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BACKGROUND  

1. The Board approved a project to consider the guidance and disclosure requirements on 

going concern in the existing Standards of GRAP, and to assess how prevalent the need 

is for guidance on the liquidation basis of accounting. The approved project brief is 

included as attachment 5(b).  

OBJECTIVE OF THIS MEMORANDUM 

2. The objective of this memorandum is to share with the Board: 

(a)  feedback on: 

(i) how, and what preparers currently assess and disclose in their financial 

statements on going concern and financial sustainability; 

(ii) what information is disclosed when an entity is restructured, dissolved or 

disestablished in its entirety (hereafter referred to as ”liquidation”); and  

(b) raise recommendations for the Board to decide how to progress this project.    

OBTAINING INFORMATION RELEVANT TO THIS PROJECT  

3. Engagements were held with representatives of the National Treasury and the Auditor-

General of South Africa to understand:  

(a) what guidance is available to assist management with the assessment of the entity’s 

ability to continue as a going concern; 

(b) the current legislative processes, if any, that should be followed when a liquidation 

takes place; and  

(c) existing audit requirements on going concern, financial sustainability and liquidation. 

4. In addition, the Secretariat also: 

(a) reviewed audited financial statements of entities that apply the Standards of GRAP 

to assess (i) what disclosures are provided in the financial statements on going 

concern and financial sustainability; (ii) what is disclosed when a decision was taken 
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to liquidate an entity; and (iii) if any specific measurement considerations are 

applied to measure assets and liabilities prior to the dissolution of the entity; 

(b) issued a questionnaire to entities applying Standards of GRAP to obtain information 

on (i) what management considers when they assess  an entity’s ability to continue 

as a going concern; and (ii) what information is presented in the financial statements 

prior the liquidation of the entity; and  

(c) held virtual engagements with stakeholders to discuss the matters noted from the 

review and questionnaires.  

5. The Secretariat analysed the input and results obtained from the review, the 

questionnaires and engagements with stakeholders, along with the local guidance and 

requirements from other standard-setters or organisations. Based on this information, 

and discussions by the Technical Committee held during August 2021, this 

memorandum makes recommendations to the Board in three areas on how to progress 

this project. Part A deals with going concern and material uncertainties that may cast 

significant doubt on the entity’s ability to continue as a going concern (hereafter referred 

to as “material uncertainties”), Part B deals with the liquidation basis of accounting and 

Part C deals with financial sustainability. 

PART A – GOING CONCERN AND MATERIAL UNCERTAINTIES 

6. The section outlines what management considers when it assesses going concern and 

material uncertainties, and what information is disclosed in the financial statements 

about going concern and material uncertainties.    

#1 Assessing going concern and material uncertainties 

Feedback from the review, questionnaires, and stakeholder engagements 

7. In assessing going concern, management takes into account all available information 

about the future, which is at least, but not limited to, twelve months from the reporting 

date. The following observations on the time period, and the factors considered by 

management when assessing going concern were noted: 

(a) When assessing going concern, most entities consider information beyond twelve 

months by taking into account medium to long-term information.   

(b) Common factors that management considers in assessing going concern include: 

(i) Negative trends – for example, expenses exceeding revenue, recurring 

operating losses, consistent working capital deficiencies, reduction in own 

revenue generated, and negative operating cash flows. 

(ii) Financial condition including current liquid resources – for example, available 

cash, available access to credit, operating losses, net asset position, and cash 

on hand. 

(iii) Initiatives to maintain funding requirements – for example, initiatives to raise 

additional funding, enhancing revenue collections, stricter enforcement of credit 

control measures, and the entity’s ability to levy fees, tariffs and charges.    

(iv) External matters – for example, pending legal proceedings against the entity, 

loss of a key customer, intention of National Treasury to require the entity to 

surrender its surplus, changes to legislation, other initiatives or interventions by 
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national or provincial treasuries, and the impact of recent developments, such 

as COVID-19.  

(v) Internal matters – labour difficulties, substantial dependence of success of a 

project, uneconomic long--term commitments, loss of key management with no 

intention to replace, and a need to significantly revise operations. 

8. Stakeholders shared that guidance is needed in the following areas when  assessing 

going concern: 

• when an entity has been placed under administration;  

• the auditor’s expectations on going concern; 

• information on COVID-19 uncertainties; and  

• additional areas for management to consider when assessing going concern. 

9. Some participants also proposed that: 

• a flow chart could be developed with questions that can be considered by 

management to conclude when an entity is able to continue as a going concern; 

• a uniform format could be developed to ensure that there is consistency when 

management assesses going concern;  

• a standardised approach should be developed to assess the impact of COVID-19 

on the entity’s going concern assessment; and  

• additional guidance should be provided in the GRAP Accounting Guidelines to 

assist management with its going concern assessment. 

