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TO:  MEMBERS OF THE TECHNICAL COMMITTEE  

FROM:  AMANDA BOTHA  

SUBJECT: DESKTOP REVIEW OF GRAP 2 ON CASH FLOW STATEMENTS  

DATE:  11 FEBRUARY 2021 

FILE REF: ATTACHMENT 3(a) 

BACKGROUND  

1. The Board undertakes desktop reviews of annual financial statements to assess 

compliance with the Standards of GRAP and to identify practices and emerging issues. 

Specific outputs of the review could include proposals to amend the Standard, to issue 

Frequently Asked Questions (FAQs) or to take other actions as determined by the Board. 

2. Following the feedback on the work programme consultation for 2021 to 2023, the Board 

agreed to undertake a desktop review on GRAP 2 Cash Flow Statements (hereafter 

referred to as the “the review”). The approved project brief for the review is included as 

attachment 3(b) for information purposes. 

3. The initial output of the project was to identify issues from a desktop review of the 

financial statements and then to discuss the findings with stakeholders involved in 

preparing the cash flow statement, as well as with auditors and technical advisors 

(hereafter collectively referred to as a stakeholders). These engagements were held on 

the 4th and 9th of February 2021 and were aimed at:  

(a) sharing the results of the review with stakeholders; 

(b) allowing stakeholders to raise practical challenges or issues with applying the 

principles in GRAP 2;  

(c) allowing stakeholders to share reasons for the observations from the review; and  

(d) obtaining input on possible actions for consideration by the Technical Committee 

and Board. 

The minutes of these engagements are included as attachments 3(c), 3(d) and 3(e).  

OBJECTIVE OF THIS MEMORANDUM 

4. The objective of this memorandum is to present to the Technical Committee:  
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• a summary report of (i) the results of the review of a selection of entities’ financial 

statements; and (ii) other practical challenges noted by stakeholders;  

• feedback from stakeholders of the potential reasons or root causes for the findings; 

and 

• possible actions for consideration by the Technical Committee and Board. 

APPROACH TO UNDERTAKING THE DESKTOP REVIEW 

Scope of the review 

5. The review focused on compliance with the requirements in GRAP 2, and how 

information is presented in the cash flow statement. Given the nature of the review, it 

was not possible to review compliance with the requirements where the information was 

not readily apparent, or could not have been derived from, the financial statements. The 

focus of the review was also not to test the accuracy of the numbers presented in the 

cash flow statement. 

6. Non-authoritative guidance issued by stakeholders on the application of GRAP 2, for 

example the National Treasury’s GRAP Accounting Guideline on GRAP 2 on Cash Flow 

Statements (hereafter referred to as the “GRAP 2 Accounting Guideline”) was not 

assessed.  

7. Legislation requires specific disclosures for cash and cash equivalents, such as the 

name of the bank where the account is held, the type of account and the opening and 

closing balances of these accounts. The review also did not assess compliance with 

these legislative disclosure requirements.    

8. One of the areas where cash receipts and payments can be reported on a net basis, is 

when the receipt or payment is made on behalf of customers, taxpayers or beneficiaries 

when these cash flows reflect the activities of the other party, rather than those of the 

entity. As GRAP 109 on Accounting by Principals and Agents only became effective for 

financial periods commencing on or after 1 April 2019, the Secretariat proposes to 

review the presentation of cash flow items on a net basis, specifically those that involve 

a principal-agent arrangement, when it undertakes a review of GRAP 109. 

Sample selected 

9. The review included a representative selection of financial statements of entities in all 

spheres of government that apply Standards of GRAP. Entities’ financial statements 

were selected on a random basis. CET Colleges were excluded from the review as, at 

the time of the review, their audit outcomes were still negative, or some of them were 

still in the process of adopting the Standards of GRAP. 

10. The review considered the audited financial statements for the 2018/2019 reporting 

period. Where the 2018/2019 financial statements were not available, the 2017/2018 or 

2016/2017 audited financial statements were considered.  

11. The table summarises the number of entities whose financial statements were included 

in the review. The details of the entities’ financial statements selected, and the basis 

applied for the selection is set out in Annexure A: 

 



3 

 

Entity type 
Total number of 

entities 

Number of 

entities reviewed 

Percentage 

selection 

Constitutional Institution 9 1 11% 

Metro municipalities 8 5 63% 

District municipalities 44 3 7% 

Non-delegated and other local 

municipalities  

205 

 

18 

 

9% 

Municipal entities 60 8 13% 

Parliament  1 1 100% 

Provincial Legislature 9 1 11% 

Schedule 2  2 2 100% 

Schedule 3A 155 15 10% 

Schedule 3B  9 5 56% 

Schedule 3C 56 9 16% 

Schedule 3D 8 3 38% 

TVET college 50 5 10% 

Total  79  

12. During the stakeholder engagement concerns were noted with selecting audited 

financial statements. Stakeholders observed that prior to the commencement of the 

audit, a number of entities experience issues with the preparation of the cash flow 

statement. These issues are mostly resolved by the time that the audit is completed, 

resulting in minimal audit qualifications on the cash flow statement itself. Based on this, 

a proposal was made that the management letters issued by the auditors to the entities 

included in the sample should be reviewed as it could highlight other challenges 

experienced with the preparation of the cash flow statement.  

13. In response, the Secretariat noted that it can only include financial statements in the 

review as these are publicly available. Information about audit issues is considered 

through a review of the General Report issued by the AGSA, and/or the individual audit 

reports of entities included in the review. The Secretariat is also of the view that the 

issues that are likely to be raised in the management letters relate to a lack of skill and 

capacity, and poor internal control environments. Such matters are not within the 

Board’s mandate to resolve.  

