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Abstract

Background: Generally Recognised Accounting Practice (GRAP) 109 Standard on accounting by principals and agents became effective in the 2019 fiscal year. The Standard aims to enhance financial reporting through explicit guidance for identifying, recognising and disclosing principal and agent relationships. However, South African municipalities have continued to face challenges in complying with GRAP requirements.

Aim: The aim of this study is to investigate whether South African metropolitan municipalities consistently disclose principal–agent relationships as per the GRAP 109 requirements.

Setting: The study focused on the eight South African metro municipalities: large urban settlements with high population densities and complex and diversified economies.

Methods: The research followed a qualitative approach to analyse the principal–agent disclosure practices of eight metropolitan municipalities’ annual reports.

Results: The findings revealed disparities in GRAP 109 compliance among the eight municipalities. Six municipalities aligned with GRAP 109 requirements in their accounting policies, whereas two lacked explicit policies, affecting their ability to recognise and disclose principal–agent relationships accurately.

Conclusion: Municipalities are still struggling to comply with the disclosure requirement as evidence shows a lack of improvement.

Contribution: This study contributes to the post-implementation review of GRAP 109 by identifying trends and gaps in compliance across South African metropolitan municipalities.
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Introduction

The public sector entities use accounting standards to provide financial statements to demonstrate accountability to the public for funds utilised to provide services to their constituents (Kidwell & Lowensohn 2019). In terms of the Public Finance Management Act (PFMA) No. 1 of 1999, section 89, as amended, the Accounting Standard Board (ASB) has the responsibility to determine generally recognised accounting practice (GRAP). In line with this responsibility, the ASB issued GRAP 109 on accounting by principals and agents. This standard became effective in the 2019 fiscal year. The main aim of the standard is to account for principal–agent arrangements. The ASB (2015) issued this new standard because there was no authoritative guidance from the International Public Sector Accounting Standards Board (IPSASB) or the International Accounting Standards Board (IASB) for identifying principals and agents’ relationships.

Generally Recognised Accounting Practice standards are currently applied by constitutional entities, public further education training colleges, municipalities and municipal entities (Lubbe & Mkubukeli 2016). It is anticipated that the primary benefit of GRAP 109 will be improving the quality, comparability and consistency of financial reporting in the public sector by GRAP users (ASB 2024; Scott, Wingard & Van Biljon 2016). It is crucial to correctly identify principal–agent relationships to have the relevant transactions reported by the appropriate entity to prevent double reporting and underreporting of revenues, expenses, assets and liabilities (ASB 2022a; Du et al. 2023; South African Accounting Academy [SAAA] 2022). Moreover, the standard generally aligns with global objectives of openness and transparency in public financial management, especially as public attention and related audit findings turn to weaknesses in municipal financial reporting (Haustein & Lorson 2023; Rizki, Hali & Kusumawati 2024; Tawiah & Soobaroyen 202).

Notwithstanding the clear nature of the standard and the objectives it tried to meet, public entities, such as municipalities, have consistently struggled to apply GRAP 109 constructively (SAAA 2024). Fourie and Poggenpoel (2017) report that challenges in the public sector are yet to be successfully addressed. Post-implementation reviews (PIRs) by the ASB have indicated considerable difficulties in applying the standard in practice. These challenges include differentiating principal–agent relationships from other types of contracts, interpreting public disclosure directives and continuously using a generic accounting criterion that does not consider individual entity characteristics (ASB 2024). These challenges are further exacerbated by structural, systemic problems at the local government level, such as limited financial management capacity, high staff turnover and dependence on consultants for financial reporting (Abu Haija et al. 2021; Accountancy South Africa [ASA] 2023). Juanda, Setyawan and Inata (2023) also add that disclosure levels in municipalities are often limited.

The South African Law Reform Commission’s (2019) report indicated that municipalities hardly cope with reporting the Municipal Finance Management Act (MFMA) requirements. This report was released in the year in which GRAP 109 became effective. Ajam (2025) also notes that there is a failure in enforcing compliance with the municipal financial management regulatory framework in South Africa. The GRAP 109 did not become an exception, which was evident in the case Auditor-General of SA v MEC for Economic Opportunities, Western Cape and Another (2021); the Auditor-General of South Africa (AGSA) found that the Western Cape Provincial Department of Agriculture incorrectly classified the payments made to suppliers as transfers instead of as payments for goods and services because the suppliers received the payments as department agents. Therefore, the AGSA issued a qualified audit report for the department. The AGSA’s contention depended on principal–agent relationships between the department and the suppliers. The matter resulted in a court case where the court ruled against AGSA. Although this case involves departments, municipalities also struggle with preparing financial statements because of skills shortages (ASA 2023).

South Africa’s eight metropolitan municipalities, with high population levels, broad service delivery functions and complicated financial arrangements are critical to the country’s operation and funding (Municipal Demarcation Board [MDB] 2018; Republic of South Africa 2022). Because of their magnitude, financial clout and strategic role in public sector management, Scott (2008) proposes that the level of transparency and detail in the GRAP financial statements, and the well-defined and described GRAP results in world-class municipal financial reporting. Non-adherence undermines the credibility of the financial statements, affects stakeholders’ confidence and hinders effective supervision, among others, through the AGSA (2022b)

This study seeks to contribute to the PIR of GRAP 109 and raise awareness among policymakers and local government finance practitioners in South Africa about the shortcomings of the practical implementation and areas for improvement in interpreting and applying this standard. This article is an academic contribution as academics play an important role in the PIR and research indicates that they are often an underutilised but indispensable resource to the process (Ewert & Wagenhofer 2012).

