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1. WELCOME AND APOLOGIES 

Members were WELCOMED to the engagement.   

TECHNICAL MATTERS 

2. Results of the Desktop Review on GRAP 2 Cash Flow Statements  

2.1 The Secretariat TABLED a memorandum on the results of the desktop review of 

GRAP 2.  

2.2 The background to undertaking desktop reviews was NOTED. It was NOTED that the 

objective of the GRAP 2 review (the review) was to assess compliance with GRAP 2, 

and to identify practices and emerging issues relating to the preparation of the cash 

flow statement.  

2.3 It was NOTED that specific outputs of the review could include proposals to amend 

GRAP 2, to issue Frequently Asked Questions (FAQs) or to take other actions as 

determined by the Board. The Board will also consider if a Research Paper on the 

results of the review will be published.  

Approach undertaken to select financial statements 

2.4 It was NOTED that the review focused on compliance with the requirements in GRAP 

2, and how information is presented in the cash flow statement. The review did not 

consider: 

• compliance with the requirements of GRAP 2 where the information was not 

apparent, or could not be derived from the financial statements; 

• the accuracy of the numbers presented in the cash flow statement; 

• the application of non-authoritative guidance issued by stakeholders on the 

application of GRAP 2; and  

• compliance with legislative disclosures applicable to cash and cash equivalents.  

2.5 Stakeholders NOTED the approach in selecting financial statements for the review. It 

was NOTED that the Secretariat was of the view that the number and range of 

financial statements reviewed was sufficient to identify pervasive issues and areas 

where corrective action may be necessary. It was also NOTED that the Secretariat 

was of the view that it is unlikely that any additional matters would have been identified 

from reviewing additional financial statements. 

2.6 The stakeholders AGREED with the sufficiency of the review.  

Approach to address the issues noted from the review 

2.7 It was NOTED that the review highlighted pervasive issues in preparing the cash flow 

statement. These issues are the same as those noted in reports issued by regulatory 

bodies, such as 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).  

2.8 It was NOTED that the issues identified in the review will be communicated to 

stakeholders through articles, social media posts, and/or developing FAQs. The 
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findings will also be communicated to the Office of the Accountant-General (OAG) 

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

Application of materiality 

2.9 It was NOTED that it was not evident from the review how entities apply materiality in 

preparing the different components of the financial statements, and if different 

materiality thresholds are applied to the different components. Stakeholders were 

ASKED to share their practices in applying materiality in this regard.  

2.10 Some stakeholders NOTED that the same materiality is applied in preparing the 

different components of the financial statements. A lack of knowledge, rather than the 

application of different materiality thresholds, is the driver for inconsistent disclosures 

in the various components of the financial statements.  

2.11 Other stakeholders NOTED that materiality is calculated based on operating 

expenses. Materiality is not specifically considered when preparing the cash flow 

statement as all amounts, irrespective of their materiality, are presented and disclosed 

in the cash flow statement. It was NOTED that, adding  disclosures to explain certain 

adjustments, or exclusions from the cash flow statement, could confuse users even 

more.  

2.12 It was NOTED that some entities include additional disclosures that provide 

information and/or explanations to ensure amounts presented in the financial 

statements are linked and aligned.   

2.13 Some stakeholders NOTED that they consider materiality when adjusting items in the 

reconciliation of surplus and deficit to net cash flows from operating activities. For 

example, if the interest accrued is not material, it will not be excluded from the interest 

reflected on the face of the cash flow statement.  

2.14 From a practical perspective, it was NOTED that for some entities, all amounts are 

considered to be material by auditors. Entities therefore make adjustments to their 

financial statements to avoid audit qualifications, irrespective of their materiality 

threshold.  

Results of the desktop review 

2.15 It was NOTED that the areas of non-compliance presented in the summary were 

pervasive in all the financial statements reviewed. Non-compliance in individual sets 

of financial statements are therefore not highlighted.  

2.16 It was NOTED that there are no issues on the classification of cash flow activities as 

operating, investing or financing activities.  