14. The Secretariat therefore recommends to share the comment with the National Treasury 

and highlight that there may be more pervasive issues related to the preparation of the 

cash flow statement, in addition to those noted from the review. If the National Treasury 

decides to provide more guidance to stakeholders in preparing the cash flow statement, 

additional issues can most likely be noted from management letters issued by auditors.  

Sufficiency of the review 

15. The Secretariat believes that the financial statements reviewed was sufficient to identify 

pervasive issues and other areas where corrective action may be necessary. The 
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Secretariat is of the view that it is unlikely that any additional matters would have been 

identified from reviewing additional financial statements.  

16. Even though the majority of the stakeholders supported the Secretariat’s view on the 

sufficiency of the review, it was noted that none of the financial statements selected 

included segment reports. As GRAP 2 includes an encouraged disclosure for amounts 

of cash flows arising from the operating, investing and financing activities of each 

reportable segment, some stakeholders proposed that the sample should be expanded 

to consider financial statements where segment reports were prepared.  

17. In response, the Secretariat noted that GRAP 18 on Segment Reporting (GRAP 18) will 

to, a large extent, only be applied by municipalities. As GRAP 18 only became effective 

for municipalities and municipal entities for financial periods commencing on or after 1 

April 2020, none of the financial statements selected for municipalities included a 

segment report. It was also noted that it is difficult to know which entities have prepared 

a segment report prior to including them in the sample.  

18. GRAP 2 encourages the disclosure of cash flows arising from operating, investing and 

financing activities of each reportable segment. As these are merely encouraged 

disclosures, the Secretariat proposes to monitor this disclosure following the 

implementation of GRAP 18 by municipalities. If any concerns in this area are noted, the 

Board could address these by including a review of GRAP 18 as a potential project as 

part of its next work programme consultation.  

MATTERS FOR DISCUSSION #1 

The Technical Committee is requested to:  

(a)   NOTE the approach followed for selecting the financial statements included in the 

review;  

(b)  CONFIRM if it agrees with the Secretariat’s proposals on the review of management 

letters (see paragraphs .13 and .14) and segment reports (see paragraph .18); and  

(c)  CONFIRM if it agrees with the sufficiency of the selection. 

APPROACH TO ADDRESS THE ISSUES NOTED FROM THE DESKTOP REVIEW  

19. The review highlighted a number of pervasive issues in preparing the cash flow 

statement. Similar issues were highlighted in reports issued by regulatory bodies. 

Examples of these reports are the JSE’s Report on the Proactive Monitoring of Financial 

Statements and the Public Inspections Report issued by the Independent Regulatory 

Board for Auditors (IRBA).  

20. The Secretariat will engage with the Office of the Accountant-General (OAG) to 

communicate the findings of the review. This will enable the OAG to consider the impact 

of these findings, if any, on the GRAP 2 Accounting Guideline. The findings will also be 

shared with IRBA, the JSE and the Public Sector Audit Committee Forum.  

21. Based on past practice, the Secretariat proposes that a Research Paper could be 

developed to outline the findings of the review along with the Board’s actions. 

Stakeholders supported the publication of a Research Paper. Stakeholders emphasised 

the need for the results of the review to be shared so that entities can apply the lessons 

learnt from the review when preparing their cash flow statements. It was proposed that 
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the Research Paper should list the issue of non-compliance and highlight the GRAP 2 

principle that should be applied. 

22. The Secretariat also intends to create awareness of the issues noted from the review 

through writing articles, issuing social media posts, etc. 

MATTERS FOR DISCUSSION #2 

The Technical Committee is requested to: 

(a)    NOTE the approach to address the issues noted from the review; and  

(b)    CONFIRM if it agrees with proposal to develop a Research Paper.  

RESULTS OF DESKTOP REVIEW 

23. The review does not highlight non-compliance with the Standards of GRAP in any 

individual set of financial statements reviewed. The areas of non-compliance with GRAP 

2, and the number of practice issues identified in this memorandum are limited to 

pervasive issues. 

General observations and proposed actions to be considered 

Feedback from stakeholders 

24. In considering the results from the review, stakeholders confirmed that the current 

principles in GRAP 2 are appropriate. Concerns in applying the principles in GRAP 2 in 

the following areas were noted:  

• capacity constraints – the cash flow statement is often the last component of the 

financial statements to be prepared. Not acknowledging the importance of the cash 

flow statement, along with capacity constraints at entities, could be possible reasons 

for this practice; 

• lack of skill – preparers have challenges with the application of the principles in 

GRAP 2, despite the principles in the Standard being clear. Preparers are unsure 

which items require adjustments in the reconciliation, and where these adjustments 

should be made and included in the cash flow statement;  

• errors and mathematical mistakes – preparers do not adjust all non-cash items in 

the reconciliation as a result of an oversight or incorrectly applying the principles in 

GRAP 2. There is over reliance on software programs to provide accurate 

information for purposes of the cash flow statement. However, actions by preparers 

to make appropriate adjustments are still required, but not necessarily effected in 

all instances; and 

• inadequate adjustments processed by software programs or incomplete templates 

– software programs and templates that are used to prepare the cash flow statement 

often do not provide for all adjustments in the reconciliation or for adjusting all non-

cash flow items. Entities often only rely on software programs and tools to make 

appropriate adjustments.  

