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BACKGROUND AND OBJECTIVE 

Background 

1. The Board added a post-implementation review of GRAP 109 on Accounting by 

Principals and Agents to its work programme for 2020 to 2023. GRAP 109 became 

effective for years commencing on or after 1 April 2019.  

2. Applying the Board’s policy on post-implementation reviews (SS01), the review is 

undertaken in phases. The three phases of the review are set out in the project brief, 

see attachment 6(b).  

Phase 1 of the post-implementation review 

3. The first phase involves identifying issues in the environment through a desktop review. 

The Secretariat also included targeted stakeholder engagements in phase 1. The 

purpose of phase 1 is to gather information to develop an Exposure Draft (ED) on 

Invitation to Participate in the Post-implementation Review of GRAP 109 in phase 2. The 

ED will outline the key questions that will be the subject of discussions with stakeholders. 

Objective of this Issues Paper 

4. The objective of this Issues Paper is to present to the Board: 

• For consideration: a summary report of the issues identified in phase 1: (i) the results 

of a desktop review; and (ii) other issues noted by targeted stakeholders.  

• For approval: proposed amendments to the project brief. 
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APPROACH TO PHASE 1 

Targeted stakeholder engagement 

5. The Secretariat consulted the Office of the Accountant-General (OAG) and the 

Technical Audit Support (TAS) unit of the Auditor-General South Africa. These 

stakeholders provide technical support to preparers and auditors and have experience 

in dealing with queries related to GRAP 109 and the Modified Cash Standard (MCS) 

applied by departments1. These stakeholders have also researched aspects of the 

environment to understand the legislation that applies and the entities that may have 

principal-agent arrangements.  

Desktop review 

6. The desktop review considered the following sources to identify issues in the 

environment: 

• The Auditor-General’s latest PFMA (2020/21) and MFMA (2019/20) General 

Reports. 

• Queries responded to by the Secretariat. 

• Matters discussed at the Public Sector Accounting Forum. 

• The latest available financial statements of entities applying Standards of GRAP. 

The latest available financial statements of entities applying Standards of GRAP 

7. The Secretariat first selected the financial statements of specific entities who were likely 

to have principal-agent arrangements, based on information provided by stakeholders. 

The Secretariat next selected a random sample of financial statements so that in total 

(through the specific selection and random sample) approximately 10% of each type of 

entity was selected. Where relevant, the selection included entities from all provinces. 

TVET and CET Colleges were excluded from the review as they are unlikely to have 

applied the Standard, and audited financial statements for the period since GRAP 109 

became effective were unavailable. 

8. The review included the audited financial statements for the 2020/21 reporting period. 

Where the 2020/21 financial statements were not available (often for municipalities and 

municipal entities), the 2019/20 audited financial statements were considered. The 

accompanying auditor’s reports were also reviewed to obtain context for the financial 

statements, and identify further issues. 

9. Not all entities selected applied GRAP 109. The Secretariat still reviewed these entities’ 

financial statements to identify indicators of unidentified principal-agent arrangements, 

as well as to note any disclosure on GRAP 109 that may have been provided. 

10. The table in Annexure A summarises the number of entities whose financial statements 

were included in the review. The Technical Committee supported the Secretariat’s 

conclusion that sufficient financial statements were reviewed to identify pervasive issues 

among entities that apply Standards of GRAP, for purposes of developing the ED.  

 

 
1 The MCS chapter on Accounting by Principals and Agents has been effective for a number of years and the 
requirements are based on GRAP 109. 
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RESULTS OF PHASE 1 

11. Phase 1 identified general issues when entities prepare financial statements, as well as 

specific issues related to the application of GRAP 109. The findings were pervasive and 

not specific to any province, or any type of entity, unless otherwise indicated below.  

12. Phase 1 identified potential root causes and actions that could be considered by the 

Board to resolve some of these issues. The Secretariat has taken note of these for 

consideration in later phases of the project, but have not included them in this Issues 

Paper. The Secretariat considered that noting potential root causes and actions may be 

premature at this stage of the project. 