2.17 It was NOTED that, even though some issues were identified on the presentation of 

cash flow items on a net basis, the Secretariat acknowledged that GRAP 109 on 

Accounting by Principals and Agents only became effective for financial periods 

commencing on or after 1 April 2019. The application of GRAP 109 may require the 

presentation of cash flow items on a net basis. It was therefore proposed that the 

presentation of cash flow items on a net basis should be considered as part of the 

desktop review on GRAP 109. 

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

2.18 The following non-compliance issues on the reconciliation were NOTED: 
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• not adjusting for items that need to be presented separately on the face of the 

cash flow statement; 

• not adjusting for certain non-cash items in the reconciliation; 

• excluding items in the reconciliation that comprise movements in working capital; 

• incorrectly reflecting non-cash items as movements in working capital; 

• reflecting items at net amounts in the reconciliation; 

• including adjustments in the reconciliation that were not presented in either the 

statement of financial performance, the statement of financial position or in the 

notes to the financial statements; 

• incorrectly adjusting for cash expenses as either non-cash items or movements 

in working capital; 

• incorrectly reflecting the movement in receivables as an operating cash flow item 

on the face of the cash flow statement, rather than presenting it as a movement 

in working capital as part of the reconciliation; 

• no distinction in the reconciliation between movements in non-cash items and 

movements in working capital;  

• using a different amount for “surplus or deficit” in the reconciliation to that included 

in the statement of financial performance; and 

• different amounts for interest received and/or finance costs on the face of the 

cash flow statement to that included in other components of the financial 

statements and/or adjusted for in the reconciliation.   

2.19 Stakeholders CONFIRMED that these issues are common in practice. Reasons for 

the non-compliance include errors and/or a lack of understanding about which items 

require adjustments, and where those adjustments should be made or included in the 

cash flow statement.  

2.20 It was also NOTED that the cash flow statement is often the last component of the 

financial statements that is prepared. More time and effort is given to the preparation 

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

Capacity was noted as a possible reason for this practice. It was also NOTED that in 

many instances, entities do not have a dedicated person that is responsible for the 

preparation of the cash flow statement.  

2.21 It was also NOTED that software programs and templates that are used to prepare 

financial statements, do not always provide for adjustments of non-cash flow items. 

As a result, entities need to manually prepare the cash flow statement to ensure that 

adjustments are made for all non-cash items.  

2.22 It was also NOTED that calculation challenges are experienced with some software 

programs in preparing the cash flow statement, such as the inclusion of deferred tax 

on the face of the cash flow statement.  

2.23 It was PROPOSED that consideration should be given to the development of a 

detailed illustrative example that covers every possible adjustment that needs to be 

made when preparing the cash flow statement. The example should illustrate (a) what 
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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. 

2.24 In addition, it was RECOMMENDED that a template should be developed that 

comprises a working document of adjustments that should be 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.  

Operating activities 

2.25 The following non-compliance issues were NOTED: 

• not disclosing cash dividends received or paid separately on the face of the cash 

flow statement; 

• not disclosing finance costs separately on the face of the cash flow statement 

when they are a financing cash flow. In all instances, these costs were included 

as part of the repayment of the finance lease liability; and  

• not disclosing the tax on surplus separately as a cash flow from operating 

activities on the face of the cash flow statement.  

2.26 Stakeholders AGREED with these observations. No potential reasons were NOTED 

for the non-compliance with the GRAP 2 requirements.  

2.27 The following emerging issues relating to operating activities were NOTED:  

• different classifications for cash receipts and cash payments on the face of the 

cash flow statement; and  

• some entities reflected the movement in VAT receivable or payable as a change 

in working capital, while others presented the movement as an operating cash 

flow on the face of the cash flow statement.  

2.28 Stakeholders NOTED that a potential reason for the different treatment in VAT is that 

preparers do not understand how VAT should be presented in the cash flow 

statement.  

2.29 In was NOTED that this could be resolved through providing specific guidance on the 

treatment of VAT in the cash flow statement, for example, as part of the proposed 

detailed illustrative example. In addition, the ASB could consider hosting a workshop 

on the preparation of the cash flow statement where the treatment of specific items is 

highlighted and explained. 

