
 
 

P O Box 7001 
Halfway House 

Midrand 
1685 

Tel. 011 697 0660 
Fax. 011 697 0666 

 

 
Board Members: Mr C Braxton (Chair), Mr D Dlamini, Ms W de Jager, Ms K Maree,  

Dr P Masegare, Ms P Moalusi (Deputy-Chair), Ms M Sedikela, Ms N Themba, Mr A van der Burgh 
 Chief Executive Officer: Ms E Swart, Technical Director: Ms J Poggiolini 

 
 

TO:  MEMBERS OF THE TECHNICAL COMMITTEE 

FROM: TSHOLO TSHOKE 

SUBJECT: REVIEW OF DIRECTIVE 12 AND THE PREFACES 

DATE: 18 MAY 2021 

FILE REF: Attachment 5(a) 

 

1. PROJECT OVERVIEW 

1.1 The Board agreed to add a project to its work programme that comprises two parts - the 

review of compliance with Directive 12 on The Selection of an Appropriate Reporting 

Framework by Public Entities and the review of the Prefaces.  

1.2 The purpose of the project is to assess:  

Part I 

• the status of compliance, and to evaluate the effectiveness of the self-assessment 

criteria and guidance in the Directive 12;  

Part II 

• whether the IPSASB’s revisions to its Preface to International Public Sector 

Accounting Standards (IPSASs) should be included in the Board’s Prefaces1, and  

• whether a single Preface should be issued instead of three Prefaces. 

1.3 This memorandum deals with the two parts separately.  

1.4 The objective of this memorandum is for the Technical Committee to: 

• consider the results of the findings to the review of Directive 12; 

• consider feedback from stakeholder engagements and their inputs on the possible 

actions from the review of Directive 12 and the Prefaces;  

• make a recommendation to the Board for the possible actions of the review Directive 

12, and the approval of the revisions to the Preface.  

 
1 Prefaces include the Preface to Standards of GRAP, Preface to the Directives and Preface to the Interpretations of the 
Standards of GRAP 

https://www.asb.co.za/wp-content/uploads/2020/03/Directive-12-The-Selection-of-an-Appropriate-Reporting-Framework-by-Public-Entities-1-April-2020.pdf
https://www.asb.co.za/wp-content/uploads/2020/03/Directive-12-The-Selection-of-an-Appropriate-Reporting-Framework-by-Public-Entities-1-April-2020.pdf
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1.5 This memorandum should be considered with the following attachments: 

• Attachment 5(b) – Minutes of the project group held on 5 May 2021  

• Attachment 5(c) – Responses to the questionnaires  

• Attachment 5(d) – Revised Preface to the Standards of GRAP (clean copy) 

• Attachment 5(e) – Revised introduction to Standards of GRAP (clean copy) 

  



3 
 
 

2. PART I - RESULTS OF THE REVIEW OF DIRECTIVE 12 

2.1 Directive 12 was issued in July 2015 with an effective date of 1 April 2018. The Directive 

outlines a set of criteria that public entities listed in the Public Finance Management Act, 

Act No. 1of 1999 as amended (PFMA) Schedules 2, 3B and 3D (hereafter “affected 

entities”) are required to consider in determining their reporting framework (i.e. 

International Financial Reporting Standards (IFRS® Standards) or Standards of GRAP).  

2.2 The initial phase of the review was a desktop review of audited annual financial 

statements of affected entities to assess compliance with the Directive. The second 

phase was the evaluation of the effectiveness of the Directive through engagements 

with stakeholders representing the affected entities as well as their auditors. 

Consultations with the National Treasury and other entities with regulatory oversight of 

affected entities were also undertaken.  

2.3 The initial output of the review was to discuss the preliminary findings of the review with 

stakeholders and auditors of affected entities. Two stakeholder engagements were held 

with preparers and auditors during April 2021. Meetings were also held with the OAG 

and the Department of Water and Sanitation. Feedback from those discussions is 

included in this memorandum. 

2.4 To finalise the review, a project group meeting was held on 5 May 2021. The project 

group made recommendations to the Technical Committee which are set out in this 

memorandum.  

STATUS OF COMPLIANCE WITH DIRECTIVE 

2.5 Affected entities that applied SA GAAP or IFRS Standards were required to undertake 

a self-assessment based on the criteria in Directive 12.  

2.6 A total of 60 entities were identified for the review. This number is based on the public 

entities listed in the National Treasury’s Public Institutions Listed in the PFMA Schedules 

as at 24 May 2019.  

2.7 Schedule 3A public entities generally apply Standards of GRAP. However, included in 

the affected entities is an entity listed in Schedule 3A that received an exemption to 

apply IFRS Standards. Another entity listed in Schedule 3D has been applying 

Standards of GRAP since 1 April 2014. Directive 12 exempts entities applying Standards 

of GRAP from undertaking the assessment, as a result the Schedule 3D entity was not 

required to undertake the assessment.  