13. The Technical Committee recommended that these issues be included in the ED. 

General issues when entities prepare financial statements 

14. As in other recent desktop reviews of entities’ financial statements, the review identified 

a number of general issues with how entities prepare financial statements. 

Materiality is not applied 

15. Entities include information that appears immaterial in their financial statements, and 

may omit information that is material. The review identified that entities may not 

understand how to apply materiality in the context of GRAP 109.  

• In the public sector, the agent in a principal-agent arrangement may not be 

remunerated, or may be remunerated at an insignificant amount. The “agency 

fee/commission” is not necessarily a reflection of the materiality of the arrangement. 

If the materiality assessment considers only the “agency fee/commission”, entities 

may come to the incorrect conclusion. 

• With reference to the issues on incomplete disclosure (see paragraph 26), entities 

may be applying a second materiality assessment to decide on the information that 

needs to be provided about material principal-agent arrangements.  

Boilerplate information is provided 

16. The accounting policies and notes include boilerplate information. This means the 

information provided on principal-agent arrangements is not specific to the entity. 

17. Many financial statements include a boilerplate note on the Standards that were applied 

for the first time in the current reporting period, and the impact thereof on the financial 

statements. The boilerplate information provided in this note on GRAP 109 was that the 

first time application of the Standard in 2019/20 had no material impact on the financial 

statements. This information was inconsistent with seemingly material information on 

principal-agent arrangements disclosed elsewhere in the financial statements.  

Issues specific to the application of GRAP 109 

Awareness of requirements 

18. Some entities appear unaware that GRAP 109 became effective on 1 April 2019. Some 

financial statements noted the effective date as: “not yet determined by the Minister of 

Finance”, “1 April 2021”, or “not yet effective”. Some of these entities provided 

information on principal-agent arrangements, but it is unclear what basis was used to 

prepare the information. 
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19. Only two of the auditor’s reports noted material issues with the application of GRAP 109. 

GRAP 109 was not identified as a concern in the AGSA’s General Reports.  

20. The issues identified by the desktop review may indicate that the environment is not yet 

mature in applying the Standard, and awareness of the requirements is needed.   

Presenting cashflows on a net basis 

21. The recent review of the application of GRAP 2 on Cash Flow Statements excluded 

identifying whether entities apply the allowance that cash flows may be presented on a 

net basis in, among other situations, a principal-agent arrangement.  

22. This review found that entities use the allowance in GRAP 2 and present the net cash 

flows from agency services. 

Identification of principal-agent arrangements 

23. The identification of principal-agent arrangements appears the biggest challenge for 

entities in applying GRAP 109.  

24. The project brief notes a number of issues with the identification of principal-agent 

arrangements – see “Key issues to be considered”. These issues were reconfirmed in 

phase 1 by targeted stakeholders. In addition, the review identified the following issues: 

(a) Distinguishing principal agent arrangements from other arrangements: 

Issue Example 

Entities have difficulty distinguishing principal-

agent arrangements from other arrangements. 

Entities are further unsure of the Standards to 

apply when an arrangement is not a principal-agent 

arrangement. This indicates that entities do not 

understand the relationship with third parties. 

Fulfilling an agency function is a type of 

service provided to another party (the 

principal), and may be difficult to 

distinguish from arrangements where the 

entity is simply providing a service to 

another party. 

(b) Understanding an entity’s role in an arrangement: 

Issue Examples 

It can be difficult to 

understand parties’ 

roles in arrangements, 

particularly when it is 

unclear what functions 

have been assigned to 

an entity. This impacts 

the conclusion on the 

type of arrangement it 

is. An entity cannot 

assess whether a 

transaction is 

undertaken “on behalf 

of, and for the benefit 

of” another entity, or for 

its own benefit, when it 

is unsure where the 

• Functions assigned to municipalities by national and provincial 

governments through a legislative process (i.e. the function becomes 

the municipality’s function) vs arrangements where municipalities 

fulfil functions on behalf of departments with third party contractors 

(i.e. the municipality acts as an agent). E.g. maintenance of national 

and provincial roads.  