Proposed actions to be considered 

25. As a general observation, stakeholders acknowledged that a behaviour change is 

required among preparers on the importance of the cash flow statement. Preparers 

should allocate more time to accurately prepare the cash flow statement. There should 
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be a greater focus on holding management accountable for the preparation and 

accuracy of the cash flow statement.  

26. Stakeholders also emphasised that the National Treasury should play a role in providing 

more application guidance to entities in preparing the cash flow statement. 

27. Stakeholders made the following proposals to assist entities with the preparation of the 

cash flow statement:   

• Develop a detailed illustrative example that covers every possible adjustment 

required for the preparation of the cash flow statement. The example should 

illustrate (a) what adjustments need to be made in the reconciliation; (b) whether 

these adjustments comprise movements in working capital or adjustments for non-

cash items; and (c) where the amounts need to be presented in the cash flow 

statement. 

• Develop a template that comprises a working document of adjustments that are 

made in preparing the cash flow statement. This working template could be 

presented to auditors as evidence for amounts presented in the cash flow 

statement. 

• Develop a checklist setting out the GRAP 2 requirements.  

• The ASB should host a workshop on the presentation of the cash flow statement 

where the treatment of specific items are explained in detail.  

• Entities should develop appropriate systems that can be applied to identify the 

required adjustments needed in preparing the cash flow statement.  

28. The Secretariat is of the view that even though an illustrative example or template could 

be useful, it could discourage preparers to consider their entities activities and 

operations, as well their specific transactions and events in preparing the cash flow 

statement. It is challenging to include every possible scenario to be adjusted in such a 

template as the nature of entity’s operations differ, and different materiality thresholds 

are applied in preparing financial statements.  

29. The Secretariat is also of the view that developing an illustrative example and working 

template, as well as hosting a workshop that explains the preparation of the cash flow 

statement, is not within the Board’s mandate. The Secretariat therefore proposes to 

share the recommendations noted by stakeholders in paragraphs .24 to .26 with the 

OAG.  

30. In addition to publish a Research Paper, stakeholders also proposed that the illustrative 

example in GRAP 2 should be re-instated and that this example should be expanded 

with some of the principles in the Standard that are incorrectly applied by entities as 

noted from the review. The Secretariat supports this proposal.  

MATTERS FOR DISCUSSION #3 

The Technical Committee is requested to: 

(a)    NOTE the general observations raised by stakeholders; and  

(b)    CONFIRM the proposals in paragraphs .25 to .30 and RECOMMEND actions to the 

Board. 
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Other observations from the review 

31. Observations from the review of the cash flow statement and feedback obtained from 

stakeholders in other areas are classified into the following categories: 

• Application of materiality in preparing the cash flow statement 

• Reconciliation of surplus/(deficit) to net cash flows from operating activities  

• Operating activities 

• Investing activities 

• Financing activities 

• Cash and cash equivalents  

• Disclosure requirements  

Application of materiality in preparing the cash flow statement 

32. From the review it was not evident how entities apply materiality in preparing the different 

components of the financial statements, and specifically, whether entities may consider 

it appropriate to apply different materiality levels to the different components of the 

financial statements. As an example, it was noted that dividend in specie was included 

in the reconciliation of surplus/(deficit) to net cash flows from operating activities 

(hereafter referred to as “the reconciliation”), but no information on the dividend in specie 

was presented in either the statement of financial performance or in the notes to the 

financial statements.  

Feedback from stakeholders  

33. Stakeholders confirmed that most preparers are unaware of the role that materiality 

plays in preparing financial statements, specifically the cash flow statement. Even 

though guidance on materiality is available, stakeholders are either unaware of this 

guidance or are not applying the guidance to change past practices in preparing financial 

statements.  

34. Some preparers indicated that materiality is not specifically considered when preparing 

the cash flow statement. It was noted that some entities present all amounts in the cash 

flow statement, irrespective of their materiality. Additional disclosures are then provided 

to ensure that amounts presented in the cash flow statement are aligned with amounts 

presented in the statement of financial performance and statement of financial position.  

35. Some preparers noted that they apply the same materiality threshold to the different 

components of the financial statements. This materiality threshold is also applied to 

adjust for items in the reconciliation.  

36. It was noted that a lack of knowledge, rather than the application of different materiality 

thresholds, is most likely the driver for inconsistent disclosures in the various 

components of the financial statements. 

Proposed actions to be considered 

37. Stakeholders proposed that, as an outcome of the review, the application of materiality 

in the context of preparing the cash flow statement should be explained. It should be 

emphasised that, in preparing the cash flow statement, preparers should not only focus 
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on quantitative materiality, but that qualitative aspects should be considered. This 

explanation can be included in the Research Paper, or alternatively, a FAQ could be 

developed to emphasise the application of materiality in the context of preparing the 

cash flow statement.  

38. It was also proposed that, as many preparers do not consider the cash flow statement 

to be a primary statement of the financial statements, the importance of the cash flow 

statement should be emphasised and enforced. This recommendation will be shared 

with the OAG and could also be emphasised in the Research Paper.  

MATTERS FOR DISCUSSION #4 

The Technical Committee is requested to: 

(a)   NOTE the comment on the application of materiality when preparing different 

components of the financial statements;  

(b)    CONFIRM the proposals in paragraphs .37 and .38 and RECOMMEND actions to 

the Board.  