2.8 For four entities (two Schedule 3B and two Schedule 3D entities)2, the Secretariat was 

unable to confirm the previous reporting framework due to lack of information in the 

public domain. The ARD unit of the AGSA has confirmed that these entities are not listed 

on their database of auditees.  

APPROACH UNDERTAKEN 

2.9 The review of compliance with the Directive considered all affected entities, except the 

four entities for which no information was available. The 2017/18, 2018/19 and 2019/20 

audited annual financial statements were reviewed to: 

 
2 These entities include Aventura, Inala Farms (Pty) Ltd, KwaZulu-Natal Mjindi Farming (Pty) Ltd and Mpendle Ntambanana 
Agricultural Company (Pty) Ltd.  
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(a) Determine whether all entities applied the requirements in the Directive by 

undertaking a self-assessment. 

(b) Identity which entities changed their reporting framework, and 

• assess what information was disclosed relating to Directive 12 and the impact 

of the change in reporting framework in the financial statements; and 

• determine whether there were any changes to their audit outcomes for the 

periods following the change in reporting framework. 

2.10 For the purposes of reviewing the audit outcomes, the audit reports for two years before 

and after Directive 12 was applied were considered. In the case of entities that early 

adopted Directive 12, the audit reports for the two years prior to the adoption of Directive 

12 were also considered. 

FINDINGS 

A. Determining whether all entities that previously applied IFRS Standards or Statements 

of GAAP undertook the self-assessment in accordance with Directive 12 

2.11 The table below summarises the composition of affected entities as well as their 

reporting frameworks before and after applying Directive 12:  

Table A: Affected entities and their reporting frameworks before and after applying Directive 12 

 Before Directive 12 After Directive 12 Notes 

 GAAP IFRS GRAP No 

info 

Total GAAP  IFRS GRAP No 

info 

Total  

Schedule 

2 

3 18 - - 21 - 19 2 - 21 N3 

Schedule 

3A3 

- 1 - - 1 - 1 - - 1 N3 

Schedule 

3B 

7 12 - 2 21 - 10 9 2 21  

Schedule 

3D 

12 2 1 2 17 - 6 9 2 17  

Total 22 33 1 4 60 - 36 20 4 60  

Total as% 37% 55% 1% 7%  - 60% 33% 7%   

Notes N1     N1 N2 N4    

 

2.12 All (22 in total) entities that previously applied SA GAAP adopted either IFRS Standards 

or Standards of GRAP (N1).  

 
3 The Board approved that Schedule 3A and 3C public entities should apply Standards of GRAP. Directive 12 is not applicable to entities that were 

already applying Standards of GRAP. 
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2.13 It was unclear from the review what proportion of entities that continued to apply IFRS 

Standards actually undertook the self-assessment, as only a few of those entities had 

mentioned Directive 12 or undertaking the self-assessment in their financial statements. 

As such, a conclusion could not be made on the number of entities that previously 

applied IFRS Standards undertook the assessment, and whether the continued 

application of IFRS Standards is appropriate (N2).  

2.14 For two entities (Schedule 2 and 3A), the self-assessment indicated that Standards of 

GRAP are appropriate, however the entities applied to the National Treasury for an 

exemption to apply IFRS Standards instead (N3). The Schedule 2 entity’s exemption 

was granted for reporting periods 2019 to 2023. The Schedule 3A entity’s exemption 

was granted until the 2020/21 reporting period. The National Treasury indicated that an 

application to extend the exemption has been approved by the Minister, and the 

exemption was granted until 2022/23 reporting period subject to specific conditions. 

2.15 As a result of the application of Directive 12, a total of 26 entities changed their reporting 

framework. This includes 22 entities that previously applied SA GAAP, and four entities 

that applied IFRS Standards. The impact of the application of the Directive is evident in 

the Schedule 3B and 3D public entities with more entities now applying Standards of 

GRAP (N4).  

2.16 The next section focuses on the 26 entities that changed their reporting framework.  

B. Identifying which entities adopted a new reporting framework 

2.17 This part of the review was aimed at identifying the entities that changed their reporting 

framework and assessing what information was disclosed relating to Directive 12 and 

the impact of the change in reporting framework in the financial statements.  

2.18 The table below summarises the entities that adopted a new reporting framework 

following the application of the Directive. 

 
Table B: Entities that changed their reporting framework as a result of Directive 12 

 Total no. of 

entities per 

Table A 

IFRS to 

GRAP 

GAAP to 

GRAP 

GAAP to 

IFRS 

Total no. of 

entities per 

Table B 

Notes 

Schedule 2 21 - 2 1 3  

Schedule 3A4 1 - - - -  

Schedule 3B 21 3 6 1 10  

- Water boards  

- Other entities 

9 

12 

3 

- 

4 

2 

- 

1 

7 

3 

N2 

Schedule 3D 17 1 7 5 13 N3 

Total 60 4 15 7 26 N1 

 
4 The Board approved that Schedule 3A and 3C public entities should apply Standards of GRAP. Directive 12 is not applicable to entities that were 

already applying Standards of GRAP. 
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2.19 As noted above, 26 out of 60 entities adopted a new reporting framework because of 

Directive 12. Of these entities, 19 adopted Standards of GRAP while the rest adopted 

IFRS Standards. A majority of the entities that changed their reporting framework 

disclosed in the notes to the financial statements that they undertook the self-

assessment and provided details about the results of the assessment (N1). 