Investing activities 

2.30 The following non-compliance issues were NOTED: 

• not disclosing the proceeds on the sale of assets separately as an investing 

activity in the cash flow statement. Adjustments were included for the gain or loss 

on the sale of assets in the reconciliation;  

• some entities received revenue from an insurance claim to cover losses or 

damages to assets, but the proceeds were not reflected as an investing activity 

on the face of the cash flow statement; and 
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• amounts reflected on the cash flow statement as investing activities differed from 

the amounts in the financial statements.  

2.31 Stakeholders AGREED with these observations. No potential reasons were NOTED 

for the non-compliance with the GRAP 2 requirements. 

Financing activities 

2.32 The following non-compliance issues were NOTED: 

• 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  

• not presenting the finance cost on the finance lease liability separately on the 

face of the cash flow statement as a financing cash flow, but including the 

increase or decrease in the finance lease liability. 

2.33 Stakeholders CONFIRMED these areas of non-compliance. No potential reasons 

were NOTED for the non-compliance with the GRAP 2 requirements. 

2.34 The different treatment of consumer deposits held by municipalities was NOTED. It 

was OBSERVED that some treat the movement in consumer deposits as financing 

cash flows, while others present the movement as a change in working capital. 

2.35 Stakeholders NOTED that a potential reason for this practice could be that some 

entities account for consumer deposits as financial liabilities 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. However, where consumer deposits are settled in cash (paid out), 

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

2.36 It was also NOTED that the National Treasury requires entities to complete cash flow 

schedules. These schedules require the movement in consumer deposits to be 

reflected as a movement in financing cash flows. It is likely that some entities apply 

this classification when preparing their cash flow statement.  

2.37 It was EMPHASISED that entities need to classify the movement in consumer 

deposits consistently. It was therefore proposed that guidance should be provided as 

part of the illustrative example that was proposed earlier. 

Cash and cash equivalents  

2.38 It was NOTED that a number of entities do not have an accounting policy for cash and 

cash equivalents.  

2.39 It was also NOTED that for those entities that presented an accounting policy, the 

majority included the definition of cash and cash equivalents. This was found to be 

generic and the policy does not explain the composition of the entity’s cash and cash 

equivalents. It was also difficult to conclude if the cash and cash equivalents listed in 

the disclosure note met the three elements in the definition of cash and cash 

equivalents.  

2.40 Stakeholders AGREED with these observations. It was NOTED that GRAP 2 explains 

that an investment normally qualifies as a cash equivalent only when it has a short-
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term maturity of, say three months or less, from that date of acquisition. It was NOTED 

that some auditors apply the three months as an indication that, for an investment to 

meet the definition of cash and cash equivalents, it needs to have a maturity of three 

months or less. In their view, highly liquid investments with a maturity of four months 

cannot be classified as cash and cash equivalents.  

2.41 It was NOTED that the reference to the three months is not meant to be applied rigidly 

and is an example of when an investment is likely to meet the definition of cash and 

cash equivalents. It was PROPOSED that consideration should be given to the three 

month reference in GRAP 2. 

Other GRAP 2 disclosures 

2.42 It was NOTED that 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.  

2.43 It was NOTED that none of the financial statements reviewed included disclosures of 

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

reportable segment. This is most likely because GRAP 18 on Segment Reporting 

(GRAP 18) became effective for municipalities and municipal entities for financial 

periods commencing on or after 1 April 2020. GRAP 18 will, to a large extent, mostly 

be used by municipalities.  

2.44 Stakeholders AGREED with observations on the GRAP 2 disclosures.  

3. WAY FORWARD 

It was NOTED that the results of the desktop review and proposed actions will be 

presented to the Technical Committee and Board at their March 2021 meetings. The 

Board will agree the appropriate actions to be taken, and will also make a decision on 

the development of a Research Paper.  

4. CLOSING REMARKS 

Stakeholders were THANKED for their participation during the engagement.  

 

Prepared by:             A Botha  8 February 2021  

Reviewed by:   J Poggiolini  8 February 2021  

 