(B) Reconciliation of surplus/(deficit) to net cash flows from operating activities 

GRAP 2 requirements  

39. GRAP 2 requires an entity to: 

• provide a reconciliation. This reconciliation may be provided as part of the cash flow 

statement or in the notes to the financial statements;  

• adjust the operating revenues and operating expenses with:  

- changes during the period in inventories and operating receivables and 

payables; 

- other non-cash items; and  

- other items for which the cash effects are investing or financing cash flows;  

• exclude from the cash flow statement investing and financing transactions that do 

not require the use of cash or cash equivalents. Unrealised gains and losses arising 

from changes in foreign currency exchange rates are not cash flows; and  

• not report cash flow activities on a net basis unless they are: 

- cash receipts collected and payments made on behalf of customers, taxpayers 

or beneficiaries when the cash flows reflect the activities of the other party rather 

than those of the entity; and  

- cash receipts and payments for items in which the turnover is quick, the amounts 

are large, and the maturities are short.  

Issues identified 

Non-compliance with the GRAP 2 requirements 

40. Most entities presented the reconciliation in the notes to the financial statements. The 

following issues were noted when reviewing the reconciliation: 

(a) Some entities did not adjust for items that need to be presented separately on the 

face of the cash flow statement. These include: 
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• interest received (reflected separately on the face of the cash flow statement 

as either an operating or investing activity); 

• finance costs (reflected separately on the face of the cash flow statement as 

either an operating or financing activity); 

• taxation paid;  

• dividends received; and  

• dividends paid. 

(b) Some entities did not adjust for certain non-cash items in the reconciliation. These 

include:  

• non-cash donations and other in-kind benefits received; 

• straight lining of the operating lease expenses; 

• depreciation/amortisation; 

• interest accrued not yet received; 

• deferred tax adjustment;  

• write offs of property, plant and equipment or intangible assets;  

• transfers of property, plant and equipment (received and made); 

• surpluses or deficits on sale of assets; 

• inventory losses or write-downs; 

• impairment losses on property, plant and equipment or investments;  

• reversal of impairment losses on receivables; 

• provision for doubtful debts or bad debts;  

• fair value changes in biological assets;  

• increases in biological assets from non-exchange transaction; 

• actuarial gains or losses;  

• foreign exchange differences; and   

• fair value adjustments.  

(c) Some entities did not include the following items in the reconciliation as 

movements in working capital, with some being reflected as non-cash items: 

• receivables from non-exchange transactions; and  

• tax receivables and payables.  

(d) Some entities reflected the following items incorrectly as non-cash items rather 

than movements in working capital: 

• provisions for leave pay, accrued leave, long-term service, post-retirement 

medical aid benefits, performance bonus provisions and other employee 

benefits; and 
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• environmental rehabilitation provision; 

(e) Some items in the reconciliation were reflected at net amounts, for example, the 

movement in an operating lease asset and operating lease liability. 

(f) Some adjustments were included in the reconciliation, but the items adjusted were 

not presented in either the statement of financial performance, the statement of 

financial position or the notes to the financial statements. These include: 

• an adjustment for the profit or loss on the sale of property, plant and equipment; 

and  

• unspent conditional grants.   

(g) Some cash payments were included in the reconciliation as either non-cash items 

or movements in working capital, but these should not have been adjusted in 

preparing the cash flow statement, for example, contributions to post-retirement 

employee benefits.  

(h) Other observations noted in reviewing the reconciliation include: 

• movements in receivables were presented separately as an operating cash flow 

item on the face of the cash flow statement rather than presented as a 

movement in working capital as part of the reconciliation; 

• a distinction was not made between the movement in non-cash items and 

movements in working capital in the reconciliation;  

• a different amount for “surplus or deficit” in the statement of financial 

performance was used in the reconciliation to that reflected as the surplus or 

deficit in the statement of financial performance. 

(i) Observations relating to adjustments in the reconciliation for interest received are: 

• entities adjust for all interest received in the reconciliation as reflected on the 

statement of financial performance, but only reflected some of the interest as 

either an operating or investing activity on the face of the cash flow statement;  

• entities adjust for the interest received in the reconciliation, but the amount 

adjusted differed to the interest received in the statement of financial 

performance or the related disclosure notes; and  

• entities did not include an adjustment in the reconciliation for all the interest 

received as reflected on the statement of financial performance in the 

reconciliation. 

The differences between the adjustments in the reconciliation for interest 

received were not as a result of interest receivable. 

(j) Observations relating to adjustments in the reconciliation for finance costs are:  

• the reconciliation included an adjustment for finance cost, but the finance cost 

was not presented as either an operating or financing cash flow on the face of 

the cash flow statement. In other instances, only part of the finance cost was 

reflected on the cash flow statement;  
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• entities adjust for the finance cost in the reconciliation, but the amount adjusted 

differed to the finance cost in the statement of financial performance or the 

related disclosure notes; and  

• entities did not include an adjustment in the reconciliation for all the finance 

costs as reflected on the statement of financial performance.  

The differences between the adjustments in the reconciliation for finance costs were 

not as a result of finance costs being payable.  

Potential reason or root cause 

41. Stakeholders noted that the main reasons for the non-compliance include: 

• lack of understanding of the nature of the entity’s activities – consultants are 

frequently used to prepare financial statements. Without an in-depth knowledge of 

the nature of the entity’s activities and the underlying transactions, it is difficult to 

know what adjustments should be made for the non-cash items; and  

• lack of adequate processes – management does not have appropriate processes 

in place to identify non-cash items or other adjustments needed in preparing the 

cash flow statement. 

42. Stakeholders noted that reasons for differences in amounts presented for interest 

received and finance costs in the statement of financial performance and the cash flow 

statement are: 

• differences between the effective and contractual interest rates applied; and  

• interest that are capitalised to assets, and hence, excluded from the cash flows from 

operating activities.  