Problem statement

Implementing new accounting standards brings multiple challenges (PWC 2018). Generally Recognised Accounting Practice 109 has proven no different. As a new standard purporting to enhance identifying and disclosing principal–agent relationships, GRAP 109 requires a degree of technical interpretation and professional judgement that most municipalities have found challenging to consistently apply (Ajam 2025). Financial statement disclosure is a fundamental part of public accountability; it is a means by which a society, including citizens and oversight bodies, determines how public funds are used (Dewi, Azam & Yusof 2019). Clear and standard disclosures facilitate comparability between reporting entities, enhancing trust in the public financial management system (AGSA 2022; Sari 2023). However, various reports prepared by the Auditor-General and ASB have identified ongoing failures to adhere to disclosure requirements, such as those in GRAP 109.

This article adds to this discussion by examining whether GRAP 109 serves its intended purposes or whether its complexity has inadvertently given rise to new compliance issues. This question is particularly relevant, given the few independent, academic-led assessments of implementing GRAP in the South African public sector. Therefore, the following research question was formulated: Are the South African metropolitan municipalities consistently disclosing principal–agent relationships as per the GRAP 109 requirements?

Literature

In June 2015, the ASB issued GRAP 109 on Accounting by Principals and Agents (ASB 2022). This standard applies to all entities preparing their financial statements following the GRAP standard (SAAA 2022). Generally Recognised Accounting Practice 109 was developed to help assess the arrangement and determine whether it is a principal–agent arrangement before applying other GRAP standards (National Treasury 2021). The principal–agent arrangement assessment ensures that the correct entity recognises the rights and obligations (SAAA 2022). Principal–agent arrangements arise because entities must work together or with other external parties to fulfil their mandated roles and responsibilities (AGSA 2021). Engaging with another entity or external parties will not automatically be a principal–agent arrangement. Thus, GRAP 109 must ensure a proper assessment of the arrangement (SAAA 2022).

Obtaining financial statements is done by identifying transactions or information related to finance or having economic value and then recording, compiling and processing based on the standards made, in this case, GRAP 109 (Nareswari 2017). Generally Recognised Accounting Practice 109 explains the recognition, measurement and disclosure requirements. Determining whether an entity acts as a principal or agent requires judgement and considering all relevant facts and circumstances (IPSAS 2001). An entity uses this standard to determine whether it is a principal or agent and, in doing so, determines the revenue and expenses that qualify for recognition in its financial statements by the applicable GRAP 109 (2015) standards. However, GRAP 109 does not prescribe new recognition and measurement requirements for revenue, expenses, assets and liabilities (ASB 2022a).

When an arrangement meets the principal and agent arrangement criteria, the disclosure requirement of GRAP 109 should be adhered to in the financial statements of the implementing agent and principal entity (AGSA 2022). Regarding the disclosure, GRAP 109 requires an entity to disclose its role in the arrangement and its judgement when making the assessment, purpose, terms and conditions of the arrangement, risks and benefits of the relationship, including whether there were any changes during the reporting period, and finally, the transaction from the arrangement (ASB 2022a).

Section 122(1) of the MFMA 56 of 2003 requires municipalities to prepare financial statements. According to Narastri (2022), financial reports provide quantitative and qualitative information on an entity. Financial statements have long stages, from identifying transactions to publishing comprehensive information. The parties who present the financial report must include as much information as possible. It is the public’s right to know how the public sector managers have spent their money when fulfilling their duties and accountabilities (Abu Bakar & Saleh 2011). Ferlie and Pollitt (2005) state that disclosing information to the public is the primary means to provide broader and better accountability. The ASB must improve financial reporting in the public sector by maintaining and enhancing existing GRAP standards and developing new standards where gaps are identified, thus developing GRAP 109 (ASB 2020b).

Effective service delivery requires accountability and sound financial management (Ngwenya & Majam 2011). Financial disclosure mirrors the pattern of accountability in government and the political system (Rayegan et al. 2012). Bagwandeen (2010) states that disclosure is a feature of transparency. Accounting Standard Board (2022a) mentions the following about accountability:


In discharging its accountability, an entity that is a party to a principal–agent arrangement provides information enabling users to decide whether principal–agent arrangements effectively meet their purpose in delivering services. GRAP 109 requires information on principal–agent arrangements and related transactions in the financial statements to meet users’ needs. (p. 4)



Accounting is the art of recording transactions as best as possible to enable the reader to arrive at judgements and conclusions. Therefore, set guidelines are critical, and these guidelines are generally called accounting policies (Mahajan & Baburao 2016). Accounting policies are the assumptions, methods and practices entities apply when preparing financial statements (IASB 2016). The quality of financial statements depends on the accounting policies (Raičević 2021). Levine and Smith (2011) opine that for the disclosure of accounting policies to be informative, it cannot be generic. The usefulness of financial statements might be tainted because of disclosed accounting policies, including boilerplate and generic accounting policy disclosures (Van Zyl 2017).

According to Enache et al. (2022), new accounting standards are becoming more complex than their predecessors, and the labour cost of implementing such standards is high because of the need for accountants with relevant expertise. Morais (2019) states that the complexity of the standards is also because of continuous revisions and amendments, making it challenging to understand over time. This complexity presents a new challenge to the entities because they still fail to comply with the old GRAP standard. The 2022–2023 MFMA general audit report from the AGSA (2023) reported that the quality of financial reporting has not yet improved because municipalities still rely on audit processes to identify misstatements for correction. The 2021–2022 PFMA general audit report from the AGSA (2022) reported that credible financial statements enable accountability and transparency. Still, more than half of the auditees continue to submit poor-quality financial statements for auditing. This inconsistency points to systemic issues within compliance with established standards, which are essential for enhancing stakeholder accountability and trust.

Fourie and Poggenpoel (2017) researched public sector inefficiencies. They express that compliance with financial regulations is also a constant challenge and add that there were no or very few consequences when regulations were contravened, resulting in the continual recurrence of non-compliance findings. Implementing a new accounting standard can create significant challenges for companies that must adapt to changes in accounting and financial reporting systems, train staff and update information systems (Guerreiro, Rodrigues & Craig 2008).

