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DUCHARME ARTICLE ON ASB DIRECTIVE 12                            

CONSIDERATIONS FOR PUBLIC ENTITIES 

 

Directive 12 The selection of an appropriate reporting framework by public entities, was issued by the 

Accounting Standards Board (ASB) in August 2015.  This directive applies to all public entities, including 

entities under the ownership control of these entities and is effective for accounting periods commencing 

on or after 1 April 2018.  Public entities that currently apply Standards of GRAP are exempt from this 

Directive, as that is the reporting framework that the Board has approved for those entities. 

 

Now is the time for public entities that are not yet applying the Standards of GRAP to consider the following 

important issues: 
 

IFRS vs GRAP 

What is the appropriate reporting framework for the entity?  Should it 

continue applying the International Financial Reporting Standards (IFRS) 

(or indeed, South African Generally Accepted Accounting Practice (SA 

GAAP)), or is there a requirement to transition to the Standards of 

Generally Accepted Accounting Practice (GRAP)? 

Transitional 

provisions 

If transition to the Standards of GRAP is required, what are the important 

considerations and the impact of the transition to the Standards of 

GRAP? 

 

This article aims to clarify some of the issues relating to ASB Directive 12, provide synoptic differences 

between IFRS and GRAP as well as provide some GRAP transition process considerations.  

 

 

ASSESSMENT BY PUBLIC ENTITIES OF ASB DIRECTIVE 12 

In accordance with ASB Directive 12, public entities need to assess whether or not the criteria for 

remaining on the entity’s existing reporting framework are met.  ASB Directive 12.11 sets out the 

assessment criteria.  If the criteria are not met, the entity should apply the Standards of GRAP when 

preparing its financial statements for periods commencing on or after 1 April 2018. Earlier application is 

allowed and there were indeed some entities in South Africa that made the transition early.  

 

If the entity is required to apply the Standards of GRAP, ASB Directive 12 should also be considered in that 

it requires the entity to disclose: 

 a summary of the significant accounting policies and the judgements management has made in 

applying the criteria to determine the appropriate reporting framework;   

 the basis of preparation of the financial statements;  

 the fact that the Standards of GRAP have been adopted; and  

 whether any transitional provisions have been applied.   

 

 

 

 



DUCHARME ARTICLE 2018 

ASB DIRECTIVE 12 CONSIDERATION FOR PUBLIC ENTITIES 

WE HELP YOU PUT FINANCE THEORY INTO PRACTICE      2 

 

ASSESSMENT CRITERIA 

According to paragraph 11, a public entity that is not already applying GRAP, should assess whether it 

needs to apply IFRS.  In doing this assessment, the entity should consider whether it meets one 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; or 

c) its operations are such that they are: 

a. commercial in nature; and 

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

government grants or other forms of financial assistance from government. 

 

Example: As an example, a water board is a Schedule 3B entity and is accountable to the provincial 

Department of Water and Sanitation (DWS).  It is currently preparing its financial statements in accordance 

with the IFRS.  The illustrative assessment required by paragraph 11 could result in the following: 

 

a) The entity is not a financial institution; 

b) It does not have ordinary shares or potential ordinary shares that are publicly traded on 

capital markets; or 

c) its operations are: 

a. not commercial in nature as they are fulfilling their mandate from government to 

provide bulk water, and,  

b. although none of the entity’s funding is acquired through government grants or other 

forms of financial assistance from government, the fact that the operations are not 

commercial in nature, negates this criterion. 

 

As a result of this, the entity will have to comply with the requirement to adopt the Standards of GRAP 

as well as the disclosures required by ASB Directive 12 such as the summary of significant accounting 

policies, other notes and judgements management has made in applying the criteria to determine the 

appropriate reporting framework.   

 

 

 

PERFORMING THE ASSESSMENT 

The assessment required by paragraph 12 should be performed by management initially when the 

Directive becomes effective and thereafter if there is a significant change that leads an entity to conclude 

that it meets, or no longer meets, the criteria in paragraph 11 (in which case it will be allowed to change its 

reporting framework in future periods).  For example, a significant change in operations may cause a 

change in the users of the financial statements and their information needs.  