Proposed actions to be considered  

43. As addressing the potential reasons and root causes in this are outside the Board’s 

mandate, the Secretariat proposes to share the observations with the OAG.  

MATTERS FOR DISCUSSION #5 

The Technical Committee is requested to: 

(a)  NOTE the observations identified during the review relating to the preparation of 

the reconciliation;  

(b)  NOTE the potential reasons or root causes for these observations (see paragraphs 

.41 and .42); and  

(c)  CONFIRM the proposal in paragraph .43 and RECOMMEND actions to the Board.    

(C) Operating activities  

GRAP 2 requirements  

44. GRAP 2 requires that: 

• cash flows from operating activities be reported using the direct method, where 

major classes of gross cash receipts and gross cash payments are disclosed. Cash 

flows from operating activities are primarily derived from the principal cash-

generating activities of the entity; and  



12 

 

• the following cash flows should be disclosed separately in the cash flow statement: 

- interest and dividends or similar distributions – the total amount of interest paid 

during a period is disclosed in the cash flow statement, whether it has been 

recognised as an expense, or capitalised in accordance with GRAP 5 on 

Borrowing Costs. As there is no consensus on the classification of interest and 

dividends or similar distributions paid, they may be classified either as operating 

or financing cash flows. Likewise, interest and dividends or similar distributions 

received may either be classified as operating or investing cash flows.  

- taxes on surplus – taxes should be presented and disclosed separately as cash 

flows from operating activities, unless they can be specifically identified with 

financing and investing activities.  

Issues identified 

Non-compliance with GRAP 2  

Cash dividends received and paid 

45. Some entities did not present cash dividends received or paid separately on the face of 

the cash flow statement as required by GRAP 2. For those that did not include cash 

dividends received or paid in the cash flow statement, the financial statements did not 

reflect a receivable or an obligation for the dividend to be paid.  

Interest received and finance costs 

46. In addition to the observations noted in paragraph .40(a), (i) and (j), it was also observed 

that where finance costs were included as a financing cash flow, it was never presented 

separately as an item on the face of the cash flow statement. In the instances observed, 

it was included as part of the repayment of the finance lease liability.  

Tax on the surplus  

47. It was noted that a number of entities did not separately disclose the tax on the surplus 

as a cash flow from operating activities as required by GRAP 2. As noted in paragraph 

.40(a), in many instances no adjustment was made for the tax on the surplus in the 

reconciliation.  

Emerging practices 

Classification of operating cash flows 

48. It was noted that the classification for cash receipts as presented on the face of the cash 

flow statement differ. Some classified the receipts based on the revenue received, for 

example, non-exchange revenue, transfer and subsidies, administration fees, water 

sales, tuition and related fees, rental of facilities, public contributions and donations 

received, interest received and donation income. Others classified the receipts as cash 

receipts from customers, sale of goods and services, grants and subsidies. 

49. Most entities classified cash payments as payments to employees, suppliers and finance 

cost. Some entities separated the cash payments to employees between payments to 

employees, board members, directors and/or municipal councillors. Others presented 

the cash payments to suppliers and employees as a single line item on the face of the 

cash flow statement.  
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Treatment of VAT 

50. The majority of entities reflected the movement in the VAT receivable or payable as a 

change in working capital. Some entities, however, presented the movement in the VAT 

receivable or payable as an operating cash flow on the face of the cash flow statement. 

GRAP 2 does not have specific guidance on the treatment of VAT receivables and VAT 

payables, but the Standards of GRAP include guidance on the collection of cash 

amounts on behalf of, and for the benefit of another party.  

Potential reason or root cause 

51. Stakeholders noted that some reasons for different classifications for cash receipts and 

cash payments on the face of the cash flow statement are: 

• judgement is applied to present information that best meets the information needs 

of the entity’s users;  

• cash receipts are classified in the cash flow statement based on the nature of the 

revenue received as presented in the statement of financial performance; or   

• preparers consider the requirements of other types of reports, for example budget 

reports issued by the National Treasury, to classify cash receipts and cash 

payments, VAT or consumer deposits. 

52. It was also noted that preparers are uncertain on the treatment of VAT in the cash flow 

statement, i.e. if the movement in the VAT receivable or payable should be presented 

as a movement in working capital, or whether it should be presented separately as an 

operating cash flow on the face of the cash flow statement. 

53. It was also noted that uncertainties exist on the inclusion or exclusion of VAT in the cash 

receipts from customers and cash payments to suppliers. Some entities include VAT in 

cash flow items, while others exclude VAT when presenting cash flow items from 

operating activities in the cash flow statement.  

54. Some preparers also noted that the treatment of VAT in the cash flow statement could 

likely differ depending on whether entities are registered on the cash or accrual basis 

for VAT.  

Proposed actions to be considered 

55. Stakeholders noted the need for guidance on the treatment of VAT. The Secretariat 

proposes that the comments on the treatment of VAT in the cash flow statement should 

be shared with the OAG in clarifying the guidance in the GRAP 2 Accounting Guideline. 

MATTERS FOR DISCUSSION #6 

The Technical Committee is requested to: 

(a)  NOTE the observations identified during the review relating to the presentation of 

cash flows from operating activities;  

(b)   NOTE the potential reasons or root causes for these observations (see paragraphs 

.51 to .54); and 

(c)  CONFIRM the proposal in paragraph .55 and RECOMMEND actions to the Board. 
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(D)  Investing activities 

GRAP 2 requirements  

56. GRAP 2 notes that: 

• only expenditures that result in a recognised asset in the statement of financial 

position are eligible for classification as investing activities;  

• proceeds on the disposal or sale of items of property, plant and equipment, that 

gives rise to gains or losses in the surplus or deficit, are a cash flow from investing 

activities. These gains or losses on the disposal of an asset are therefore adjusted 

in the reconciliation. 