2.20 Included in the Schedule 3B public entities are nine water boards. Following the self-

assessment, seven water boards concluded that Standards of GRAP are appropriate, 

while the other two assessed IFRS Standards as appropriate and have continued to 

apply IFRS Standards (N2).  

2.21 A majority of the Schedule 3D public entities previously applied SA GAAP. There are 

now more of these entities applying Standards of GRAP than IFRS Standards (N3).  

C. Determining whether there were any changes to the audit outcomes of entities that 

adopted a new reporting framework 

2.22 In this part of the review, the audit outcomes of entities that adopted a new reporting 

framework were assessed to identify any changes for the periods following the 

application of Directive 12. 

2.23 The information below was compiled based on information available in the public 

domain. Where the annual reports were not yet published and the audit was complete, 

information was requested directly from the entities or the AGSA. As at the date of 

finalisation of this memorandum, audit outcomes of eight entities could not be confirmed 

due to unavailability of information.  

2.24 The table below summarises the audit outcomes of 26 entities for the reporting periods 

2017 to 2020. 

Table C: Audit outcomes of entities that changed their reporting framework 

 
Audit outcomes before Directive 12 Audit outcomes after Directive 12 
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IFRS to GRAP 

(4) 
2 1 - 1 3 - - 1 4 - - - 4 - - - 

GAAP to IFRS 

(7) 
6 1 - - 5 1 1 - 3 2 1 1 4 - 2 1 

GAAP to 

GRAP (15) 
8 3 2 2 8 3 2 2 9 3 2 1 8 1 3 3 

Total (26) 16 5 2 3 16 4 3 3 16 5 3 2 16 1 5 4 
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2.25 In totality, the audit outcomes of entities have remained substantially the same before 

and after the application of Directive 12. The entities that received qualifications or 

disclaimers in 2019 (i.e. the first year of application of Directive 12) have had a history 

of qualifications or disclaimers under the previous reporting framework.  

2.26 For entities that adopted Standards of GRAP, the review considered the nature of the 

areas that received qualifications or disclaimers. In most cases, the matters point to a 

lack of audit evidence to support the information disclosed in the annual financial 

statements due to poor systems and record-keeping. The matters raised affected 

property, plant and equipment, investment properties, exchange receivables, payables 

and revenue, commitments, and unspent conditional grants.  

2.27 At the finalisation of this memorandum, the audit outcomes of four entities could not be 

confirmed for the 2020 reporting period. The entities include two water boards, and two 

Schedule 3D entities.  

RECOMMENDATIONS 

2.28 Stakeholders recommended that information about the entities that adopted Standards 

of GRAP should be shared with the National Treasury as this could be an indication that 

the entities have not been classified correctly in the PFMA Schedules.  

2.29 A member of the project group indicated that the  Public Entities Governance unit at the 

National Treasury would find the information from the review useful.  

ACTION REQUESTED#1 

The Technical Committee is requested to NOTE the status of compliance with  

Directive 12.  
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APPLICATION OF THE DIRECTIVE 

2.30 This part of the review is aimed at identifying issues that arose because of the application 

of the Directive. The section addresses issues identified when undertaking the self-

assessment and issues relating to changes in the reporting framework.  

2.31 When Directive 12 became effective, entities were required to undertake a self-

assessment to determine their new reporting framework.  

2.32 Entities should apply IFRS Standards when they meet one or more of the following 

criteria: 

(a) The entity is a financial institution.  

(b) The entity has ordinary shares or potential ordinary shares that are publicly traded 

on capital markets. 

(c) Its operations are such that they are: 

i. commercial in nature; and 

ii. only an insignificant portion of the entity’s funding is acquired through 

government grants or other forms of financial assistance from government.  

If entities do not meet any of these criteria, they should apply Standards of GRAP.  

2.33 The Directive provides explanatory guidance to assist with the application of the criteria, 

with the basis for conclusions outlining the Board’s rationale for the decisions made in 

the development of the Directive.   

2.34 Since the publication of the Directive in 2015, stakeholders raised issues about the 

application of the Directive. These issues are identified in the project brief. A separate 

communique was developed to clarify the application of the Directive. This was shared 

with affected entities and auditors. 

APPROACH UNDERTAKEN 

2.35 A review of the annual financial statements and audit reports for 2018/19 was 

undertaken for all entities to identify audit issues resulting from the application of the 

Directive. The AGSA’s General Report was also perused for any additional matters.  

2.36 In addition, two separate questionnaires were developed for preparers and auditors. 

These were distributed to affected entities, as well as their auditors to gather more 

information on their experience with the Directive.  