The AGSA (2017) found that South Africa does not fully comply with the GRAP standard, resulting in significant problems with the quality of its public sector accounts. According to Abu Haija et al. (2021), one reason for non-compliance with the accounting standards in South Africa is the lack of resources and skills. This lack has been evident in the municipalities’ high use of consultants to address skills shortages. Auditor-General South Africa (2017) also indicates that inadequate or missing documentation for accounts disclosed in the financial statements is the primary reason for the audit report’s qualified, adverse disclaimer opinion. However, in research on the determinants of accounting changes around International Financial Reporting Standards (IFRS) adoption, Christensen et al. (2015) conclude that the quality of financial reporting and compliance improves over time because of experience and a better understanding of the standard.

The ASB (2022b) conducted a PIR, which was undertaken in two phases. The first phase was to identify issues with the application and the second phase included receiving feedback from the preparers, auditors and users. The following are observations from Phase 1:


	Accounting policies were found to be generic and included the exact wording from GRAP 109 rather than explaining how the principles were applied to the entity’s circumstances.


	Entities struggle the most to apply GRAP 109 when identifying principal–agent arrangements. Entities have difficulty distinguishing principal–agent arrangements from other arrangements and are unsure of the Standards to apply when an arrangement is not a principal–agent one. Economic substance over legal form is not applied. Entities incorrectly interpret various aspects of defining principal–agent arrangements, including the role of third parties and the types of transactions with third parties that could be principal–agent arrangements.


	Entities are unsure whether materiality should be applied to principal–agent arrangements and, if so, how to apply it.


	Agents are unsure when it is appropriate to recognise assets and liabilities from the principal’s transactions with third parties and question the value of the information to users in the agent’s financial statements. Other stakeholders view the information as crucial to hold the agent accountable for the resources of the principal that are in the agent’s custody.


	Disclosure of information required by GRAP 109 is incomplete in the financial statements of principals and agents.




The ASB (2024) review of the PIR of GRAP 109 reports many issues with disclosure requirements. Two such issues were that the information is not always available and that some disclosure requirements are unclear. Accounting Standard Board further states that these issues lead to entities’ non-compliance with GRAP 109 disclosure requirements.

The ASB (2024) reviewed principal versus agent considerations. Among other reported challenges, the research respondents also reported application challenges relating to the disclosure requirements. Therefore, applying the disclosure requirements has been challenging for the public and IFRS users, primarily in the private sector, leaving GRAP users with no reliable reference point.

In the IFRS (2024) review on principal versus agent considerations, the research respondents also reported application challenges relating to the disclosure requirements, among other reported challenges. The research shows that applying the disclosure requirements has been challenging for the public sector and IFRS users, mainly in the private sector, leaving GRAP users with no appropriate reference point.

This study academically contributes to the review already conducted. Barth (2018) argues that research is based on theory and the scientific method and, thus, is conceptually sound and internally consistent. Academics are also unbiased because they have no stake in the outcome. Ewert and Wagenhofer (2012) state that academics are crucial in the PIR, and research indicates they are often underutilised but indispensable to the process.

Research methods and design

The study employed a qualitative research method comprising an inductive content analysis. Basri (2014) defines qualitative research as a process of inquiry that draws data from the context in which events occur to describe these occurrences. According to De Villiers, Dumay and Maroun (2019), qualitative studies provide an overview of the theoretical framework, explain how the theory was used in the research context and offer data to support the resulting conclusions. This study adopted a content analysis and inductive theory approach. The content analysis method was selected because it seeks to analyse published information systematically and objectively (Guthrie et al. 2004:287). The inductive approach is also recommended if there is not enough former knowledge about the phenomenon or if this knowledge is fragmented (Elo & Kyngäs 2008). The researcher used content analysis to examine the text to comprehend the meaning and message (Krippendorff 2013:18).

A purposive sampling technique was used because all eight metropolitan municipalities were selected as study sample. Municipalities are chosen because, according to the National Treasury (1999), they are the sphere of government closest to the people and are responsible for delivering basic services and infrastructure to households. According to Etikan, Musa and Alkassim (2016), purposive sampling uses participants’ qualities. They also claim that total population sampling (TPS) is one method that can be used under purposive sampling. The TPS is a technique where the entire population that meets the criteria is included in the research. As all eight metropolitan municipalities are included, this is called a census. Krippendorff (2004) refers to the census as a body of text that includes all its kinds.

A recent study by Daruhadi and Sopiati (2024) indicates that data collection involves systematically gathering, measuring and analysing information to tackle a research problem. Successful data collection ensures that research findings possess credibility, reliability and validity, enabling researchers to derive significant conclusions (Dewi 2021). The researcher downloaded the audited Annual Financial Statements (AFSs) of the metropolitan municipalities from the previous 4 years to assess their application of the requirements. The AFSs were used as the primary data source. The researcher downloaded these reports from the official websites of all eight metropolitan municipalities covering the past 4 years. Cuny et al. (2021) posit that annual reports represent critical information sources in documentation analysis because they consolidate practice regarding financial disclosure. These reports provide objective, publicly available data to analyse and allow the analysis of longitudinal disclosure trends (Brown & Weber 2022).

The research employed thematic analysis to determine patterns and prevailing themes after Braun and Clarke’s (2006) and Bryman’s (2016) step-by-step approach. This methodological approach ensured a systematic, rigorous and reproducible analysis according to qualitative research best practices. A structured comparative table was developed to assess compliance with GRAP 109 accounting policies systematically. Included in the table were all categories needed in an accounting policy according to GRAP 3.

In compliance with the institutional r elements. The most frequently observed esearch guidelines, the metropolitan municipalities analysed in this study were assigned pseudonyms to maintain anonymity and adherence to qualitative research best practices. Each South African metropolitan municipality was assigned an alphabetical identity, from Municipality A to H. This method was implemented to enable unbiased comparison analysis.