57. GRAP 2 also includes guidance on the aggregation of cash flows arising from 

acquisitions and disposals of controlled entities that are to be classified as investing 

activities.  

Issues identified 

Non-compliance with GRAP 2 

Adjustments in the reconciliation not reflected separately as an investing activity 

58. In a number of instances, entities included adjustments on the gain or loss on the sale 

of an asset in the reconciliation but did not present the proceeds on the sale of that asset 

separately as an investing activity in the cash flow statement. 

Cash flows from insurance revenue  

59. A number of entities’ financial statements reflected revenue from an insurance claim, 

but without more detailed explanations in the notes, it was difficult to assess if the 

insurance revenue always related to covering losses and damages to assets. However, 

a number of financial statements indicated that the proceeds related to the loss or 

damage of an asset. These proceeds were, however, not always reflected as investing 

activities on the face of the cash flow statement 

Amounts reflected on the cash flow statement as investing activities differ from the amounts 

in the financial statements 

60. In a number of cases it was noted that the amounts reflected as acquisitions of assets 

(for example property, plant and equipment) on the face of the cash flow statement, 

differ from the amounts reflected in the notes to the financial statements relating to the 

assets. 

61. It was also observed that in a number of instances, an adjustment was made for the gain 

or loss on the sale of an asset in the reconciliation, but the note in the financial 

statements relating to the asset did not indicate that any asset was sold. 

Potential reason or root cause  

62. Stakeholders noted that reasons for the difference between amounts reflected as 

acquisitions of assets on the face of the cash flow statement, and those presented in the 

notes to the financial statements are because: 

• the cash flow statement excludes assets acquired or transferred in non-cash 

transactions, for example transfers received or made; and 
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• retention payments on, for example, infrastructure assets are excluded as cash 

flows from investing activities in the cash flow statement due to timing issues.  

Proposed actions to be considered  

63. As no potential root cause was noted, no specific proposals were made by stakeholders 

in this area.  

64. In addressing uncertainties on the treatment of insurance revenue, the Secretariat 

proposes to share the comment with the OAG in clarifying the guidance in the GRAP 2 

Accounting Guideline. 

MATTERS FOR DISCUSSION #7 

The Technical Committee is requested to: 

(a)     NOTE the observations identified during the review relating to the presentation of 

cash flows from investing activities;  

(b)      NOTE the potential reasons or root causes for these observations (see paragraph 

.62); and 

(c)     CONFIRM the proposal in paragraph .64 and RECOMMEND actions to the Board. 

(E)  Financing activities  

GRAP 2 requirements  

65. GRAP 2 explains the importance of reflecting cash flows from financing activities in the 

cash flow statement and lists examples of cash flows from financing activities.  

Issues identified 

Non-compliance with GRAP 2 

66. Observations noted in presenting cash flows from financing activities include: 

• increases or decreases in long term borrowings or loans are reflected as cash flows 

from financing activities, but the increases and decreases in short term borrowings 

or loans are incorrectly reflected as movements in working capital in the 

reconciliation; and  

• some entities reflected the finance cost on the finance lease liability as cash flows 

from financing activities. In these instances, the finance cost was, however, not 

separately presented on the face of the cash flow statement as a financing cash 

flow but included in the increase or decrease in the finance lease liability. 

Emerging practices 

67. It was noted that the treatment of consumer deposits held by municipalities, including 

metropolitan and non-delegated municipalities, differ. Some treat the movement in the 

deposits as financing cash flows, while others present the movement in these deposits 

as changes in working capital. 

Potential reason or root cause 

68. Stakeholders noted that the treatment of increases and decreases in short term 

borrowings or loans as movements in working capital results from an incorrect 

interpretation. Some preparers argue that, because borrowings are used to fund day-to-



16 

 

day payments, such as salaries, it comprises a movement in working capital rather than 

being a financing cash flow activity. This practice should be rectified through proper 

training and guidance. 

69. In addition to considering the requirements in other types of reports (see paragraph .51), 

stakeholders noted that the different treatment of consumer deposits (i.e. either as a 

change in working capital or as a movement in financing cash flows) results from the 

manner in which entities account for consumer deposits.  The accounting for consumer 

deposits is based on the terms of the agreement with consumers. If the deposits are 

settled in goods or services (offset against for example an outstanding account) the 

deposit is not utilised as a financial cash flow activity as it does not comprise a financial 

instrument. However, where consumer deposits are settled in cash (paid out), it is 

classified as a financing activity for purposes of the cash flow statement as it is deemed 

to be a financial liability. 

70. Other stakeholders noted that they account for the movement in consumer deposits as 

a change in working capital because these deposits do not accrue any interest and are 

never utilised in the entity’s day to day operations.  

Proposed actions to be considered  

71. The need for guidance to ensure the consistent classification of changes in consumer 

deposits from one year to the next, based on the entity’s classification and utilisation of 

the deposits, was emphasised. Stakeholders proposed that the guidance should be 

included in an illustrative example.  

72. As the development of detailed illustrative example is outside the Board’s mandate, the 

Secretariat will share the comment with the OAG for its consideration. 