2.37 Two stakeholder engagements were held with preparers and auditors. Meetings were 

also held with the OAG and the Department of Water and Sanitation. The feedback from 

those discussions is provided in the next section. One project group meeting was held, 

and the project group recommendations are also set out in the next section.  

FINDINGS 

A. Issues identified in the review of financial statements and audit reports 

2.38 No issues were identified in the AGSA’s General Report.  

2.39 The following observations were made in the review of the financial statements and audit 

reports.  

  

https://www.asb.co.za/wp-content/uploads/2019/04/GBEs-Communication-on-the-Reporting-Fr.pdf
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(a) Entities that previously applied IFRS Standards have continued to apply IFRS 

Standards without undertaking the assessment 

2.40 Directive 12 requires entities to disclose, in the summary of significant accounting 

policies or other notes, the judgement made in applying the criteria to determine the 

appropriate reporting framework. As noted in the previous section, the Secretariat could 

not confirm with certainty which entities that continued to apply IFRS Standards actually 

applied the Directive as very few entities disclosed this information in the financial 

statements.  

Stakeholders’ considerations 

2.41 This issue was initially brought to the Secretariat’s attention after the Directive was 

issued. The auditors at the stakeholder engagement confirmed that there was a 

perception among preparers that the Directive only applied to entities applying SA 

GAAP. The auditors shared that initiatives were undertaken to raise awareness with 

their auditees that the Directive applies to all entities that previously applied SA GAAP 

and IFRS Standards, without exception.  

2.42 While there is a possibility that entities continued applying IFRS Standards without 

undertaking the assessment, the auditors confirmed that not much can be done at this 

stage. It was questioned whether auditors would continually assess the appropriateness 

of the reporting framework once selected. It was noted that auditors are required by the 

auditing standards to assess the reporting framework, however this is usually only done 

for first-time audits. Under Directive 12, the auditors would reconsider the assessment 

subsequently when there is a significant change in the operations.  

2.43 Stakeholders did not propose any further actions.  

(b) Different reporting frameworks applied by similar entities 

2.44 Following the application of the Directive, seven of the nine water boards concluded that 

Standards of GRAP are appropriate on the basis that their operations are not 

commercial in nature. In contrast, the other two water boards assessed that they met 

the criteria to apply IFRS Standards.  

Stakeholders’ considerations 

2.45 Stakeholders representing the water boards noted that water boards are established on 

the same basis, and their operations and funding models are based on the same 

legislative requirements. The water boards report to the Department of Water and 

Sanitation, and have to adhere to the same reporting requirements set by the 

Department. Stakeholders noted that, for reporting purposes, it is important that 

alignment of the sector is considered.  

2.46 In the discussion with the auditors, it was questioned whether the same issue was noted 

for the development corporations. The Secretariat explained that there are six 

development corporations listed in Schedule 3D, however unlike the water boards they 

are provincial entities and report to various oversight entities. Only one of these 

corporations applies Standards of GRAP while the rest apply IFRS Standards. The 

former development corporation is the North West Development Corporation (see 

Attachment 5(c) for the detailed response from their auditors) whose initial assessment 

to apply IFRS Standards was questioned by the auditors, resulting in a reassessment 
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on the basis that the corporation was reliant on government funding. The Secretariat 

notes another category of entities included in Schedule 3D – the industrial development 

zones - which all apply Standards of GRAP.  

2.47 It was suggested that the matter relating to the water boards should be discussed  with 

the National Treasury and Department of Water and Sanitation as they have regulatory 

oversight over the water boards, in order to identify any emerging issues following the 

changes in the reporting framework for water boards.  

Feedback from discussions with the Department of Water and Sanitation 

2.48 A meeting was held with the Department of  Water and Sanitation and the water sector 

entities to discuss the impact of water boards applying different reporting frameworks on 

the Department’s reporting requirements.  

2.49 The water boards explained that their mandate requires them to be self-sufficient, 

however those that adopted Standards of GRAP indicated that they did not meet the 

criteria to apply IFRS as they receive grant funding from government. Participants 

agreed that although the water boards were established under the same legislative 

mandate, their funding structure is different.   

2.50 The Department indicated the application of Directive 12 by water boards has not 

impacted their reporting requirements as the Department itself also applies a different 

framework. The Department has been able to translate the information received from 

the water boards without difficulties, and did not share any issues relating to  

Directive 12.  

2.51 The water boards requested that they receive regular GRAP updates from the 

Secretariat to keep abreast with the Board’s developments. The two water boards that 

adopted IFRS Standards also showed an interest in the updates, as they would also 

benefit from the sessions as they maintain two sets of financial information.  

2.52 In light of the discussions, the Secretariat does not believe that any further action is 

required. 

(c) Audit matters raised in connection with entities that adopted Standards of GRAP 

2.53 Some audit reports of entities that adopted Standards of GRAP included areas of 

qualification that impacted the disclosures on the first-time adoption of the Standards of 

GRAP. The qualifications or disclaimers arose due to a lack of audit evidence to support 

the information disclosed in the annual financial statements due to poor systems and 

record-keeping. The audit matters were mostly recurring and related to PPE, investment 

property, exchange receivables, revenue and payables, unspent conditional grants, 

failure to assess useful lives, residual values and impairments.  