A content analysis was conducted to investigate the disclosure of principal–agent connections by metropolitan municipalities in their AFSs. The analysis of the annual reports commenced with data familiarisation, during which the reports were examined to comprehend financial disclosures. Open coding was performed to categorise the data into significant classifications (Daruhadi & Sopiati 2024). The recurring patterns from the data analysed were categorised into themes and developed through iterative review and cross-validation, assuring rigour and reproducibility in the findings. The identified themes were further studied by analysing accounting policy disclosures to determine whether they were addressed. They were represented in a comparative table.

The GRAP checklist from the National Treasury was downloaded and used as a benchmark for evaluating municipal disclosures to assess compliance with national disclosure requirements. The analysis followed a structured table format, where the first column contained the 15 key disclosure requirements. Each municipality’s disclosure notes were examined, and compliance was recorded in a table. All eight municipalities were systematically analysed (Appendix A to Appendix H). The results were summarised graphically using average compliance scores to provide a comparative overview of municipal adherence to GRAP regulations.

Ethical considerations

Ethical approval to conduct this study was obtained from the Economic and Management Sciences Research Ethics Committee (EMS-REC) on 03/09/2024 (No. NWU-01792-24-A4).

Results and discussion

The study used content analysis of the AFSs from 2019/2020 to those of 2022/2023 financial years to explore whether South African metropolitan municipalities are disclosing principal–agent relationships as required by GRAP 109 to achieve the research objective of the study. The analysis analysed the disclosure of notes, which included the principal–agent arrangement accounting policy and the disclosure of accounting by principals and agents, as contained in the municipal annual report, to identify whether they align with the disclosure requirements per the GRAP 109 standard. In this study, the first analysis investigated whether the accounting policies align with GRAP 109 requirements, and the second stage evaluated the detailed note disclosures on real principal–agent relationships.

This two-tier approach aimed to evaluate the extent to which the formal policy aligned with GRAP 109, practical application and disclosure consistency. This differentiation is crucial because research established that local authorities often make formal compliance when implementing boilerplate accounting policies without necessarily inculcating the standard into practice (ASB 2024; Van Zyl 2017). Comparing these policies and actual disclosure content, the study finds evidence of strengths and gaps in GRAP 109 implementation and patterns of improvement or continuing non-compliance over time. The findings presented in the following sections provide evidence of the differences among municipalities and year-to-year variations, all of which add to our general understanding of financial transparency and accountability at the local level of government in South Africa.

Accounting policies: Accounting by principals and agents

Accounting policies describe how an entity has elected to account for similar transactions in preparing and presenting its financial statement (National Treasury 2020). The guideline by the National Treasury (2020) further states that the following basic principles must be addressed at a minimum when developing the accounting policies: initial recognition, initial measurement, subsequent measurement, impairment, derecognition and presentation (where relevant). However, GRAP 109 primarily deals with guidance that must be followed in assessing the nature of the principal–agent arrangement before considering other GRAP standards. Principles analysed for accounting policy were the definition and identification of the principal–agent arrangement, revenue and expenses, and accounting of the principal–agent arrangement using other standards, analysed in Table 1.
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Table 1 shows that six municipalities (A, C, D, E, G and H) disclosed an accounting policy aligned with the GRAP requirements. The findings show that Municipalities B and F did not disclose the policy in line with GRAP requirements. The policies disclosed did not meet the requirements because they described the actual principal–agent arrangements between the municipality and one agent and one principal. The policy did not explain the principles followed in analysing the arrangement as expected. The data for Municipality F, the lack of an accounting policy, also resulted in the municipality being unable to appropriately identify a principal–agent arrangement. For the reporting periods 2019/2020 and 2020/2021, Municipality F identified its arrangement with a third party as a principal–agent arrangement. However, in the 2021/2022 reporting period, the municipality concluded that the same arrangement was not a principal–agent one. The lack of an accounting policy resulted in undefined reporting criteria that the municipality employs to recognise and create a principal–agent relationship.

Table 1 illustrates the analysis results of the accounting policies revealed by municipalities, revealing that Municipalities B and F are classified as ‘Not compliant’ on ‘Overall compliance’. In addition, under the section ‘Definition and identification of principal/agent relationship’, both municipalities are designated with an X, indicating their failure to establish precise criteria for identifying these connections. The comments column states ‘No fundamental element of the standard’ for both municipalities, signifying non-compliance with GRAP 109 standards. Furthermore, the ‘Change in accounting’ column is designated as ‘No’, indicating that these municipalities did not execute any official modifications to their rules despite the reclassification. This result also shows the municipalities’ difficulties in applying the principles of the standard, as seen in their failure to meet key compliance elements outlined in Table 1.

The difficulty in applying the principles of this standard is also not limited to municipalities B and F, as evidenced by the court case between AGSA and the Western Cape government discussed in the introduction. In the court case, the Western Cape Provincial Department of Agriculture incorrectly classified the payments made to suppliers as transfers instead of payments for goods and services because the suppliers received the payments as department agents.

At a minimum, other municipalities indicated the following in their policy disclosure: identifying the principal–agent arrangement, identifying whether an entity is a principal or an agent and recognition. The identification was based on the principal–agent arrangement definition based on GRAP 109. Recognition is per the relevant GRAP standard. It was also found that the accounting policies were clear in this regard, and no significant change was noticed over the 4 years of the disclosed policies. This result shows that, at minimum, they had addressed the basic principles as expected by the National Treasury.

The ASB (2024) observed that accounting consistency improves financial performance and position comparability between various entities. The concept is critical in ensuring financial statements present a trustworthy foundation for making decisions. According to the ASB (2024), consistency involves applying identical accounting principles and approaches from one period to the next to make informed comparisons. The research results identified that most municipalities were consistent in their accounting principles, and no change was detected within the 4-year observation period. This result concurs with the ASB’s (2024) assertion that consistency in accounting practice improves comparability.