• Unfunded mandates, such as library services and health clinics, 

require municipalities to contribute their own resources to assist 

departments with their mandates. It may be unclear when the 

municipality is providing a service to the community, acting as an 

agent of the department, or providing a service to the department.  

• In a control relationship in the public sector, the mandate and 

functions of the entities are often linked. The controlling entity may 

fund the operations of the controlled entity with transfer payments. In 

addition, there may be arrangements between the parties for 

transactions to be undertaken with third parties. Because of the 
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responsibility for the 

function lies. 

control relationship, it may be difficult to identify the nature of the 

arrangements correctly.  

• Legislation may indicate that entities undertake transactions for the 

benefit of the National Revenue Fund, or relevant provincial 

Revenue Fund. These transactions are at the same time linked to 

the entity’s mandate. Entities mostly assessed that they are agents 

for the Revenue Fund, for example gambling revenue collected by 

gambling boards, and license fees collected by ICASA. However the 

treatment is inconsistent among entities, and there is uncertainty 

about when such legislative requirements apply in substance, as it 

could be argued that ultimately all revenue is for the benefit of the 

Revenue Fund. 

(c) Performing the assessment at the correct level 

Issue Example 

“Overarching agreements” between parties may contain multiple arrangements, 

e.g. different arrangements for beneficiaries, service providers, etc. In such 

cases it may be difficult to identify principal-agent arrangements from other 

arrangements within the one agreement. This indicates that entities are unsure 

of the level of the assessment and may perform it at an “overarching agreement” 

level instead of identifying and assessing each arrangement separately. 

Examples in 

paragraph 

24(b) are 

also relevant 

to this issue. 

(d) Classification of expenditure 

Issue Example 

There is a misconception that the classification of 

expenditure should drive the decision on whether 

an arrangement is a principal-agent arrangement. 

When an entity classifies a transaction with 

another party as a transfer payment, it is 

seen as not a principal-agent arrangement. 

(e) Applying economic substance over legal form 

Issue Example 

Terminology used in 

arrangements are 

confused with the 

accounting principles and 

entities incorrectly base 

assessments on the legal 

form of an arrangement, 

instead of the economic 

substance. 

• Legislation, such as the VAT Act, describes principal-agent 

arrangements. Entities familiar with the legislation may apply their 

understanding of the legislation to the arrangement, instead of 

applying GRAP 109.  

• The term “implementing agent”, which originated from 

procurement guidelines, is often used in arrangements. Although 

there may be instances where an implementing agent fulfils the 

role of an agent per GRAP 109, the terms are not synonymous. 

(f) Interaction of Standards of GRAP 

Issue Example 

Entities are uncertain of the interaction between 

GRAP 109 and other Standards of GRAP. Entities 

are unsure how the requirements of two or more 

Standards should be applied to account for one 

arrangement. 

• A service concession arrangement in the 

scope of GRAP 32 on Service 

Concession Arrangements: Grantor is an 

example of an arrangement that may 

also be a principal-agent arrangement.  
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(g) Meaning of “transaction” in the definition of a principal-agent arrangement 

Issue Example 

GRAP 109 defines a principal-agent arrangement as an 

arrangement where the agent undertakes transactions with third 

parties. This has been misinterpreted to refer to financial 

transactions. If an arrangement does not contain a financial 

transaction with third parties, entities conclude it is not a principal-

agent arrangement.  

An agent negotiating a 

contract on behalf of the 

principal, and municipalities 

managing beneficiaries on 

behalf of the provincial 

housing department. 

(h) Inconsistent identification of principal-agent arrangements among entities  

Issue Example 

There are certain functions in the environment 

known to give rise to principal-agent arrangements. 
However, not all entities have identified these 

arrangements as principal-agent arrangements. 