 

In making this assessment, the entity’s management should make a holistic assessment over an extended 

period of time, applying its judgement and considering all relevant historical facts and circumstances as 

well as prospective information.  This will ensure that an entity does not change its reporting framework 

every year.  Necessary evidence of this assessment should be kept in support for assessment by the 

auditors. 
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ASB DIRECTIVE 5: GRAP REPORTING FRAMEWORK 

Once it has been concluded that the entity will need to apply GRAP, the entity will need to consider which 

Standards of GRAP will be applicable, the transitional considerations thereto and an understanding of key 

differences between the IFRS reporting framework and GRAP.   

 

A key piece of information to consider is ASB Directive 5 which determines the GRAP reporting framework 

for a given accounting period and sets out which Standards should be used. Directive 5 is updated 

regularly to reflect new Standards which become effective after having been approved by the Minister of 

Finance.  This should also be read in conjunction with the applicable ASB Directives which sets out the 

transitional provisions, e.g. ASB Directive 2 Amended Transitional Provisions for Public Entities and 

ASB Directive 7 The Application of Deemed Cost. 

 

In addition to the Standards of GRAP issued by the ASB, it also issues Interpretations, Directives and 

Guidelines to assist entities in applying the Standards of GRAP. 

 

In the absence of a Standard of GRAP for a particular topic, the pronouncements of the following standard 

setting bodies should be used, in descending order, to develop an appropriate accounting policy: 

 International Public Sector Accounting Standards Board (IPSASB) 

 International Accounting Standards Board (IASB), including the Framework for the Preparation and 

Presentation of Financial Statements 

 Accounting Practices Board (APB) 

 Accounting Practices Committee of the South African Institute of Chartered Accountants (SAICA) 

 

 

 

KEY DIFFERENCES BETWEEN GRAP AND IFRS 

Please find herewith a high-level overview of the current key differences between IFRS and GRAP as to 

provide a starting point for the transition process for public entities transitioning to GRAP. Each Standard of 

GRAP sets out its own set of recognition, measurement and disclosure requirements.  Even if similar 

standards exist in name within the GRAP and IFRS frameworks, these differences in requirements may 

have a material difference.  

 

Although it does not provide for an exhaustive list, it provides for some key practical considerations to the 

differences: 
 

Service delivery 

orientated 

versus  

profit 

orientated 

The core difference between GRAP and IFRS can be followed through to the 

ultimate objectives of the entities applying these frameworks.  The 

Standards of IFRS were created to standardise the financial reporting of 

businesses, of which the majority are profit orientated and situated in the 

private sector.  This is in comparison to the Standards of GRAP, to which the 

majority are focussed on mandated service delivery (e.g. municipal services 

are mandated by the Constitution and managed by the Municipal Finance 

Management Act) and public sector focussed. 

This difference in orientation makes a material impact on various 

considerations between these frameworks and the requirements within the 

underlying individual standards.  E.g. many of the assets and liabilities of 

entities within the public sector are acquired or incurred as a result of the 

entity’s service delivery mandate, for example, heritage assets and assets 

maintained for public access (e.g. parks) where as private sector would 

normally hold such assets for capital appreciation or speculation. 
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GRAP introduces the concept of service potential into the definition of 

assets, liabilities, revenue and expenses. Service potential is also a 

supplementary recognition criterion to account for items that do not result in 

the inflow or outflow of economic benefits, where an item either contributes to 

or detract from the entity’s ability to deliver its services. 

GRAP Standards 

for which there is 

no IFRS 

equivalent 

There are several Standards of GRAP which have been issued which 

provide specific guidance on accounting for certain specific types of 

transactions which are unique to the public sector environment.  

This results in several GRAP standards for which there is no IFRS 

equivalent, or where the requirements of the GRAP standards differs 

significantly from the requirements of ‘equivalent’ IFRS standard. E.g.: 

 GRAP 21 Impairment of non-cash generating assets 

 GRAP 23 Revenue from Non-Exchange Transactions 

 GRAP 24 Presentation of Budget Information  

 GRAP 103 Heritage Assets 

 GRAP 105 and 107 Transfer of Functions  

Presentation of 

financial 

statements 

(GRAP 1) 

The presentation of financial statements under GRAP differs from that of 

IFRS in various ways.  These differences include terminology, structure 

and content.   