However, the results indicate that Municipalities B and F failed to disclose relevant accounting policies, contravening the guidelines provided in the literature. Moreover, Morais’s (2019) study maintains that a breakdown of proper accounting policies leads to financial reporting anomalies, inhibiting assessing an entity’s financial position and operational performance. Similarly, Abu Haija et al. (2021) maintain that ineffective policy disclosures compromise financial transparency, resulting in non-compliance with accounting standards and reduced comparability between entities. The data revealed that the municipalities have been consistent because there was no change in accounting policies over the 4 years analysed. The lack of accounting policies leads to misrepresenting the municipality’s financial performance and results in a lack of comparability, as evident in the two municipalities that did not disclose the proper accounting policy.

Notes to the Annual Financial Statements: Accounting by principals and agents

Generally Recognised Accounting Practice 1 requires disclosures on the face of a statement and/or in the notes to the financial statements. The principal–agent relationship is disclosed in the notes in the financial statements. The AFSs of all eight metro municipalities were analysed for four reporting periods from 2019/2020 to 2022/2023, as shown in Figure 1. The following is a summary of the average compliance of all eight municipalities (complete analysis in Appendix A to Appendix H).
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The analysis was based on the GRAP 109 disclosure requirements to see whether they complied. As stated in the literature review, the AGSA (2017) found that South Africa does not fully comply with the GRAP standard, resulting in significant problems with the quality of its public sector accounts. The results in figure 1 shows that most municipalities are not fully complying with the requirements. However, the analysis shows that the average compliance for all municipalities overall increases. It was 59% in the first year of application (2019/2020) and 73% in 2022/2023. This result indicates an improvement and potential improvement going forward. This result is consistent with Christensen et al.’s (2015) view that financial reporting and compliance quality improves over time because of experience and a better understanding of the standard.

Although there is an upward trajectory in the overall compliance, in 2023 it dropped from 75% to 73%, caused primarily by the slight dip in Municipality G. In 2023, Municipality G had a disclosure by the principal, which was the first time they made such a disclosure. The municipality did not comply with the disclosure requirements of the principal (refer to Appendix A). This municipality is the only one with no principal–agent disclosure in 2021 and 2022, and the compliance level in 2020 was at 50%. This result indicates that their learning phase was not at the same level as other municipalities because nothing was disclosed in the other 2 years. As the ASB suggested, it can also be an issue of requirements not being clear enough, resulting in difficulties understanding and following such requirements. Specifically, the municipality did not disclose significant terms and conditions of the arrangement, and they also struggled with disclosure by principals, where the following was not disclosed: resources of the entity that are under the custodianship of an agent, whether agent has recognised the resources and the fee paid as compensation to the agent.

Municipality D has been maintaining 100% compliance with GRAP 109 disclosure requirements. Municipality E also demonstrates a consistent compliance of 70%, an example of good practice. However, the concern is that they are not improving on non-compliance aspects. Municipality E specifically struggled with disclosure by agent, where they did not disclose the description of the resources that are held on behalf of a principal, the amount of revenue received or to be received, as well as the expenses paid or to be paid and the Reconciliation of the carrying amount of receivable or payable. Municipalities B and F have significantly improved compliance from 2020 to 2023, starting with a compliance of 33% and 29%, respectively, and in 2023, the compliance was at 80%. Positive change can mainly be attributed to the improvement they made on disclosing description of any resources that are held on behalf of a principal, the amount of revenue received or to be received, as well as the amount of expenses paid or accrued on behalf of the principal, reconciliation of the carrying amount of the receivable or the payable at the beginning and end of the period and fee paid as compensation to the agent. Guerreiro et al. (2008) state that implementing a new accounting standard can create significant challenges for companies that must adapt to accommodate changes in accounting and financial reporting systems, train staff and update information systems. These municipalities could adjust to the new changes.

Municipality C shows fluctuations in compliance levels. The analysis shows that the struggle in the disclosure of principals in 2022 caused the fluctuation. Municipality G had a disclosure by the principal in 2022, which was the first time they made such a disclosure. The municipality did not comply with the principal’s disclosure requirements.

In most municipalities, the prevalent causes for not fully complying with the disclosure requirements were derived from the data provided in the Annexures, which detail each municipality’s compliance levels across several disclosure elements. The most frequently observed gaps in disclosure, as evidenced in Appendix A to Appendix H, include the following:


	Not mentioning significant terms and conditions of the arrangement and whether any changes occurred during the reporting period: This non-compliance was observed from the data across multiple municipalities, including Municipalities A, B and C, all of which failed to report on this aspect from 2020 to 2023 (Appendix A, Appendix B and Appendix C).

	No description of any resources held on behalf of a principal: Municipalities B, C and E consistently omitted this disclosure throughout the reporting period (Appendix B, Appendix C and Appendix E). This result indicates that municipalities either lack adequate records of resources held on behalf of principals or do not prioritise reporting such details.

	No reconciliation of the carrying amount of the receivable or the payable at the beginning and end of the period: Municipalities A, B and E failed to provide this disclosure consistently across all 4 years analysed (Appendix A, Appendix B and Appendix E). The absence of this reconciliation affects financial transparency and comparability, making it difficult to track financial obligations over time.



The findings in the Annexures (Appendix A to Appendix H) identify a pattern of overall non-compliance, specifically where local governments must present detailed explanatory disclosures instead of mere figures of financial information. These observations confirm previous research indicating that public sector organisations have difficulty complying with requirements because of insufficient technical expertise, inadequate financial controls and irregular policy enforcement (Abu Haija et al. 2021; AGSA 2023). Municipalities must increase GRAP 109 compliance to foster transparency, simplify financial reporting practices and maintain accountability within the public sector.

The non-compliance areas were predominantly related to disclosures where the municipality acted as an agent rather than a principal. This finding is significant because GRAP 109 imposes more extensive disclosure requirements for agents than for principals. There are eight distinct disclosure requirements that an organisation would be required when acting as an agent, whereas there are only three requirements if acting as a principal. The material complexity of disclosures relating to an agent indicates that government agencies would have severe challenges interpreting and enforcing these regulations, leading to inconsistencies in implementation. Thus, remedying these problems will necessitate special training, enhanced financial monitoring and more precise guidelines on reporting requirements for agents to bridge the existing compliance gap.