Recommendations from the Technical Committee   

10. The Technical Committee made the following recommendations:  

(a) The Board should not develop of a flow chart, a uniform format, or a standardised 

approach to assess the impact of COVID-19 (see paragraph .09). Entities need to 

consider their specific circumstances, along with the nature of their activities to 

assess the entity’s ability to continue as a going concern. 

(b) A Fact Sheet should be developed that: 

• outlines the most common features, factors and other accounting 

considerations that management may consider when assessing going concern 

and material uncertainties. Inputs from stakeholders, and guidance from other 

standard-setters or organisations will be used for this purpose; and  

• emphasise that (i) based on the current economic environment within which 

entities operate, it is important to consider information beyond twelve months 

when assessing going concern; and (ii) that management should consider the 

entity’s specific circumstances to conclude on the entity’s ability to continue as 

a going concern.  

(c) GRAP 1 should be amended to explain when preparing financial statements on a 

going concern basis is inappropriate.  
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(d) The input from stakeholders on the need for additional guidance to assist 

management with its going concern assessment, should be shared with the National 

Treasury. 

ACTION REQUIRED #1 

The Board is requested to: 

(a) NOTE the observations from the review, questionnaires, and stakeholder 

engagement; and  

(b) CONFIRM if it supports the proposals in paragraph .10.  

#2  Information disclosed on going concern  

Feedback from the review, questionnaires, and stakeholder engagements 

11. Information on the entity’s ability to continue as a going concern is included in: 

(a) the accounting policy note, with further explanations in the disclosure notes on going 

concern or events after the reporting date. Often the information presented in the 

accounting policy note and the disclosure notes were duplicated; and   

(b) the foreword and introduction to the annual report, or the CEO, chairperson, Board, 

accounting authority, CFO or Directors’ report.  

12. Most entities include generic accounting policies on going concern, and explanations of 

factors that are considered in assessing going concern. Generic explanations as to why 

management deems the preparation of the financial statements on the going concern 

basis appropriate, include that: 

(a) the entity neither has the intention nor the need to liquidate or materially curtail the 

scale of the entity;  

(b) the entity is dependent on funding from either the national or provincial 

government or a municipality to continue its operations;  

(c) the realisation of assets, and the settlement of liabilities, contingent obligations 

and commitments will occur in the ordinary course of operations;  

(d) the budget and cash flow forecasts were reviewed and found to be sufficient; 

and/or 

(e) management assessed the entity’s current financial position as healthy.   

13. Respondents indicated the need for additional disclosures in the notes to the financial 

statements on:   

(a) the entity’s liquidity and solvency ratios; and 

(b) the impact of COVID-19 on the entity’s going concern assessment. 

14. Respondents also noted that financial health assessments will be useful to inform 

management decisions, and that these assessments should be required for 

management, rather than only be undertaken by the AGSA.  

Recommendations from the Technical Committee 

15. The Technical Committee made the following recommendations: 
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(a) The Fact Sheet should include the impact of COVID-19 on the entity’s going concern 

assessment as a factor to be considered by management when assessing going 

concern. 

(b) The Fact Sheet should highlight that: 

• generic accounting policies or descriptions on going concern should not be 

used, but that the information presented and disclosed should reflect the 

entity’s specific circumstances; and  

• information about going concern should not be repeated in financial statements, 

but information should be cross-referenced. 

(c) Recommend to the National Treasury for it to consider developing:  

• guidance that enables management to assess an entity’s financial health 

through indicators;  

• specific financial ratios for other public sector entities, similar to those in Circular 

71 that are applied by municipalities and municipal entities; and   

• guidance on the calculation of the liquidity and solvency ratios to ensure that 

entities use consistent information for these calculations.  

ACTION REQUIRED #2 

The Board is requested to: 

(a) NOTE the information from the review, questionnaires, and stakeholder 

engagement on information disclosed on going concern; and  

(b) CONFIRM if it supports the proposals in paragraph .15.    

#3  Information disclosed on material uncertainties 

Feedback from the review, questionnaires and stakeholder engagements 

16. A limited number of entities disclose information in their financial statements on material 

uncertainties. Stakeholders proposed that the financial statements should require the 

disclosure of management’s: 

(a) reasoning and judgements when they conclude that it remains appropriate to prepare 

financial statements on the going concern basis amid unfavourable external 

conditions; and 

(b) actions to address these material uncertainties and to mitigate risk.  

17. It was also observed that: 

(a) based on the legislative processes that need to be followed to disestablish public 

sector entities; and  

(b) because most public sector entities are reliant on government funding to meet their 

service delivery objectives, 

not many entities have concerns about their ability to continue as a going concern. 

Despite there being specific disclosure requirements in the Standards of GRAP on 

material uncertainties, these disclosures are mostly lacking from the financial 

statements. 
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Recommendations from the Technical Committee  

18. The Technical Committee recommended that the disclosure requirements on material 

uncertainties in GRAP 1 should be to require management to disclose: 

(a) significant judgements applied by management in forming conclusions on the 

entity’s ability to continue as a going concern;  

(b) material uncertainties that it is aware of in forming these conclusions; and  

(c) actions to address these material uncertainties and to mitigate risk.  