For example, differences in the terminology between the frameworks are 

as follows, which impact the foundational considerations for each of the 

individual standards. 

GRAP IFRS 

Net assets Equity 

Surplus Profit 

Deficit Loss 

Accumulated Surplus / Deficit Retained Earnings 

Minority Interest Non-Controlling Interest 

Controlled Entity Subsidiary 

Controlling Entity Parent 

Economic Entity Group 

Owners Equity Interests 

Dividends/Similar Distributions Dividends 

Residual Interest Equity Interest 
  

Exchange vs 

non-exchange 

transactions 

(GRAP 9 and 23) 

Non-exchange transactions are those transactions where an entity either 

receives value from another entity without directly giving approximately 

equal value in exchange or gives value to another entity without directly 

receiving approximately equal value in exchange. Within the public sector 

non-exchange transactions are prevalent.  

GRAP provides principles to guide the measurement and recognition of 

non-exchange transactions, whereas IFRS is generally silent on the 

matter. 
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Recognition of 

revenue from 

government 

grants 

(GRAP 23) 

GRAP focuses on whether there is entitlement to the revenue from 

government grants (even though there may be restrictions on how the 

funds are spent), or an obligation to meet certain conditions, which is 

recorded as liability.  

The distinction between restrictions and conditions is crucial in 

determining whether or not to recognize revenue from a non-exchange 

transaction. As a result, government grants are generally fully released to 

income earlier under GRAP than under IFRS. 

Income tax 

(IAS 12) 

GRAP presumes that entities that operate within the public sector are 

generally exempt from income taxes and therefore does not cater for the 

accounting of income taxes. In the unlikely event that an entity reports 

using GRAP but is liable for tax, pronouncements of standard setting 

bodies should be considered for guidance (e.g IAS 12 Income Taxes). 

Consolidations 

and interests in 

associates and 

joint ventures  

IFRS 10 Consolidated Financial Statements, IFRS 11 Joint Arrangements 

and IFRS 12 Disclosures of Interests in Other Entities, differs significantly 

from the requirements in GRAP 6, 7 and 8. One of the key differences is the 

manner in which control is determined for the purpose of consolidation.  

Financial 

instruments 

(GRAP 104 vs 

IFRS 9) 

The classification of financial instruments in GRAP is different to that in 

IFRS.  The entity will need to re-assess the classification of financial 

instruments, which in turn will also impact the applicable measurement of 

such instruments. 

Reporting of 

budget vs actual  

(GRAP 24) 

With the increased focus on stewardship, service delivery and budget 

management in the public sector, GRAP requires a comparison of the 

actual financial performance of an entity with the approved budget of 

that entity, where the budget is publicly available. There is no equivalent 

requirement in IFRS. 

Impairment of 

non-cash-

generating assets 

(GRAP 21) 

In light of the assets recognised based purely on their service potential (as 

opposed to economic benefits), GRAP also caters specifically for impairment 

considerations for non-cash-generating assets. IFRS assumes that all assets 

will be cash-generating; whereas GRAP assumes that the majority of a 

public sector entity’s assets are likely to be non-cash generating. GRAP 21 

Impairment of Non-cash-generating Assets provides specific guidance on how 

to determine the value-in-use of such assets. 

No accounting for 

heritage assets 

(GRAP 103) 

There is no allowance for heritage assets (e.g. monuments, mayoral 

chains, etc) under IFRS as there are usually no such assets in the 

financial statements of private sector entities. 

Transfer of 

functions 

No accounting under IFRS specifically for mergers and transfer of 

functions between entities under common control (GRAP 105 and 107).  

IFRS 3 Business Combinations only deals with transactions that are 

similar to those dealt with by GRAP 106 Transfer of functions between 

entities not under common control. 