Recommendations


	Adoption of the GRAP compliance checklist:


	Municipalities should systematically use the GRAP checklist provided by the National Treasury to ensure their disclosures are complete and aligned with the requirements of GRAP 109. Preparing financial statements within the municipality and the internal audit division should ensure that the checklist is implemented. This checklist should be integrated into the annual financial reporting process, serving as a compliance verification tool to identify gaps in disclosure. Internal audits can ensure that this is being used as a control measure.





	Benchmarking against fully compliant municipalities:


	The municipalities that fully complied with GRAP 109 should be identified and used as case studies or reference models for those still struggling with implementation. This can be the responsibility of provincial treasuries, as they consolidate all AFSs within their jurisdictions.





	The adoption of a detailed AFS specimen by the National Treasury:


	Furthermore, the National Treasury should fully implement the comprehensive AFS specimen, which has been tailored for municipalities using GRAP 109. Adopting the specimen would include detailed guidance on accounting policies and disclosure examples, providing practical illustrations on accurately recognising and disclosing principal–agent relationships. The specimen should be regularly updated to reflect new interpretations, common challenges and emerging best practices, ensuring municipalities have clear reference material to support compliance.







These recommendations aim to improve compliance with GRAP 109, strengthen financial transparency and accountability, and support municipalities in achieving accurate and comprehensive financial reporting.

Limitations

This research provides critical evidence of the impact and disclosure of GRAP 109 regarding its adoption by the metropolitan sub-sector of local government in South Africa, but it is not without limitations. Firstly, the study was confined to the eight metropolitan municipalities, a small sample considering that the Republic of South Africa comprises 257 municipalities. While metros were selected for their financial complexity, population size and central role in service provision, their performance might not accurately reflect local or district municipalities. Secondly, the study did not include other entities that must also comply with GRAPs. These entities range from trading entities to parliament, provincial legislatures and public further education and training colleges. Thirdly, the review was limited to publicly available audited AFSs of the 4 years between 2019/2020 and 2022/2023. Therefore, the study exclusively used secondary data, and it might not encapsulate the internal processes, rationale and struggles involved in the disclosure decisions of each municipality.

Future research should extend the analysis of GRAP 109 principal–agent disclosures beyond the current municipal focus to include a broader range of GRAP users, such as district municipalities, local municipalities, trading entities, parliament and provincial legislatures, and public Further Education and Training (FET) colleges and also focus on quantitative disclosure analysis, measuring the extent, frequency and completeness of principal–agent disclosures across various GRAP users.

Conclusion

The ASB issued GRAP 109, which is effective since the 2019 fiscal year. This standard was issued because of a gap the ASB observed, wherein no guidance was available for addressing accounting for principal–agent relationships. This standard is meant to close that gap. Municipalities still struggle to implement the GRAP. The new standard brings a new challenge of unfamiliarity, which is added to the existing challenges. The research analysed South African metropolitan municipalities’ disclosure of the principal–agent relationship. The research analysed the note disclosure, including the accounting policy disclosure and other principal–agent arrangement disclosures.

The findings from the accounting policy analysis indicated that six municipalities disclosed principal–agent arrangement accounting policies in line with the GRAP 109 requirements. The accounting policies disclosed addressed a critical element of GRAP 109. Municipalities without accounting policies followed no specific principles or bases when identifying and recognising a principal–agent arrangement. This result also shows the difficulties municipalities face while applying the principles of the standard. This was clear from their struggle to identify an agent in year 1, and in the following year, they concluded that there was no principal–agent arrangement. The municipalities could not properly identify and disclose principal–agent arrangements.

The analysis of the principal–agent disclosure revealed an upward trajectory in overall compliance. Year 1 of disclosure started with an average compliance of 59%; by year 4, the average compliance was 73%. The more the municipalities become familiar with the standard, the better their disclosure. One municipality had an average compliance of 100% for all 4 years. Some municipalities showed slight fluctuations because of new arrangements they entered.
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Appendix C: Municipality C compliance with disclosure requirements.

Municipality C 2020 2021 2022 2023
Disclosure requirement

Description of the arrangement, including transaction Yes Yes Yes Yes
Whether the entity is the principal or agent and any significant judgement applied in making this assessment Yes Yes Yes Yes
Significant terms and conditions of the arrangements and whether any changes occurred during the reporting period No No No No
An explanation of the purpose of the principal-agent relationship and any significant risks and benefits associated with the relationship ~ No No No No
Disclosure by agents

Description of any resources that are held on behalf of a principal No No No No
The rgmlinance of any resources during the period, as well as the expected timing of remittance of any remaining resources to the N/A N/A N/A N/A
principa

Risks that are transferred from the principal to the agent (if any) N/A N/A N/A N/A
The aggregate amount of revenue that the entity recognises as compensation Yes Yes Yes Yes
Description of any liabilities incurred on behalf of a principal that have been recognised by the entity N/A N/A N/A N/A
The category of revenue received or to be received, as well as the category of expenses paid or accrued on behalf of the principal Yes Yes Yes Yes
The amount of revenue received or to be received, as well as the amount of expenses paid or accrued on behalf of the principal Yes Yes Yes Yes
Reconciliation of the carrying amount of the receivable or the payable at the beginning and end of the period Yes Yes Yes Yes
Disclosure by principals

Resources of the entity that are under the custodianship of an agent N/A N/A No N/A
Whether or not those resources have been recognised by the agent N/A N/A No N/A
Fee paid as compensation to the agent N/A N/A No N/A
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Appendix B: Municipality B compliance with disclosure requirements.

