
Accounting Reports and Analysis 

Accounting is recording and reporting for making decisions. Used by 

resource providers/recipients and governing bodies. First focus of a 

financial statement being prepared is to satisfy primary users 

(investors/lenders). 

NB: profitability is a percentage return on investment rather than a pure 

dollar figure (profit). Gearing is a synonym for Capital Structure. 

Accounting provides information both to internal users (management 

accounting) as well as external users (stakeholders outside of the entity). 

The preparation of General Purpose Financial Report seeks to provide 

information to these external users (financial accounting). 

General Purpose Financial Report 

Contain Statement of Profit or Loss, Balance Sheet, Statement of Cash Flows, Statement of Changes in Equity (all 

these are known as General Purpose financial statements) as well as Notes to the Accounts (very important). 

Includes who, what, when? 

Show the previous year as well (known as 

comparatives) 

All the expenses are bracketed 

Each item in the sheet is referred to as a line item 

(note the important aspects are boldened) 

Balance sheets are dated at a specific point in time, 

income statements are over a period. 

The below balance sheet includes both assets and 

liabilities. 

𝑨𝒔𝒔𝒆𝒕𝒔 − 𝑳𝒊𝒂𝒃𝒊𝒍𝒊𝒕𝒆𝒔 = 𝑵𝒆𝒕 𝑨𝒔𝒔𝒆𝒕𝒔 

 

Common to all these entities is that entity and the 

owners are separate reporting entities. 

Corporations Act 2001 stipulates that there are two 

types of companies: public and proprietary (private). 

Public Companies (Ltd. Or LLC.) 

Must have shareholders (not necessarily listed). 

No restrictions on raising capital or transfer of 

ownership. Level of liability can change for different 

companies. 



Proprietary Company (Pty. Ltd.) 

Have less than 51 shareholders, restrictions on raising capital from public and transfer of ownership. 

Defined as either large or small depending on the following three thresholds (large≥2, small <2): 

Revenue of $25m for the financial year Gross assets of $12.5m at the end of FY 50 EFT employees at the end of FY. 

Public companies or large proprietary companies must issue full financial reports. Small proprietary companies have 

significantly reduced reporting requirements. These reports must comply with accounting standards and also show a 

true and fair view of financial position and performance. International Accounting Standards known as IFRS. 

Conceptual Framework 

The objective of general purpose financial reporting is to provide financial information about the reporting entity 

that is useful to existing and potential investors, lenders and other creditors in making decisions about providing 

resources to the entity. 

General Purpose Financial Reports (GPFRs) 

Focuses on resources and claims (both as they currently stand and as they have changed over the past years). Hence 

need income statement, balance sheet, cash flow statement, statement of changes in equity in order to provide all 

the information required by users. 

Accrual accounting recognises all exchanges (whether that be cash or credit) and deals with other economics 

phenomena as well (such as depreciation). 

Qualitative Characteristics of Useful Financial Information (both 2 fundamental and 4 enhancing) 

Relevance/Materiality, Faithful Representation, Comparability, Verifiability, Timeliness and Understandability. 

o Relevance and Materiality are both judgement-based concepts, since both vary greatly according to who is 

reading the statement, basically information that could shape an investors decision must be included. 

o Faithful Representation stipulates that info must be complete, neutral and free from error (not necessarily 

accurate), i.e.. Managers must act reasonably in their preparations. 

o Comparability implies consistency across entities and time periods. Verifiability means that information can 

be verified either through publicly accessible info or total disclosure of methodology. 

o Timeliness represents the trade-off between accuracy and getting it done. Understandability is the attempt 

to avoid unnecessary complexity and provide clear and concise information. 

Despite these reports being extraordinarily expensive, there are benefits associated with quality reports, as below: 

5 Elements of Financial Statements 

Assets are controlled as a result of past events and 

have a future economic benefit (not necessarily 

monetary) that is expected to flow to the entity. 

Liabilities are present obligations which is expected to result in an outflow embodying economic benefits. (future 

commitments are not necessarily present obligations). POs occur when at the wrong end of a lopsided transaction. 

Equity is the difference between assets and Liability, not really reflective of value. 

Income occurs when equity is positive, i.e.. When assets increase by more than liabilities then there is income. 

(except for investment by shareholders, which is considered a direct contribution). 

Expenses are the opposite of income, when liabilities increase by more than assets. (different from assumed 

definition, i.e.. Buying a car is not an expense, less cash but more car). 

In order for any of the above elements to be included in the balance sheet, they must be recognised by the following 

criteria: 

It is probable that any future economic benefit flow will occur (either to or from the entity). 

The item also must have a cost or value that can be measured with reliability. (a dollar figure). 

Therefore in order for an asset or liability to be recognised in the balance sheet, it must be probable that the FEB will 

flow to/from the entity and that its value can be measured reliably. Hence, income and expenses are satisfied if the 

assets and liabilities are also satisfied. 



Asset – anything with future benefit, unused or left over 

Liability – anything owed 

Equity – anything to do with owners 

Income -  anything earned 

Expense – used up/consumed 

Example: (note the duality in all these transactions) 

Transaction and events during June 2016 Transaction and 

events during June 2016  

 Issued shares for $20,000 (cash up 20k - asset, contributed equity up 20k - equity) 

 Received $60,000 from a bank loan (cash up 60k - asset, loan up 60k - liability) – no need to allow for interest since 

not a PRESENT obligation. 

 Arranged a lease for $2,000 per month (nothing to record since equally unperformed contract at this stage) 

phenomenon of business events vs business transactions. 

 Purchased fixtures & fittings for $30,000 cash (Property, Plant Equipment up 30k – asset, cash down 30k -asset) 

 Bought inventory for $25,000 (cash $10,000) (inventory up 25k – asset, cash down 10k – asset, trade payables up 

15k – liability) note: trade payables mean the item is used in the standard money-making operations of the firm. 

Profit = Revenue – Expenses (doesn’t include dividends) 

• Net profit measures the difference between all 

revenue and all expenses.  

• Gross profit measures the difference between the revenue 

generated from selling goods (i.e. Sales) and the cost of that 

inventory sold (i.e. Cost of sales) – Note: the cost of the 

inventory sold, not purchased 

Preparing Financial Statements 

All need who, what, when? (DO NOT abbreviate dates, write in 

full i.e.. 30 June 2017) (spaces between 1000s) 

All income statements must disclose at least: profit/loss, 

revenue, finance costs, tax expense and other additional 

important line item (gross profit/wages/loan/rent etc.) Line  

 


