, the stakeholder outreach focused on preparers (both municipalities and public 

entities with significant debt/investment portfolios) and auditors. While the number of 

engagements was low, the comments received were constructive and dealt with a range 

of issues. Many of the same issues were raised more than once.  

6. As with the due process discussions on the revisions to GRAP 104, the level of 

engagement was low because of (a) the complexity of the topic, and (b) many entities 

only have simple financial instruments such bank accounts and creditors. In anticipation 

of the engagement being low, the Secretariat issued revised existing, and issued new, 

Fact Sheets in August 2019. Many stakeholders still seem unaware of these documents 

so more communication may be needed about their existence.  

7. Given that the transitional provisions are based on IFRS 9 and IFRS 7, along with the 

comments received about key areas of concern, the Secretariat believes that sufficient 

opportunities were given to entities (particularly those with complex instruments) to 

provide feedback on the proposed transitional provisions. The project groups supported 

this view.  

ACTION REQUESTED #1 

The Technical Committee is requested to NOTE the due process and CONFIRM the 

sufficiency of the consultation.  

KEY ISSUES AND PROPOSED AMENDMENTS 

Overarching issues 

8. A range of overarching issues were raised during the consultation. While it is important 

to address these issues, they do not have a direct effect on the proposed transitional 

provisions and/or effective date.  

Data on debtors 

Credibility of data  

9. Some respondents raised concerns about the reliability of data for debtors at local 

government. Key issues raised include that entities often process transactions and 

adjustments to debtors through the control account rather than to individual debtor’s 

accounts, and that billing for goods and services is incomplete or inaccurate. This means 

that there is insufficient data to apply a complex impairment model to debtors.  

10. To understand the extent of the problem outlined in paragraph 9, the Secretariat asked 

the AGSA to provide information on those municipalities that had issues on debtors. 

Based on data compiled for use in the General Report for 2017/2018, there are 

approximately 25% of municipalities that have issues with debtors. The assertions which 

were most often not met include completeness, classification, rights and obligations, and 

valuation and allocation. While 25% is a high number, it does not mean that this is a 

pervasive enough issue to prevent or delay the implementation of revised GRAP 104. 

The concerns raised seem to reflect a poor financial management environment as a 

result of a lack of basic internal controls. These issues will remain irrespective of the 

accounting requirements. 
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Segmentation of debtors’ accounts 

11. Municipalities indicated that they often only have a “single view” of a debtor or a property, 

e.g. one debtor with several services provided, or one property with several services 

provided - the information is not segmented into the various services provided. To 

ensure that impairment losses are calculated in accordance with the new requirements 

of GRAP 104, municipalities will need to be able to better segment their data.  

12. The project group comprising the firms debated whether the segmentation would be 

needed. Some members were of the view that if the counterparty is in default for one of 

the services, this may be a good enough indication of the credit risk related to the other 

services. Other project group members were of the view that customers often behave 

differently when settling debts as there might be different consequences. For example, 

customers are likely to pay for electricity as services will be suspended if they do not 

pay, while they may choose not to pay for water or property rates as suspending services 

or taking other action is more onerous. Municipalities also have different rules as to how 

they allocate payments received which may affect data on credit risk. It was agreed that 

the issue of segmentation would need to be explored in more detail in the 

implementation phase.  

Availability of data 

13. Municipalities indicated that the change to MSCOA may have resulted in a change in IT 

systems. Arrangements were made with service providers of legacy systems to provide 

them access to information for a period. This period may need to be extended to ensure 

that data is available to comply with the requirements of GRAP 104 – this is particularly 

the case if expected credit losses are calculated retrospectively, and where debts are 

written-off but the entity is still actively pursuing collection of those debts. This issue has 

been communicated to the Office of the Accountant-General.  

Change in impairment model and effect on government finances  

14. Some respondents indicated that the introduction of the expected credit loss model will 

give rise to an increase in impairment losses. These respondents were concerned that 

an increase in impairment losses will affect auditors’ assessments of going concern as 

well as the ratings for government debt. Other respondents were of the view that the 

revised impairment model provides users of the financial statements with information to 

make better decisions.  