2.54 In another audit report it was noted that the financial statements submitted for audit were 

prepared using IFRS Standards instead of Standards of GRAP. 

Stakeholders’ considerations 

2.55 Stakeholders proposed that no further action is required since the areas of qualification 

are due to a lack of audit evidence, and with some qualifications occurring under the 

previous reporting framework.  
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(d) Audit matters raised in connection with entities that adopted IFRS Standards 

2.56 In the audit reports of entities that adopted IFRS Standards, one report noted that an 

entity did not prepare the financial statements in accordance with IFRS 1, First-time 

adoption of International Financial Reporting Standards (IFRS 1). There was no 

explanation of the impact of the transition from SA GAAP to IFRS Standards in the 

financial statements.  

2.57 This matter was also identified by the firms when Directive 12 was issued. They noted 

that Directive 12 does not indicate that entities that adopt IFRS Standards need to apply 

the transitional provisions in IFRS 1. They had observed that entities that previously 

applied SA GAAP, adopted IFRS Standards with no consideration of IFRS 1. The firms 

also indicated that the transitional relief in IFRS 1 for IFRS 9, Financial Instruments 

(IFRS 9) and IFRS 15, Revenue from Contracts with Customers (IFRS 15) would only 

apply to entities that already apply IFRS Standards, which meant that the adoption of 

IFRS 9 and IFRS 15 would be more onerous for some entities. 

Stakeholders’ considerations 

2.58 Stakeholders considered whether additional guidance should be provided either in the 

Directive itself or in a FAQ. It was noted that usually entities applying IFRS Standards 

would not consider the FAQs issued by the Secretariat, and that amending the Directive 

is more appropriate. It was proposed that the Directive should be amended to include 

first-time adoption considerations for entities that adopt IFRS Standards.  

RECOMMENDATIONS 

2.59 The project group members considered the issues identified and stakeholders’ 

considerations and recommend the following proposed actions to the Technical 

Committee: 

 

Issues identified Proposed action 

(a) Entities that previously applied IFRS 

Standards have continued to apply IFRS 

Standards without undertaking the 

assessment 

No further action is required as entities applying an 

inappropriate reporting framework will be identified 

through the audit process. 

(b) Different reporting frameworks applied by 

similar entities with the same oversight body 

No further action is required as no issues were identified 

by the Department of Water and Sanitation. 

(c) Audit matters raised in connection with 

entities that adopted Standards of GRAP 

No further action is required as the audit findings relate 

to a lack of audit evidence and/or past history of 

qualifications. 

(d) Audit matters raised in connection with 

entities that adopted IFRS Standards 

Amend Directive 12 to include first-time adoption 

considerations for IFRS Standards. 

 

ACTION REQUESTED #2 

The Technical Committee is requested to: 

(a)  NOTE the observations identified in the review of financial statements and audit 

reports; and 
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(b)   CONFIRM the possible courses of action for the Board to consider based on the 

issues identified in (a).  

B. Issues identified in the responses to the questionnaires 

2.60 Respondents to the questionnaire provided insights to the issues experienced.  

A total of 15 responses were received – nine from auditors and six from preparers. 

Attachment 5(c) provides the detailed responses.  

2.61 Overall, the feedback from respondents was positive. All respondents indicated that the 

entities for which they were responding performed the self-assessment. When asked 

about the clarity of the criteria and implementation challenges – a majority of the 

respondents indicated that the criteria and guidance in the Directive are clear and did 

not identify any implementation issues. Those respondents that disagreed provided 

details on areas that were challenging to apply or that could be improved.  

2.62 Below are key observations from the respondents.   

(a) Selection of an inappropriate reporting framework 

2.63 Some respondents noted that two entities (both Schedule 3D entities) performed an 

initial assessment which was subsequently challenged by their auditors and provincial 

treasury. In the initial assessment, the entities concluded that IFRS Standards were 

appropriate, however following consideration of additional inputs on the assessment, 

their assessments were changed as their operations were not commercial in nature, and 

they received a significant portion of government funding. The entities reconsidered 

those assessments and agreed that Standards of GRAP are appropriate. 

2.64 While no further action is needed, the Secretariat notes that if entities are currently 

applying an inappropriate reporting framework, this will likely be identified in future audits 

when new auditors assess the appropriateness of the auditees reporting framework, in 

accordance with the auditing standards.  

(b) Clarification of the self-assessment criteria and guidance in the Directive 

2.65 A majority of the respondents indicated that the criteria are clear.  

2.66 Respondents shared a number of areas in the Directive that were challenging to apply, 

these included: 

• Clarifying what it means to have a competitive market. 

• Requiring entities with international competitors or publicly traded debt to 

automatically apply IFRS Standards without undertaking the assessment.  

• Clarifying what it means to have an insignificant portion of funding, and the impact 

of bail outs on the assessment. 

• Clarifying the forms of government funding/assistance as it may include guarantees 

provided by the shareholder, as well as policy and regulatory support. 