MATTERS FOR DISCUSSION #8 

The Technical Committee is requested to: 

(a)     NOTE the observations identified during the review relating to the presentation of 

cash flows from financing activities;  

(b)     NOTE the potential reasons or root causes for these observations (see paragraphs 

.68 to .70); and 

(c)    CONFIRM the proposals in paragraphs .71 and .72 and RECOMMEND actions to 

the Board. 

(F)  Cash and cash equivalents  

GRAP 2 requirements  

73. Cash is defined as “cash on hand and demand deposits”. Cash equivalents are defined 

as “short-term highly liquid investments that are readily convertible to know amounts of 

cash and which are subject to an insignificant risk of changes in value”. 

74. GRAP 2 clarifies that: 

• an investment normally qualifies as a cash equivalent when it has a short maturity 

of, say, three months or less from the date of acquisition. Equity instruments are 

excluded from cash equivalents unless they are, in substance, cash equivalents; 

and  



17 

 

• bank overdrafts are generally considered to be financing activities, but bank 

overdrafts that are repayable on demand may form an integral part of the entity’s 

cash management activities. In these instances, the bank overdraft is included as a 

component of cash and cash equivalents.   

75. GRAP 2 requires an entity to disclose: 

• the components of cash and cash equivalents and to present a reconciliation of 

amounts in its cash flow statement with the equivalent items reported in the 

statement of financial position; and  

• the policy which it adopts in determining the composition of cash and cash 

equivalents.  

Issues identified 

Non-compliance with GRAP 2 

Accounting policy for cash and cash equivalents  

76. A number of entities do not have an accounting policy for cash and cash equivalents. 

The majority of entities that included an accounting policy, included the generic definition 

of cash and cash equivalents as their accounting policy. Generally, these accounting 

policies do not explain the composition of the entity’s cash and cash equivalents.  

77. In a number of financial statements, the notes to cash and cash equivalents include 

investments, call deposits, corporation of public deposits and tenant deposits held in 

trust. As a result of these generic accounting policies, it is difficult to conclude if these 

items meet the three elements in the definition of cash and cash equivalents, i.e. short 

term highly liquid, readily convertible to known amounts of cash and insignificant risk of 

change in value. In many instances, the information disclosed in the financial instrument 

note on the entities’ exposure to liquidity risk and their maturity analysis also do not 

provide sufficient information.  

Potential reason or root cause 

78. Some stakeholders confirmed that they do not have an accounting policy for cash and 

cash equivalents. The reason for this is because the information presented in the 

disclosure note for cash and cash equivalent provides sufficient information to users. 

79. It was also observed that some entities rigidly apply the three-month reference in the 

GRAP 2 explanation of when an investment qualifies as a cash equivalent. For example, 

because GRAP 2 explains that investments qualify as a cash equivalent when it has a 

short-term maturity of, say three months or less from the date of acquisition, highly liquid 

investments with a maturity of four months cannot be classified as cash and cash 

equivalents.  

Proposed actions to be considered  

80. Stakeholders proposed that guidance should be provided on what a best practice 

accounting policy should include. The Secretariat proposes that an illustrative example 

of an accounting policy for cash and cash equivalents could be included in the Research 

Paper.  

81. In addition, existing FAQ 3.5 What items should be included in “cash and cash 

equivalents? could be expanded to explain that accounting policies for cash and cash 
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equivalents should not be generic and should not repeat or duplicate the principles 

and/or definitions in the Standards of GRAP.  

82. Furthermore, the three-month explanation of when an investment comprises a cash 

equivalent is not meant to be applied rigidly. The Secretariat is of the view that the 

guidance in GRAP 2 is clear in this regard. In addition, there is a FAQ to explain when 

an investment comprises cash and cash equivalents. The Secretariat therefore 

proposes to share the comment with the OAG in clarifying the GRAP 2 Accounting 

Guideline in this regard.  

MATTERS FOR DISCUSSION #9 

The Technical Committee is requested to: 

(a)  NOTE the observations identified during the review relating to the presentation of 

cash and cash equivalents;  

(b)  NOTE the potential reasons or root causes for these observations (see paragraphs 

.78 and .79); and 

(c)  CONFIRM the proposals in paragraphs .80 to .83 and RECOMMEND actions to the 

Board. 

(G) Other GRAP 2 Disclosure requirements  

GRAP 2 requirements  

83. Entities are required to disclose, together with a commentary by management, the 

amount of significant cash and cash equivalent balances held by the entity that are not 

available for use by the economic entity.  

84. In addition, entities are encouraged to present:  

(a) the amount of undrawn borrowing facilities that may be available for future operating 

activities to settle capital commitments, indicating any restrictions on the use of 

these facilities; 

(b) the amount and nature of restricted cash balances; and  

(c) the amount of cash flows arising from the operating, investing and financing 

activities of each reportable segment.  

Issues identified 

Emerging practices 

85. Only a few entities included disclosures on significant cash and cash equivalent 

balances that are held by the entity, but not available for use. None of the entities 

included disclosures on undrawn borrowing facilities.  

86. As noted in paragraph .17, none of the other entities included in the sample selected 

presented a segment report. As a result, there was no disclosure of cash flows arising 

from the operating, investing and financing activities of each reportable segment. 

Potential reason or root cause 

87. No potential reasons or root causes were noted from stakeholders.  

Proposed way forward 
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88. From previous reviews, it is noted that the Board considers the deletion of encouraged 

disclosures. The Secretariat proposes that the Board should consider a more holistic 

approach in reviewing the encouraged disclosures. It is therefore proposed that the 

Board should consider all the encouraged disclosures in all the Standards of GRAP as 

part of its next Improvements Project.  