Municipalities manage the registration of 

motor vehicle licences and administration 

of traffic fines on behalf of the relevant 

provincial department of transport. 

Criteria to assess whether an entity is an agent in a principal-agent arrangement 

25. The criteria in GRAP 109 to assess whether an entity is an agent in a principal-agent 

arrangement are misunderstood. It is often used by entities to identify whether an 

arrangement is a principal-agent arrangement. The incorrect application of the criteria 

leads to incorrect conclusions on the nature of arrangements. The placement of the 

criteria within the Standard may contribute to the misconception. 

Application of disclosure requirements  

26. Entities with principal-agent arrangements do not comply with the disclosure 

requirements of GRAP 109. The following range of non-compliance was identified for 

entities who have principal-agent arrangements:  

(a) Entities did not include an accounting policy and no note disclosure was provided.  

(b) Entities only provided boilerplate information in an accounting policy, but no note 

disclosure on the arrangement. Therefore, there is no entity-specific information 

provided in the financial statements. 

(c) Entities with an accounting policy and note disclosure provided some information 

required by the Standard, but still omitted certain information. The information 

typically omitted include:  

• the significant terms and conditions of the arrangement;  

• whether any changes occurred during the period;  

• an explanation of the purpose of the relationship and any significant risks and 

benefits of the relationship; and  

• for entities acting as a principal, information on the resource or cost implications 

if the arrangement is terminated. 

27. A concern was identified that entities who do not have principal-agent arrangements 

provide the disclosure as a means of being cautious. However, the information would 

be misleading and inappropriate to provide for arrangements that are not principal-agent 

arrangements.  
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Matters for consideration in next phase 

28. The Secretariat will review the appeals judgement in the Western Cape Court Case to 

identify any further matters the project may need to consider. 

MATTERS FOR DISCUSSION #1 

The Board is requested to NOTE: 

(a) the issues identified in phase 1; and  

(b) that these issues will be included in the ED.  

 

AMENDMENTS TO THE PROJECT BRIEF 

29. The Technical Committee recommended the following changes to the project brief 

(changes are tracked in attachment 6(b)): 

• the revised timeline of the project, as previously agreed by the Board; 

• phase 1 is expanded to include targeted stakeholder engagement; and 

• the inclusion of issues on presentation and disclosure identified in phase 1.  

MATTERS FOR DISCUSSION #2 

The Board is requested to:  

(a) CONSIDER the proposed amendments to the project brief; and  

(b) if appropriate, APPROVE them. 

 

NEXT STEPS 

30. The Secretariat will progress stage 2 of the project to develop the ED, based on the 

issues identified in phase 1. Questionnaires will be developed to accompany the ED. 

The ED and related documents will be considered by the Technical Committee and 

Board in November 2022.  
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Annexure A 

Number of entities whose financial statements were included in the review 

Entity type 

Total 

number 

of 

entities 

Number 

of 

entities 

reviewed 

% 

selected 

Has principal-

agent 

arrangements 

% of 

selection 

Metro municipality 8 1 13% 1 100% 

District municipality 44 4 9% 2 50% 

Non-delegated and other 

local municipality 
205 21 10% 16 76% 

Municipal entity 41 4 10% 3 75% 

Parliament  1 1 100% 0 0% 

Provincial Legislatures 9 1 11% 0 0% 

Constitutional Institution 9 1 11% 1 100% 

Schedule 2 21 1 5%2 1 100% 

Schedule 3A 155 17 11% 4 24% 

Schedule 3B 21 2 10%2 2 100% 

Schedule 3C 56 6 11% 4 67% 

Schedule 3D 17 1 6%2 1 100% 

Other3 2 2 100% 2 100% 

Total   62   37   

 

 
2 Not all entities in Schedules 2, 3B and 3D of the PFMA apply Standards of GRAP. 
3 Two government components were included in the review. 