• Revising the definition of service delivery or reconsidering whether it should be used 

in determining the appropriate accounting framework as most public sector entities 

have service delivery objectives. 
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• Including a requirement that the assessment should be undertaken at the economic 

entity level.  

• Making provision for semi-commercial entities. 

• Considering the PFMA classification as a basis for the selection of reporting 

frameworks. 

Stakeholders’ considerations 

2.67 Stakeholders agreed that assessing whether an entity’s operations are commercial in 

nature and the significance of government funding can be a challenge. It was noted that 

the guidance is clear, however applying the guidance in an environment when 

government decisions and policies take long to be implemented, and entities’ 

circumstances can change at any point due to an unstable economy, is problematic. 

Some indicated that motivating that an entity is commercial, and not reliant on 

government funding, will become increasingly difficult with the pandemic as entities will 

require continuing bail outs (some realising over a number of reporting periods) due to 

a depressed economy.  

2.68 Other stakeholders noted that the wording in the Directive may also create confusion. 

For example, in the assessment of the nature of operations, the Directive notes that 

performance of entities with a commercial objective is measured by the profits  made, 

and in turn the return generated for its capital providers. It was noted that the affected 

entities have been established to be financially sustainable and to maximise revenues 

rather than to generate a return for the capital providers.  

2.69 Stakeholders discussed the Secretariat’s proposed responses in Attachment 5(c), and 

observed that in most instances, respondents raised issues on matters for which 

explanatory guidance already exists either in the core text of the Directive or the basis 

of conclusions. It was noted that this could be attributed to respondents not reading the 

basis for conclusions.  

2.70 It was suggested that supplementary guidance should be added to the communique to 

clarify the areas highlighted as problematic by respondents and stakeholders. The 

supplementary guidance may be used as an opportunity to amplify some the key 

decisions relating to matters raised by respondents.  

2.71 The project group considered the stakeholders’ considerations and suggestions, and the 

following was noted: 

• Members questioned whether the amendments are not better suited in the Directive. 

The Secretariat explained that the areas that require further clarification were 

already explained in the Directive or basis for conclusions. It was agreed that the 

Board should assess how the supplementary guidance is received, and reconsider 

the placement of the additional guidance on that basis.  

• Members concurred that assessing whether an entity’s operations are commercial 

in nature and whether there is insignificant funding is challenging. It was suggested 

that the assessment should also consider an entity’s mandate as this may resolve 

the situation with water boards where similar entities are applying different 

frameworks. 

• It was noted that the supplementary guidance should also provide guidance on: 
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- start-up entities - in the first few years of operation start up entities are likely to 

be reliant on government funding even though their mandate may require that 

they become financially viable;  

- default reporting framework – introducing a default reporting framework will 

assist when there is uncertainty about the outcome of the self-assessment, 

particularly with borderline cases;  

- financial institutions -  clarifying whether a controlling entity could apply a 

reporting framework that is different to the controlled entity if the controlled entity 

is a financial institution.  

2.72 It was agreed that the project group’s suggestions can be addressed in the development 

of the supplementary guidance, along with the matters identified by stakeholders.  

Additional comments received  

2.73 The following comments were received outside of the project group, and there was no 

opportunity to obtain project group member’s inputs for the Technical Committee’s 

consideration. Stakeholders requested the Secretariat to consider these matters as part 

of the review of the Directive, and the Secretariat’s response is provided below for the 

Technical Committee’s consideration.  

Stakeholder comment Secretariat’s proposed response 

Clarifying whether breaking-even or a sustainability 

objective are indicators of a commercial objective, 

particularly when an entity’s enabling legislation 

does not require the entity to generate a return to 

its shareholders. 

The Directive focuses on “commercial objective” 

as the Board considered what are the 

distinguishing factors between entities in the public 

sector and private sector; and also the objectives 

of financial reporting for Standards of GRAP and 

IFRS Standards.  

Restructuring the criteria between conceptual and 

non-conceptual/practical criteria to enhance the 

credibility of the self-assessment. Conceptual 

criteria would be when entities apply IFRS 

Standards based on the commercial objective while 

the non-conceptual would be criteria applying to 

specific types of entities (i.e. financial institutions 

and entities with publicly traded shares). In 

addition, there is an opportunity to introduce 

additional exemptions for specific industries for 

legal or practical reasons. The latter would address 

the need for future exemptions from the National 

Treasury. 

The Secretariat notes the suggestion to restructure 

the criteria but does not believe that restructuring 

would be helpful and may give rise to additional 

issues. The Board explains in BC28 that it 

considered whether industries other than the 

financial service industry should apply IFRS 

Standards, and concluded that there was no 

reason for other industries not to apply Standards 

of GRAP.  

The Board also concluded that if entities operate 

in regulated environments (except those with 

publicly traded debt) should also be required to 

apply IFRS Standards.  

With regards to exemptions, the PFMA gives the 

National Treasury the authority to provide 

exemptions. The National Treasury has the 

discretion to provide exemptions to entities based 

on its own processes. 