MATTERS FOR DISCUSSION #10 

The Technical Committee is requested to: 

(a) NOTE the observations identified during the review relating to the disclosure 

requirements in GRAP 2;  

(b) CONFIRM the proposal in paragraph .88 and RECOMMEND actions to the Board. 

NEXT STEPS 

89. The results of the review and proposed actions will be presented to the Board to decide 

what further work, if any, needs to be undertaken regarding the issues identified. These 

will be added to the work programme once identified.  

90. If the Board agrees to publish a Research Paper, the Paper will be considered by the 

Technical Committee and Board in the next quarter of 2021 as per the Board’s current 

work programme.  

MATTERS FOR DISCUSSION #11 

The Technical Committee is requested to NOTE the next steps. 
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Annexure A – Basis for the selection of entities included in the review  
 

A1.  Paragraph .12 summarises the number of entities’ whose financial statements were 

included in the review. The basis applied to select the entities was as follows: 

• Constitutional Institutions: One Constitutional Institution was selected on a 

random basis.  

• Municipalities: Five of the eight the metropolitan municipalities and three district 

municipalities were selected on a random basis. The separate financial statements 

of the metropolitan municipalities were included in the review.  

One municipal entity per metropolitan municipality was also selected, and two other 

local municipalities per province (totalling eighteen municipalities) were selected.  

• Parliament and the provincial legislatures: Parliament and one of the provincial 

legislatures were selected.  

• National Public Entities: Based on data collected, two Schedule 2 entities apply 

the Standards of GRAP. Both entities were included in the sample. For Schedule 

3A public entities, three entities per cluster were included in the sample, totalling 

fifteen entities. 

• Provincial Public Entities: One provincial public entity per province was selected.  

• Government Business Enterprises: Per the data collected, seven Waterboards 

are currently applying the Standards of GRAP. Four of these were included in the 

review. The two other 3B entities that apply Standards of GRAP, were both included 

in the review. Of the eight provincial GBEs that apply Standards of GRAP, three 

entities were included in the review.  

• TVET Colleges: Five TVET Colleges were selected on a random basis.  

A2. The entities included in the review are set out below: 

 

Entity type Name of institution 

Constitutional Institution Human Rights Commission 

Metro municipalities Buffalo City 

City of Johannesburg 

City of Tshwane 

EThekwini 

Mangaung  

District municipalities  Francis Baard District Municipality 

West Coast District Municipality 

Garden Route District Municipality  

Non-delegated and other 

local municipalities 

KwaZulu Natal 

• Jozini Local 
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• Greater Kokstad Local 

Northern Cape  

• Karoo Hoogland Local 

• Sol Plaatje Local  

Western Cape 

• Langeberg Local 

• Stellenbosch Local 

Limpopo 

• Emphraim Mogale Local 

• Fetakgomo Tubatse Local 

Gauteng 

• Lesedi Local 

• Midvaal Local  

North West 

• Mahikeng Local  

• Moses Kotane Local 

Mpumalanga 

• City of Mbombela 

• Emalahleni Local 

Eastern Cape  

• Mnquma Local 

• Senqu Local 

Free State 

• Tswelopele Local  

• Setsoto Local  

Municipal entities City of Johannesburg 

• City Power Johannesburg (SOC) Limited 

Nelson Mandela Bay 

• Mandela Bay Development Agency NPC 

Buffalo City 

• Buffalo City Development Agency 

Tshwane  

• Tshwane Housing Company NPC 

EThekwini 

• Durban Marine Theme Park (RF) SOC Limited 
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Ekurhuleni 

• East Rand Water Care Company (ERWAT) NPC 

Manguang 

• Centlec (SOC) 

Cape town 

• Cape Town ICC 

Parliament and Provincial 

Legislatures 

Parliament 

Free State Legislature 

Schedule 2 Armscor 

Independent Development Trust 

Schedule 3A Central Government Administration 

• African Renaissance and International Cooperation 

Fund 

• Council of Built Environment  

• National Youth Development Agency 

Justice and Protection Services 

• Castle Control Board 

• Private Security Industry Regulatory Authority 

• Special Investigation Unit 

Financial and Administration Services 

• Office of the Ombudsman for Financial Service 

Providers  

• Independent Regularity Board of SA 

• Financial Intelligence Centre 

Social Services 

• Quality Council for Trades and Occupations (QCTO) 

• Local government SETA 

• Safety and Security Education and Training Authority 

(SASSETA) 

Economic and infrastructure development 

• Competition Commission 

• SANPARKS 

• National Credit Regulator 

Schedule 3B Amatola Water 

Bloem Water  

Magalies Water  
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Mhlanthuze Water  

Sedibeng Water  

Mintek  

Passenger Rail Agency 

Schedule 3C Eastern Cape 

• Eastern Cape Liquor Board  

Free State 

• Free State Gambling, Liquor and Tourism Authority  

Gauteng 

• Gauteng Tourism Authority 

KwaZulu Natal 

• KwaZulu Natal Tourism Authority 

Limpopo  

• Limpopo Roads Agency 

Mpumalanga  

• Mpumalanga Economic Regulator 

Northern Cape 

• Northern Economic Development Trade and Investment 

Promotion Agency 

North West  

• North West Parks Board  

Western Cape 

• Western Cape Language Committee 

Schedule 3D Casidra Pty (Ltd) 

Mayibuye Transport Corporation 

Richards Bay Industrial Development 

TVET Colleges Boland TVET 

False Bay TVET 

Ingwe TVET 

Maluti TVET 

West Coast TVET 

 


