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DIFFERENCES BETWEEN CONDITIONS AND RESTRICTIONS IN GRAP 23 AND
THEIR IMPACT ON SA’S PUBLIC SECTOR

The Standards of Generally Recognised Accounting Practice (GRAP) 23,
"Revenue from Non-exchange Transactions (Taxes and Transfers),"
delineates the accounting treatment for revenue arising from non-
exchange transactions. In this standard, the terms 'conditions' and
'restrictions' are important and mean different things for financial
reporting. Knowing the difference is key to reporting finances
correctly, especially in South Africa’s public sector, where it's common
to receive and use transferred assets.

This article explains what GRAP 23 says about conditions and
restrictions and what this means for auditors and accountants working
in the South African public sector.

Defining Conditions and Restrictions in GRAP 23

GRAP 23 defines a ‘condition’ on transferred assets as a stipulation
that requires the recipient to consume the asset as specified or to
return the future economic benefits or service potential to the
transferor. In essence, a condition imposes a present obligation on the
recipient to transfer future economic benefits or service potential.
Consequently, when an entity receives an asset with a condition, it
initially recognizes an asset, revenue, and a liability.

In contrast, a restriction on transferred assets limits or specifies how
the asset can be used but does not require the asset, or its associated
economic benefits or service potential, to be returned to the transferor
if used differently. As a result, unlike a condition, a restriction does not
create a present obligation for the recipient to return future economic
benefits or service potential. Accordingly, the recipient initially
recognises only an asset and corresponding revenue.

The critical factor in differentiating between a condition and a
restriction is the enforceability and likelihood of enforcement of the
requirement to return the asset or its future economic benefits. If such
a requirement exists and is enforceable, it is a condition, if not, it is a
restriction. This principle emphasises substance over form.

Implications for the South African Public Sector

In the South African public sector, entities frequently receive funding
or assets from other government entities, donors, or other
organisations. These transfers often come with stipulations on how the
funds or assets are to be utilised. Accurately classifying these
stipulations as either conditions or restrictions is paramount for
correct financial reporting in accordance with GRAP 23.
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Misclassification can lead to material misstatements in financial
statements, affecting the perceived financial position and
performance of public sector entities. For instance, incorrectly
treating a condition as a restriction could result in an understatement
of liabilities, which could distort the entity's financial health. This is
particularly significant in a sector where accountability and
transparency are of utmost importance.

Furthermore, the distinction impacts the timing of revenue
recognition. Conditions necessitate the deferral of revenue
recognition until the conditions are met, whereas revenue associated
with restrictions is recognised immediately. This difference can
significantly affect the reported revenue in a given period, influencing
key financial ratios and indicators used by stakeholders to assess the
entity's financial management.

Impact on Auditors and Accountants in the South African Public
Sector

Auditors and accountants in the South African public sector play a
crucial role in ensuring the correct application of GRAP 23. They must
possess a thorough understanding of the nuances between conditions
and restrictions to provide accurate financial reporting and audit
opinions.

Firstly, auditors must rigorously assess the terms of transfer
agreements to determine whether stipulations constitute conditions
or restrictions. This requires careful examination of the enforceability
of any requirements to return assets or future economic benefits.
Auditors need to gather sufficient appropriate audit evidence to
support their conclusions, which may involve legal interpretations and
assessments of the likelihood of enforcement.

Accountants are responsible for the initial recognition and
subsequent measurement of revenue and related items. They need to
establish robust internal controls to ensure that all transfers are
correctly classified and accounted for. This includes maintaining
detailed documentation of transfer agreements and implementing
processes to monitor compliance with stipulations.

Moreover, the emphasis on control in GRAP, which is fundamental to
asset recognition, adds another layer of complexity. Accountants must
ascertain that the entity has the ability to exclude or regulate the
access of others to the benefits of the transferred asset. An
announcement of an intention to transfer resources does not, in itself,
constitute control. The enforceability of control must be established
before an asset can be recognized.
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Conclusion

The appropriate differentiation between conditions and restrictions in
GRAP 23 is essential for accurate and transparent financial reporting,
particularly in the South African public sector. Misclassification can
lead to material misstatements, impacting the reliability of financial
information and eroding public trust. Auditors and accountants in this
sector must have a deep understanding of these concepts, exercise
sound judgment, and implement robust controls to ensure compliance
with GRAP 23. By doing so, they contribute to the financial integrity

and accountability that are vital for effective public sector governance
in South Africa.
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