Therefore to avoid unintended consequences the 

criteria should be left unchanged.  

The scope of the Directive should be reconsidered 

so that it to applies to entities already applying 

Standards of GRAP. As seen with the water 

boards, and other entities that changed from IFRS 

The Board exempted entities applying Standards 

of GRAP from applying the exemption as the 

Board approved GRAP as their reporting 

framework. However, if an entity’s operations have 
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Standards to Standards of GRAP, there may be 

other entities that meet the criteria to apply IFRS 

Standards but are currently applying Standards of 

GRAP.  

changed significantly such that it meets the criteria 

to apply IFRS Standards, then the entity would be 

able to change its reporting framework on that 

basis.  

The effectiveness of the Directive is impacted when 

the some entities are granted exemptions as this 

brings about inconsistencies when comparing 

similar entities.  

The PFMA gives the National Treasury the 

authority to provide exemptions. The National 

Treasury has the discretion to provide exemptions 

to entities based on its own processes.  

Providing guidance on the appropriate accounting 

treatment when entities discover that they have 

made an incorrect assessment, as an error in the 

reporting framework would not be accounted for as 

an error under GRAP 3. 

As explained in the memorandum, auditors 

indicated that the appropriateness of reporting 

frameworks would be considered as part of the 

audit process.  

The Secretariat believes this is an audit issue, and 

should not be addressed in the Directive.  

2.74 The Secretariat considered these matters raised and does not believe any further action 

will be required to address the matters.   

(c) Implementation and practical challenges (including audit issues) 

2.75 It was noted that initial misstatements were identified and material adjustments were 

required during audits for some entities that adopted new frameworks. Some 

respondents shared specific areas that resulted in material adjustments.  

Stakeholders’ considerations 

2.76 Stakeholders noted the responses as well as the Secretariat’s proposed response in 

Attachment 5(c), and did not recommend any further actions.  

(d) Lack of guidance on relevant disclosures on adoption of Standards of GRAP 

2.77 A respondent noted that one of the challenges was the lack of guidance on the relevant 

disclosures to be included in the financial statements on the impact of the change in 

accounting framework.  

Stakeholders’ considerations 

2.78 Stakeholders recommended that additional guidance about the first-time adoption of 

Standards of GRAP should be added to the Directive or in a FAQ.  

(e) Other matters relating to entities that adopted Standards of GRAP 

2.79 Other matters were raised by respondents of entities that adopted Standards of GRAP. 

These include respondents’ overall impressions of their experience with Standards of 

GRAP in comparison with IFRS Standards.  

Stakeholders’ considerations 

2.80 Stakeholders noted the feedback as well as the Secretariat’s proposed responses in 

Attachment 5(c), and did not believe any further action was required.  
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RECOMMENDATIONS 

2.81 The project group members considered the issues identified and stakeholders’ 

considerations and recommend the following proposed actions to the Technical 

Committee: 

 

Issues identified Proposed action 

(a) Selection of an inappropriate reporting 

framework 

 

No further action is required as entities applying an 

inappropriate reporting framework will be identified through 

the audit process. 

(b) Clarification of the self-assessment criteria 

and guidance in the Directive 

 

Develop supplementary guidance highlighting the Board’s 

basis and rationale for the criteria, and clarify areas that 

were challenging to apply. 

(c) Implementation and practical challenges 

(including audit issues) 

No further action is required. 

(d) Lack of guidance on relevant disclosures on 

adoption of Standards of GRAP 

Amend Directive 12 to include first-time adoption 

considerations for Standards of GRAP. 

(e) Other matters relating to entities that 

adopted Standards of GRAP 

No further action is required.  

(f) Other matters raised No further action is required. 

 

ACTION REQUESTED #3 

The Technical Committee is requested to: 

(a)  NOTE the observations identified by respondents and stakeholders;  

(b)  CONFIRM the possible courses of action for the Board to consider based on the 

issues identified in (a).  

 

OTHER MATTERS 

2.82 The project brief identified other additional matters for consideration. These are 

considered below. 

(a) Whether changes are required to the definition of a financial institution following the 

establishment of the Financial Sector Conduct Authority that replaced the Financial 

Services Board on 1 April 2018 

2.83 The Secretariat notes that the Directive makes reference to a financial institution as 

defined in the Financial Services Board Act No. 97 of 1990. This was repealed by the 

Financial Sector Regulation Act No. 9 of 2017. The Secretariat confirmed that there has 

been no significant change to the definition, and proposes that references should be 

added in the Directive to reflect the new legislation as well as the establishment of the 

Financial Sector Conduct Authority that replaced the Financial Services Board on  

1 April 2018. 

2.84 The Secretariat also notes that since the issue of Directive 12 in 2015, the IASB has 

revised its Conceptual Framework, and the JSE Debt Listing Requirements have also 
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been amended. As a consequence, references to specific paragraphs in those 

pronouncements have been amended.  

2.85 The Secretariat proposes that references should be added in the Directive to reflect the 

new paragraphs in the revised pronouncements.  