Municipality B 2020 2021 2022 2023
isclosure requirement
Description of the arrangement including transaction Yes Yes Yes Yes
Whether the entity is the principal or agent and any significant judgement applied in making this assessment Yes Yes Yes Yes
Significant terms and conditions of the arrangements and whether any changes occurred during the reporting period No No No No
An explanation of the purpose of the principal-agent relationship and any significant risks and benefits associated with the relationship Yes Yes Yes Yes
isclosure by agents
Description of any resources that are held on behalf of a principal No No No No
The remittance of any resources during the period, as well as the expected timing of remittance of any remaining resources to the principal  N/A  N/A  N/A  N/A
Risks that are transferred from the principal to the agent (if any) N/A NA  NA  NA
The aggregate amount of revenue that the entity recognises as compensation No Yes Yes Yes
Description of any liabilities incurred on behalf of a principal that have been recognised by the entity N/A NA  NA  NA
The category of revenue received or to be received, as well as the category of expenses paid or accrued on behalf of the principal Yes Yes Yes Yes
The amount of revenue received or to be received, as well as the amount of expenses paid or accrued on behalf of the principal No Yes Yes Yes
Reconciliation of the carrying amount of the receivable or the payable at the beginning and end of the period No Yes Yes Yes
isclosure by principals
Resources of the entity that are under the custodianship of an agent No NA  N/A  NA
Whether or not those resources have been recognised by the agent No NA  N/A  NA
Fee paid as compensation to the agent No Yes Yes Yes
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Appendix E: Municipality E compliance with disclosure requirements.

Municipality E 2020 2021 2022 2023
Disclosure requirement

Description of the arrangement including transaction Yes Yes Yes Yes
Whether the entity is the principal or agent and any significant judgement applied in making this assessment Yes Yes Yes Yes
Significant terms and conditions of the arrangements and whether any changes occurred during the reporting period Yes Yes Yes Yes
An explanation of the purpose of the principal-agent relationship and any significant risks and benefits associated with the relationship ~ Yes Yes Yes Yes
Disclosure by agents

Description of any resources that are held on behalf of a principal No No No No
The remittance of any resources during the period, as well as the expected timing of remittance of any remaining resources to the principal ~ N/A N/A N/A N/A
Risks that are transferred from the principal to the agent (if any) N/A N/A N/A N/A
The aggregate amount of revenue that the entity recognises as compensation Yes Yes Yes Yes
Description of any liabilities incurred on behalf of a principal that have been recognised by the entity N/A N/A N/A N/A
The category of revenue received or to be received, as well as the category of expenses paid or accrued on behalf of the principal Yes Yes Yes Yes
The amount of revenue received or to be received, as well as the amount of expenses paid or accrued on behalf of the principal No No No No
Reconciliation of the carrying amount of the receivable or the payable at the beginning and end of the period No No No No
Disclosure by principals

Resources of the entity that are under the custodianship of an agent N/A N/A N/A N/A
Whether or not those resources have been recognised by the agent N/A N/A N/A N/A
Fee paid as compensation to the agent Yes Yes Yes Yes
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Appendix D: Municipality D compliance with disclosure requirements.

Municipality D 2020 2021 2022 2023
Disclosure requirement
Description of the arrangement, including transaction Yes Yes Yes Yes
Whether the entity is the principal or agent and any significant judgement applied in making this assessment Yes Yes Yes Yes
Significant terms and conditions of the arrangements and whether any changes occurred during the reporting period Yes Yes Yes Yes
An explanation of the purpose of the principal-agent relationship and any significant risks and benefits associated with the relationship ~ Yes Yes Yes Yes
Disclosure by agents
Description of any resources that are held on behalf of a principal N/A N/A N/A N/A
The rgmlinance of any resources during the period, as well as the expected timing of remittance of any remaining resources to the N/A N/A N/A N/A
principa
Risks that are transferred from the principal to the agent (if any) N/A N/A N/A N/A
The aggregate amount of revenue that the entity recognises as compensation N/A N/A N/A N/A
Description of any liabilities incurred on behalf of a principal that have been recognised by the entity N/A N/A N/A N/A
The category of revenue received or to be received, as well as the category of expenses paid or accrued on behalf of the principal N/A N/A N/A N/A
The amount of revenue received o to be received, as well as the amount of expenses paid or accrued on behalf of the principal N/A N/A N/A N/A
Reconciliation of the carrying amount of the receivable or the payable at the beginning and end of the period N/A N/A N/A N/A
isclosure by principals
Resources of the entity that are under the custodianship of an agent Yes Yes Yes Yes
Whether or not those resources have been recognised by the agent Yes Yes Yes Yes
Fee paid as compensation to the agent Yes Yes Yes Yes
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Appendix A: Municipality A compliance with disclosure requirements.

Municipality A 2020 2021 2022 2023
Disclosure requirement

Description of the arrangement including transaction Yes Yes Yes Yes
Whether the entity is the principal or agent and any significant judgement applied in making this assessment; Yes Yes Yes Yes
Significant terms and conditions of the arrangements and whether any changes occurred during the reporting period No No No No
An explanation of the purpose of the principal-agent relationship and any significant risks and benefits associated with the relationship ~ Yes Yes Yes Yes
Disclosure by agents

Description of any resources that are held on behalf of a principal N/A N/A N/A N/A
The remittance of any resources during the period, as well as the expected timing of remittance of any remaining resources to the principal ~ N/A N/A N/A N/A
Risks that are transferred from the principal to the agent (if any) No No No No
The aggregate amount of revenue that the entity recognises as compensation Yes Yes Yes Yes
Description of any liabilities incurred on behalf of a principal that have been recognised by the entity N/A N/A N/A N/A
The category of revenue received or to be received, as well as the category of expenses paid or accrued on behalf of the principal Yes Yes Yes Yes
The amount of revenue received or to be received, as well as the amount of expenses paid or accrued on behalf of the principal Yes Yes Yes Yes
Reconciliation of the carrying amount of the receivable or the payable at the beginning and end of the period No No No No
Disclosure by principals