15. When discussing the issue of increased impairment losses with stakeholders, some 

observed that many municipalities already include both past and current information in 

their impairment tests as they often consider current payment ratios in calculating 

impairment losses. General future economic data on its own (e.g. x% unemployment, 

GDP growth or contraction, etc.) is unlikely to increase impairment losses. Impairment 

losses may only be affected where specific events exist, e.g. closure of a specific entity 

in an area. In the private sector, there has also not been an automatic increase in 

impairment losses as a result of adopting IFRS 9.  

16. The project group comprising the firms discussed this issue and noted the following:  

• Some members were of the view that the change in approach will have an impact 

on government finances as well as on the ability of entities to comply with the new 
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requirements as they are complex. These members were of the view that debtors’ 

books are already about 80% impaired and believed that the change in model may 

increase this to 100% as the debtors are already in default. Other members argued 

that being in default does not automatically mean a full impairment of the debt.  

• Most project group members supported the change in impairment model as this 

would result in better information being available to manage credit risk. The 

members who opposed the implementation of the revised requirements indicated 

that they did not believe there would be any real change in the management of 

debtors simply because of the implementation of a new accounting Standard. While 

the adoption of GRAP 104 should not drive management, it has at least prompted 

some entities to start interrogating their information on debtors and identifying 

deficiencies. 

• There should be communication from the Secretariat about the change in 

impairment model and the potential impact. The communication should also explain 

that key performance measures could be affected.  

Policy issues 

17. Municipalities noted issues related to the implementation of GRAP 104 and the budget 

and tariff setting processes. These are as follows:  

• Municipalities are required to budget on an accrual basis. The budgeting 

requirements for impairment of debtors should be aligned with the revised principles 

in GRAP 104 to avoid unauthorised expenditure being incurred.  

• Municipalities use their budgets to set tariffs. The same respondents that raised 

concerns about the increase in impairment losses as a result of implementing the 

expected credit loss model, were concerned about municipalities increasing their 

tariffs to cover the increase in impairment losses.  

• The budget process requirements are implemented approximately 18 months 

before the year in which those requirements are applied. The effective date 

proposed should be long enough to deal with changes required to the budget 

process. 

18. The Secretariat has attempted on a number of occasions to engage with the Local 

Government Budget Analysis Unit (LGBA unit) at the National Treasury on these issues 

as they are responsible for budget policy for local government. In the absence of a 

meeting with the LGBA unit, these issues have been discussed to the Office of the 

Accountant-General at the National Treasury and will be escalated to the LGBA unit.  

Implementation support 

19. Stakeholders indicated that GRAP 104 is complex and requires specialist skills and 

capacity, and that changes would be needed to current systems to accommodate the 

changes. Stakeholders were asked about the initiatives that either the ASB or OAG 

could undertake to address the issues raised. This included a discussion on the Project 

Groups’ initial proposal to run a ‘pilot’ project.  

20. For the most part, stakeholders still do not seem to be fully aware of all the changes and 

what the impact could be on their accounting and/or operations. Stakeholders all 

supported the idea of a reference group/work group comprised of preparers, auditors, 
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the ASB and the National Treasury meeting during the transitional relief period to 

discuss and resolve issues. The group could discuss topics with specific groups of 

preparers at scheduled times, with the intention being that preparers would go away and 

do work on understanding the practical issues in their environment and discussing with 

the group how they could be resolved and/or what further guidance is needed.  

21. The Secretariat has already had informal discussions with the OAG on this proposal. 

Once the transitional provisions have been finalised, discussions will be held with the 

OAG and AGSA to formalise how this group could work.  

22. Stakeholders also raised concerns about communication of the changes and education 

and training. They noted that there will need to be ongoing communication and training 

initiatives leading up to the effective date of the Standard to ensure that entities have 

the right skills and capacity. One of the outputs of the reference group/work group could 

be targeted communication about the Standard and its implementation.  

23. Some respondents indicated that there is a lack of literature on how to account for public 

sector financial instruments. Respondents indicated that there is a high need for a GRAP 

Guideline on financial instruments. It was noted that the Guideline should be issued as 

soon as possible to avoid entities individually spending resources on understanding the 

requirements of the Standard. Other tools would also be helpful, for example, a credit 

matrix or an “automated” ECL impairment model that calculates impairment losses 

based on data input by entities.  