(b) Whether any issues were raised by entities that have regulatory oversight over 

affected entities  

2.86 A discussion was held with the OAG to share the preliminary results of the review, and 

identify any issues relating to the application of the Directive by entities. While there 

were specific issues shared, it was noted that from a consolidation perspective, the 

benefit of Directive 12 is that there are now more entities applying Standards of GRAP.  

2.87 When asked about the status section 92 exemptions, it was noted that the Minister 

approved the exemption of the Schedule 3A entity by a further two years with specific 

conditions. It was reiterated that the National Treasury’s position is not to allow for open-

ended exemptions.  

(c) Whether the JSE will consider the appropriateness of the reporting frameworks in 

its Proactive Monitoring of Financial Statements  

2.88 [Verbal feedback from the meeting with the JSE will be provided at the meeting.] 

ACTION REQUESTED #4 

The Technical Committee is requested to NOTE the other matters above, and CONFIRM 

that the proposed actions are appropriate.   

 

NEXT STEPS 

2.89 The results of the review of Directive 12 and proposed actions will be presented to the 

Board to decide what further work needs to be undertaken.   

2.90 The Board will also be requested to consider whether a Research paper on the 

information gathered in the project should be published. 

ACTION REQUESTED #4 

The Technical Committee is requested to NOTE the next steps.
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3. PART II - RESULTS OF THE REVIEW OF THE PREFACES 

3.1 The findings of the review of the Prefaces were considered by the Board at its March 

2021 meeting.  

3.2 At the March 2021, the Board considered the recommendations of the Technical 

Committee. As there are strong linkages between the review of the Preface and 

Directive 12. The Board agreed that approval of any revisions to the Preface and 

boilerplate introduction should be delayed until the Board has considered the findings 

to the review of Directive 12 in June 2021.  

3.3 Based on the project brief, no formal consultation process was required for the review 

of the Prefaces, however the Board requested that feedback on the planned revisions 

to the Prefaces should be sought from a limited group of stakeholders (i.e., focus group 

including National Treasury, AGSA and some audit firms). Consequently, the Board 

agreed that the final approval of the revisions to the revised Preface should be delayed 

until June 2021.  

3.4 A discussion with the focus group was undertaken at the project group held on 5 May 

2021. The minutes of the that meeting are included as attachment 5(b).  

3.5 The project group considered the Technical Committee’s recommendation to the 

Board. The project group members supported all the recommendations previously 

discussed by the Board: 

(a) A single comprehensive Preface to the Standards of GRAP should be issued. 

The revised Preface will replace the existing Prefaces. Content on the standard 

setting procedures and due process will be removed and documented in a “due 

process handbook”.  

(b) The due process handbook should be subject to a public consultation process, 

and once finalised, be made publicly available.  

(c) The use of the characteristics of public sector entities in paragraph 1.10 of the 

Conceptual Framework is sufficient, and a reference to that paragraph should be 

included in the revised Preface. 

(d) The due process document should emphasise the Board’s mandate, and 

stakeholders should give input on the characteristics of public sector entities as 

part of  the due process handbook. 

(e) The revised Preface should not discuss the convergence policy. However, the 

material proposed for deletion should be considered for inclusion in the due 

process handbook. 

(f) The revised Preface and boilerplate introduction should clarify that, where a 

Standard is based on an international equivalent, the basis for conclusions of the 

international equivalent should be considered. 

(g) Links to the IPSASB’s basis for conclusions should be provided on the ASB 

website. A reference to the basis for conclusions should also be added to each 

pronouncement, where applicable.   
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(h) The Secretariat should engage with the OAG and request them to consider 

including IPSASB/IASB decisions supporting key principles in the Standards as 

part of the National Treasury’s GRAP Accounting Guidelines.  

(i) The list of entities in the revised Preface and boilerplate should not be expanded 

to include public colleges as the existing list is consistent with the Board’s 

legislated mandate. 

(j) A single boilerplate should be issued that does not replicate the information in 

the revised Preface. 

3.6 The project group reviewed the revised Preface and recommended it to the Technical 

Committee for final approval. A clean copy of the revised Preface and introduction to 

the Standards of GRAP is included as attachments 3(d) and 3(e).  

ACTION REQUESTED #5 

The Technical Committee is requested to NOTE the recommendations of the project 

group and to RECOMMEND the  approval of the revised Preface  to the Board. 

 

NEXT STEPS 

3.7 The results of the review of Directive 12 and proposed actions will be presented to the 

Board to decide what further work needs to be undertaken. These will be added to the 

work programme once identified.  

3.8 The Board will also be requested to consider whether a Research paper on the 

information gathered in the project should be published. Research Papers are an 

opportunity to communicate the findings and agreed actions with stakeholders. If the 

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

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

programme.    

ACTION REQUESTED #6 

The Technical Committee is requested to NOTE the next steps, and to RECOMMEND 

that the findings of the review should be shared with stakeholders in a Research Paper.

 

 

 

 

 

 

 