Reserve 

accounting 

GRAP does not allow for Reserve accounting in the same way as IFRS 

do.  E.g. a general reserve is not allowed by GRAP.  Specific reserves as 

required by specific GRAP standards are allowed e.g. Revaluation 

Reserve per GRAP 17. 
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ASB TRANSITIONAL PROVISIONS AND ACTUAL TRANSITION 

Should an entity need to transition to the Standards of GRAP due to ASB Directive 12 or any other reason, 

there are certain transitional provisions to consider.  These are contained in ASB Directive 2 Amended 

Transitional Provisions for Public Entities and ASB Directive 7 The Application of Deemed Cost.  These 

directives should be carefully considered as to the extent to their applications. 

 

Although there are many similarities between the Standards and GRAP and IFRS, the transition to the 

Standards of GRAP poses of many practical challenges such as: 

 

First time 

adoption and 

GRAP 

restatement / 

realignment of 

historic 

transaction and 

balances  

Making required accounting adjustments and re-allocations, including 

potentially having to remap certain accounts in the trial balance based on 

the information required for the Standards of GRAP.   

Opening balances may need to be re-aligned, with supporting 

reconciliations, to account for the transactions as if GRAP was applicable 

from the inception of the entity. Supporting evidence as to the transition 

should be kept together with management judgments and assumptions 

applied, in support of any subsequent audit on this.   

It is easy to underestimate the time required to get this done.  First time 

adoption results in the restatement of all three years of balances and 

transactions reported in a set of financial statements (current year, previous 

year and the opening balances of that previous year), together with the 

application of new recognition, measurement and disclosure requirements.   

This in comparison to the annual process to report only on the current year 

transactions.   

Supporting 

evidence for the 

transition 

In consideration of applicable audit documentation required in support of 

the new financial statements prepared on GRAP, and the above revision of 

historic transactions and balances, practical challenges in The accounting in 

accordance with the Standards of GRAP may result in additional/new 

supporting documentation that will be required in support of the classes of 

transactions, balances and disclosures in the financial statements.  Entities 

need to ensure that their staff have the necessary technical knowledge to 

put all of this in place for the audit.  It is crucial that there is capacity 

building in the form of training and skills transfer support. 

Business 

Process 

realignment 

The potential for changes to the accounting processes and audit-readiness 

preparation mentioned above may also require the redesign of some 

financial management policies and financial standard operating procedures. 

 

 

 

CONCLUSION 

ASB Directive 12 requires careful consideration in terms of the assessment as well as the practical 

impact should it result in GRAP having to be applied and implemented, due to the differences between 

GRAP and IFRS, the application of the transitional provisions for GRAP implementation and the open 

balance and realignment of IFRS balances and transactions per the GRAP framework.   
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For more information  

Ducharme can assist in ASB Directive 12 assessment support, practical implementation support as to the 

GRAP transitioning process and as-is analysis and implementation plan. This could include opening 

balance realignment of the financial statements, GRAP Disclosures, fixed asset register alignment, etc. 

 

We can also assist with tailored capacity building support on GRAP standard as well as the first time 

adoption consideration, through classroom training or via our e-learning platform (www.ducharme.online). 

This is also includes the provision of technical GRAP opinions. 

 

We can have developed an automated AFS preparation tool, to assist entities in the preparation of GRAP 

financial statements from their respective trial balances.  This is annually updated with the latest GRAP 

requirements.  

 

For more information on this, give us a call or send us an email: 

 

Francois Conradie CA(SA) 

First time GRAP adoption  

 

+27 82 926 1780 
fconradie@ducharme.co.za 

Luyanda Mbekeni CA(SA) 
First time GRAP adoption  

 

+27 83 261 9684 

lmbekeni@ducharme.co.za 

Anton Slabbert CA(SA) 
GRAP & IFRS technical support  

 

+27 72 232 5335 

aslabbert@ducharme.co.za 

Daniel Erasmus CA(SA) 
Training Coordinator  

 

+27 722 58 12 45 

derasmus@ducharme.co.za 

 
As at issue of this article, the information in this article is correct in considerations of these matters. These may change over time with new 

requirements and information.  This article does not represent a legal opinion or professional advice, and it is advised that due consideration be given to 

all the applicable facts on the application of accounting standards, with necessary professional guidance, prior to its application. 
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