24. While project group members supported the initiatives, they indicated that a summary 

of the differences between GRAP 104 and IFRS 9 should be made available so that 

consultants do not ‘sell’ public sector entities tools that are based solely on IFRS 9.  

25. The OAG has applied for funding from the European Union to assist with the 

development of tools, as well as administering/executing the reference group. A decision 

is still awaited on the application.  

ACTION REQUESTED#2 

The Technical Committee is requested to NOTE the general issues above and the 

Secretariat’s proposed responses.  

Technical issues 

Issue #1 – Transitional provisions 

26. Most respondents supported the transitional provisions. As noted above, some raised 

concerns about the availability of the data that might be needed – particularly for 

calculating impairment losses - if the Standard is applied retrospectively.  

27. While the transitional provisions require retrospective application, retrospective 

restatement is not required for certain disclosures. In these instances, an entity can 

voluntarily provide information about prior years if it does not apply hindsight (see 

technical issue #2). However, all the requirements of the Standard need to be applied 

where comparative information is restated.  

28. In debating the transitional provisions during the public consultation, there were differing 

views about what the implications are for impairment, i.e. should impairment losses be 
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assessed retrospectively and just not retrospectively restated, or should impairment be 

assessed at the beginning of the year in which the Standard is adopted.  

29. Given that issues were raised about the availability of data for debtors, it was suggested 

that the transitional provisions be modified to indicate that the assessment of impairment 

losses for receivables is done (a) for lifetime losses, and (b) based on expected credit 

losses on the date of adoption.  

30. Both project groups debated this potential change and expressed the following views:  

View #1 - The project group comprised of preparers supported the change and noted 

that the same concession for the assessment of impairment losses should be made for 

other instruments as similar issues are likely to exist, e.g. concessionary loans, financial 

guarantee contracts, and loan commitments.  

View #2 - The project group comprised of the firms indicated that if a change is made 

for receivables, it should also be made for other financial instruments. However, they 

expressed reservations about the need for the guidance at all. They were of the view 

that preparers should apply the principles in GRAP 3 on Accounting Policies, Changes 

in Accounting Estimates and Errors in determining what retrospective application means 

in their circumstances. This would mean that entities would need to apply the principles 

retrospectively from origination, unless they could demonstrate that doing so is 

impracticable. They suggested that the Secretariat issue an FAQ explaining the 

application of the transitional provisions, and that the GRAP Guideline should include 

examples illustrating the application of the transitional provisions.  

31. While the Secretariat agrees with view #2 on the basis that it is a principles-based 

approach, demonstrating whether something is “impracticable” is often difficult a source 

of disagreement between auditors and preparers. Given the difficulties related to 

historical data on debtors and other instruments, and to facilitate simpler application of 

Standards, the Secretariat supports view #1. As a result, paragraph .18 of the proposed 

transitional provisions (included in attachment 4(f)) has been added.  

ACTION REQUESTED#3 

The Technical Committee is requested to indicate whether it supports: 

(a) view #1 as outlined above; and  

(b) the proposed wording to paragraph .18.  

Issue #2 – Option to restate comparative information 

32. Paragraph .16 allows an entity to provide comparative information for the disclosures in 

paragraphs .22 to .26. If comparative information is restated, hindsight should not be 

applied. While no issues were raised by respondents to ED 177 on this issue, 

respondents who also participated in the discussions on ED 176 on Improvements to 

Standards of GRAP (2016) indicated that similar options should be deleted from ED 176.  

33. Feedback received from the firms indicated that many entities in the private sector did 

not restate comparative information because of the complexity. In order to simplify the 

transitional provisions, both project groups supported the deletion of the option to restate 

comparative information. Paragraph .16 has been amended to reflect this proposal.  
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ACTION REQUESTED#4 

The Technical Committee is requested to CONFIRM that the option to restate 

comparative information (as outlined in paragraph .16) should be deleted.  

Issue #3 – Transitional relief versus delayed effective date and the effect on adoption 

34. Respondents generally supported the proposed effective date of 1 April 2024. Some 

were of the view that more time is needed to address the data issues. It is likely that the 

entities with the data issues will not be able to comply even if more time is granted as 

the issue is with poor financial management and lack of discipline rather than the 

requirements of an accounting standard.  