ACTION REQUIRED #3 

The Board is requested to: 

(a) NOTE the information from the review, questionnaires, and stakeholder 

engagement on information disclosed on material uncertainties; and  

(b)  CONFIRM if it supports the proposals in paragraph .18.   

PART B – LIQUIDATION BASIS OF ACCOUNTING  

19. The section considers the need for guidance on the liquidation basis of accounting 

where an entire entity is liquidated.  

20. Limited guidance on the liquidation basis of accounting is currently available. Other than 

the Companies Act, Act No 71 of 2008, that includes requirements relating to liquidation, 

reckless trading and business rescue, the Financial Accounting Standards Board’s 

(FASB) has issued Topic 205 on Presentation of Financial Statements: Liquidation Basis 

of Accounting.  

Feedback from the review, questionnaires, and stakeholder engagements 

21. In obtaining information on the liquidation basis of accounting, the Secretariat focused 

on those entities that were liquidated. One entity included an explanation in a disclosure 

note that indicated that all business functions, assets, liabilities and personnel of the 

entity will be transferred. The disclosure note also explained that a liquidator was 

appointed to oversee the liquidation process.  

22. Another entity noted that it is inappropriate to prepare the financial statements on the 

going concern basis if the entity intends to cease operating, or there is no realistic 

alternative but to do so. This entity did not indicate the basis on which the financial 

statements were prepared, other than to say they have been prepared in accordance 

with the Standards of GRAP.   

23. It was also noted that entities do not apply specific measurement requirements to assets 

and liabilities in the financial statements when they are being liquidated. 

Recommendations from the Technical Committee  

24. The Technical Committee recommended that guidance on the liquidation basis of 

accounting should not be developed at this point in time. Instead, guidance should be 

included in the Fact Sheet: 

(a) on measuring assets and liabilities based on the expected cash flows to be derived 

from a liquidation following a decision to liquidate an entity;  

(b) to explain when these valuations should be undertaken; and  
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(c) to explain that if an entity prepares its financial statements on a liquidation basis, it 

no longer applies the Standards of GRAP. Entities will be required to develop their 

own accounting policies. 

ACTION REQUIRED #4 

The Board is requested to: 

(a) NOTE the information from the review, questionnaires, and stakeholder 

engagement on the liquidation basis of accounting; and  

(b) CONFIRM if it supports the proposals in paragraph .24.   

PART C – FINANCIAL SUSTAINABILITY 

25. This part of the project considers the available guidance on financial sustainability, and 

what information or explanations, if any, is included in entities’ financial statements on 

their sustainability.  

26. The Standards of GRAP require management to assess the entity’s ability to continue 

as a going concern. There is no similar requirement to assess an entity’s financial 

sustainability, or to disclose information in the financial statements. The AGSA gathers 

information to assess entities’ financial health indicators, such as going concern 

uncertainty, expenses exceeding revenue, current liabilities exceeding current assets, 

and total liabilities exceeding total assets. This information is then reported in the PFMA 

and MFMA General Reports. 

Feedback from the review, questionnaires, and stakeholder engagements 

27. It became evident during engagements that a distinction needs to be made between 

going concern and financial sustainability. Some stakeholders proposed that definitions 

for going concern and financial sustainability should be included in the Standards of 

GRAP along with explanatory guidance. Others indicated that defining going concern 

and financial sustainability could be difficult, as there is no standard definition for these 

concepts in other literature, including the auditing standards.  

28. Some stakeholders shared the view that specific disclosures on financial sustainability, 

as it relates to going concern, should be presented in the financial statements. This is to 

specifically address the lack of disclosures on material uncertainties, and because the 

audit focus is mostly on the information presented in the financial statements. Others 

indicated that information on financial sustainability should not be included in the 

financial statements, but elsewhere in the annual report. This is because a number of 

areas need to be considered when addressing financial sustainability.  

Recommendations from the Technical Committee 

29. The Technical Committee recommended that: 

(a) information on financial sustainability should not be presented in the financial 

statements as assessing financial sustainability is beyond the scope of  financial 

statements; and  

(b) the need for guidance on information about an entity’s sustainability and its overall 

financial health, should be shared with the National Treasury for them to consider 

developing requirements on financial sustainability as part of its annual reporting 

guidance.  
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ACTION REQUIRED #5 

The Board is requested to CONFIRM if it supports the proposals in paragraph .29.   

 
NEXT STEPS 

30. Based on the Board’s agreed actions, the Secretariat will commence with the next phase 

of the project that involves the development of guidance in the areas agreed. A proposed 

Exposure Draft will be considered by the Technical Committee and Board at their first 

meeting in 2022.  