Resources of the entity that are under the custodianship of an agent N/A  Yes Yes Yes
Whether or not those resources have been recognised by the agent N/A  Yes Yes Yes
Fee paid as compensation to the agent N/A N/A N/A N/A
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TABLE 1: Results of the analysis of the accounting policy disclosed by municipalitie:
Asset and liability

Municipalities

Definition and identification of

Revenue and expense

Overall compliance

Comments on

Change in accounting

principal-agent relationship  recognition recognition non-compliance
Municipality A~ 0 [i] 1 Compliant - No
Municipality B~ X X X Not compliant No fundamental No
element of the
standard
Municipality C 0 [i [1 Compliant - No
Municipality D~ 0 [ [ Compliant - No
Municipality E i i Compliant - No
Municipality F X Not compliant No fundamental No
element of the
standard
Municipality G~ 0 [i] [1 Compliant - No
Municipality H 0 1 1] Compliant - No

U, criteria met: X, criteria not met.
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Appendix G: Municipality G compliance with disclosure requirements.

Municipality G 2020 2021 2022 2023
Disclosure requirement

Description of the arrangement including transaction Yes N/A N/A  Yes
Whether the entity is the principal or agent and any significant judgement applied in making this assessment Yes N/A N/A  Yes
Significant terms and conditions of the arrangements and whether any changes occurred during the reporting period Yes N/A N/A No
An explanation of the purpose of the principal-agent relationship and any significant risks and benefits associated with the relationship ~ Yes N/A N/A  Yes
Disclosure by agents

Description of any resources that are held on behalf of a principal No N/A N/A N/A
The remittance of any resources during the period, as well as the expected timing of remittance of any remaining resources to the principal ~ N/A N/A N/A N/A
Risks that are transferred from the principal to the agent (if any) N/A N/A N/A N/A
The aggregate amount of revenue that the entity recognises as compensation No N/A N/A N/A
Description of any liabilities incurred on behalf of a principal that have been recognised by the entity No N/A N/A N/A
The category of revenue received or to be received, as well as the category of expenses paid or accrued on behalf of the principal No N/A N/A N/A
The amount of revenue received or to be received, as well as the amount of expenses paid or accrued on behalf of the principal Yes N/A N/A N/A
Reconciliation of the carrying amount of the receivable or the payable at the beginning and end of the period No N/A N/A N/A
Disclosure by principals

Resources of the entity that are under the custodianship of an agent N/A N/A N/A No
Whether or not those resources have been recognised by the agent N/A N/A N/A No
Fee paid as compensation to the agent N/A N/A N/A No
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Appendix F: Municipality F compliance with disclosure requirements.

Municipality F 2020 2021 2022 2023
Disclosure requirement

Description of the arrangement, including transaction Yes Yes Yes Yes
Whether the entity is the principal or agent and any significant judgement applied in making this assessment No No Yes Yes
Significant terms and conditions of the arrangements and whether any changes occurred during the reporting period No No No No
An explanation of the purpose of the principal-agent relationship and any significant risks and benefits associated with the relationship ~ Yes Yes Yes Yes
Disclosure by agents

Description of any resources that are held on behalf of a principal N/A N/A N/A  Yes
The rgm‘iﬁance of any resources during the period, as well as the expected timing of remittance of any remaining resources to the N/A N/A N/A N/A
principa

Risks that are transferred from the principal to the agent (if any) N/A N/A N/A N/A
The aggregate amount of revenue that the entity recognises as compensation N/A N/A N/A  Yes
Description of any liabilities incurred on behalf of a principal that have been recognised by the entity N/A N/A N/A  Yes
The category of revenue received or to be received, as well as the category of expenses paid or accrued on behalf of the principal N/A N/A N/A No
The amount of revenue received or to be received, as well as the amount of expenses paid or accrued on behalf of the principal N/A N/A N/A  Yes
Reconciliation of the carrying amount of the receivable or the payable at the beginning and end of the period N/A N/A N/A  Yes
Disclosure by principals

Resources of the entity that are under the custodianship of an agent No No N/A N/A
Whether or not those resources have been recognised by the agent No No N/A N/A
Fee paid as compensation to the agent No No N/A N/A
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Appendix H: Municipality H compliance with disclosure requirements.

Municipality H 2020 2021 2022 2023
Disclosure requirement

Description of the arrangement including transaction N/A N/A N/A N/A
Whether the entity is the principal or agent and any significant judgement applied in making this assessment N/A N/A N/A N/A
Significant terms and conditions of the arrangements and whether any changes occurred during the reporting period N/A N/A N/A N/A
An explanation of the purpose of the principal-agent relationship and any significant risks and benefits associated with the relationship  N/A N/A N/A N/A
Disclosure by agents

Description of any resources that are held on behalf of a principal N/A N/A N/A N/A
The rgmlinance of any resources during the period, as well as the expected timing of remittance of any remaining resources to the N/A N/A N/A N/A
principa

Risks that are transferred from the principal to the agent (if any) N/A N/A N/A N/A
The aggregate amount of revenue that the entity recognises as compensation N/A N/A N/A N/A
Description of any liabilities incurred on behalf of a principal that have been recognised by the entity N/A N/A N/A N/A
The category of revenue received or to be received, as well as the category of expenses paid or accrued on behalf of the principal N/A N/A N/A N/A
The amount of revenue received or to be received, as well as the amount of expenses paid or accrued on behalf of the principal N/A N/A N/A N/A
Reconciliation of the carrying amount of the receivable or the payable at the beginning and end of the period N/A N/A N/A N/A
Disclosure by principals

Resources of the entity that are under the custodianship of an agent N/A N/A N/A N/A
Whether or not those resources have been recognised by the agent N/A N/A N/A N/A
Fee paid as compensation to the agent N/A N/A N/A N/A
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FIGURE 1: Average compliance with losure requirements of the GRAP 109.