35. Questions were raised by respondents about the change to delaying the effective date 

rather than providing the three-year relief period in the context of early adoption of the 

Standard. Although not explicitly stated in the proposed transitional provisions, the 

Secretariat was of the view that the whole Standard would need to be adopted. The 

three-year relief period effectively allowed entities to incrementally change their 

accounting policies for certain transactions. The respondents that raised the issue 

indicated that they could deal with the “piecemeal” adoption outside of the financial 

statements.  

36. The project groups discussed the issue raised by respondents and expressed the 

following views:  

View #1 - Project group comprising preparers: Members supported the three-year relief 

period rather than the delayed effective date. They indicated that they want to be able 

to adopt the revised requirements on a piecemeal basis as this allows them to learn 

lessons for certain types of transactions or portfolios of assets/liabilities and implement 

these lessons in other areas. They also noted that if the effective date is earlier with a 

three-year transition period, entities may be prompted into action sooner rather than 

waiting until the year of adoption.  

View #2 - Project group comprising the firms: While members acknowledged the 

reasons for wanting a three-year relief period, they raised a number of reservations 

about how this approach could be implemented:  

• There would be different information available in the market across the sector as 

entities would be allowed to adopt based on their own decisions.  

• The adoption of the changes over a three-year period could allow entities to cherry 

pick what they want to implement and when they want to implement to it, which 

may lead to manipulation of results (e.g. the time of adoption of changes to drive 

a specific financial outcome).  

• The accounting treatment of new instruments during the three-year period, i.e. will 

they be accounted for using the old accounting policies, or the new accounting 

policies. While it is logical to apply the new principles to the new instruments, this 

might not be possible if the entity is still developing an appropriate classification 

and impairment model to deal with both old and new instruments.  

• Whether measurement would be still be required “at the date of adoption” if the 

three-year period is permitted. The Secretariat noted that in the past, 

measurement was required on the date of adoption. Members were of the view 
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that providing the relief is not helpful unless the ‘measurement date’ is also 

changed. This would need to be the start of the period in which the accounting 

policy for those specific transactions is changed.  

37. The concerns raised under view#2 capture the Board’s rationale for delaying the 

effective date rather than allowing the three-year transitional period. While the 

Secretariat acknowledges the reasons for wanting the three-year transition period, it 

supports delaying the effective date for the following reasons:  

• The benefits of allowing this relief outweighs the potential complexity in application 

and the lack of credible information to users during this period.  

• If the three-year period is allowed, the proposed effective date is likely to be 1 April 

2022 in order to (a) obtain the necessary approval from the Minister of Finance, 

and (b) ensure that the effective date is known for at least a year prior to its 

implementation.  

• Given that changes are likely needed to the budget policy and processes, this date 

may be too soon as the LGBA unit would firstly need to change the budget 

requirements, and secondly municipalities would need to implement the revised 

budget requirements.  

38. In response to the initial question raised by respondents about the effect of the delayed 

effective date and early adoption, a paragraph has been added (paragraph .02). This 

paragraph explains that the Standard can be early adopted, but that all the requirements 

need to be applied at that date.  

ACTION REQUESTED#5 

The Technical Committee is requested to CONFIRM:  

(a) the retention of the delayed effective date rather than the adoption of a three-

year relief period; and  

(b) the insertion of paragraph .02. 

NEXT STEPS 

39. The Board will review the comments on ED 177 in March 2020. If the transitional 

provisions are approved, the next step in the process is to request the Minister of 

Finance to approve the proposed effective date of 1 April 2024. This date will need to 

be changed if the Minister delays approving the Standard beyond March 2021 as entities 

should be allowed at least three years from when the Minister issues the final Gazette 

outlining the effective date.  

ACTION REQUESTED#7 

The Technical Committee is requested to REVIEW: 

(a) the analysis of comments and proposed responses in attachments 4(d) and 4(e); 

and  

(b) the proposed amendments to ED 177 in attachment 4(f); and  

(c) if considered appropriate, RECOMMEND the documents to the Board for its 

approval.  
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