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Disclaimer

Whilst every effort has been made to ensure the accuracy of this presentation 
and handouts, the presenters / authors, the organisers do not accept any 
responsibility for any opinions expressed by the presenters / author, 
contributors or correspondents, nor for the accuracy of any information 
contained in the handouts.

Copyright

Copyright of this material rests with SA Accounting Academy (SAAA) and the 
documentation or any part thereof, may not be reproduced either 
electronically or in any other means whatsoever without the prior written 
permission of SAAA.

Disclaimer



To ask questions and interact during the webinar please use the chat 
sidebar to the right of the video / presentation on the screen.

Feel free to ask your questions during the webinar in the chat, these will be 
address in the formal Q & A at the end of the presentation.

Ask Questions
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‘‘

The secret to success is to be 
ready for your opportunity 
when it comes.

- Benjamin Disraeli



Why fair presentation?

➢ Required by law

➢ Required by users

➢ Avoid accounting scandals



Requirements of Statute

Companies Act

➢ S28 Accounting records

➢ S29 Financial Statements

➢ S30 Annual financial statements



S28 Accounting records

➢ Applies to CC’s

➢ A Co must keep accurate & complete accounting 

records in 1 of the official languages

➢ As necessary to satisfy the Act and produce AFS

➢ Including any other records in the prescribed format

➢ Must be kept at Registered Office and kept in accessible 

form

An offence to:

➢ Falsify, mislead, intent to deceive by failing to keep 

accurate records, or records in prescribed format

➢ Or permit another to do so

➢ Compliance Notice may be issued, 

➢ “irrespective whether failure constitutes an offence” 



S29 Financial Statements

➢ Applies to CC’s

➢ If any financial statements including AFS are provided to 

another, they must

➢ Satisfy the financial reporting standards, if prescribed

➢ Under 100 PI points(?)

➢ Fairly present and explain transactions 

➢ Show assets, liabilities, equity, income & expenses

➢ Date financials published and accounting period they 

apply to



Sec29 Cont

➢S29(e) FS must bear on 1st page, a prominent notice, 

including

➢Whether the statements

➢Have been audited in compliance with Act

➢If not audited – independently reviewed

➢Haven’t been audited or independently reviewed

➢The name & professional designation, if any, of the 

individual who prepared, or supervised the 

preparation



S29 Cont

➢ FS’s prepared must not be false or misleading or be 

incomplete

➢ Can provided summary of FS, provided

➢ Comply with the prescribed requirements

➢ 1st page must “prominently” disclose

➢ Summary and dates covered

➢ Audited, independently reviewed or not

➢ Name & designation of preparer or supervisor

➢ How person can get the full set of AFS



S30 Annual Financial Statements

➢ FS’s prepared must not be false or misleading or be 

incomplete

➢ Can provided summary of FS, provided

➢ Comply with the prescribed requirements

➢ 1st page must “prominently” disclose

➢ Summary and dates covered

➢ Audited, independently reviewed or not

➢ Name & designation of preparer or supervisor

➢ How person can get the full set of AFS



S30 Cont

➢ Applies to CC’s

➢ Must prepare FS’s within 6 months of YE (can be 

shorter if necessary to get notice out for AGM)

➢ Must be audited if Public, state owned or required by 

Regulations

➢ Primary activity to hold assets in a fiduciary capacity of 

> R5 million

➢ NPO: state involvement or foreign

➢ Can be voluntarily audited

➢ Independently reviewed if required by Regulations



Sec 30 Cont

Public interest score (Reg 26(2)):

Average no of employees during yr = no. of points

1 point for each R 1 million (part thereof) of third party debt

1 point for each R 1 million (part thereof) of turnover

1 point per owner (beneficial interest)

Audit: 

over 350 pts

100 to 349 pts and internally compiled

Independent Review

100 to 349 pts and externally compiled

CC’s still need Accounting Officer’s Report



Sec 30 Cont

Public interest score (Reg 26(2)):

Average no of employees during yr = no. of points

1 point for each R 1 million (part thereof) of third party debt

1 point for each R 1 million (part thereof) of turnover

1 point per owner (beneficial interest)

Audit: 

over 350 pts

100 to 349 pts and internally compiled

Independent Review

100 to 349 pts and externally compiled

CC’s still need Accounting Officer’s Report



Sec 30 Cont

➢ S30(2A) Exemption from audit or independent review

➢ If every person who is a holder of, or has beneficial 

interest in, any securities issued by the company

➢ Is also a director of the company,

➢ That company is exempt from audit/independent review

➢ Applies to those companies that have a PI Score of less 

than 350

➢ If another law requires, not exempt



Sec 30 Cont

Annual Financial Statements must include

➢Auditors report

➢Directors Report

➢Approved by BoD and signed by an authorised director

➢Be presented at the 1st shareholders meeting after 

approval



Sec 30 Cont

S30 (4) to (6) Additional disclosure if AFS audited:

Remuneration & benefits received by :

➢ Each director

➢ Individuals who hold (have held) a prescribed office

➢ Pensions paid by the Co or to a pension scheme for.

➢ Current & past directors

➢ Individuals who hold (have held) a prescribed office

➢ Compensation paid for loss of office

➢ Current & past directors

➢ Individuals who hold (have held) a prescribed office

➢ No. & class of any securities held plus compensation 

received by Co for securities

➢ by the directors or prescribed officers

➢ Anyone related to them

➢ Details of service contracts

➢ Each director

➢ Individuals who hold (have held) a prescribed office



Sec 30 Cont

➢ Remuneration or benefits paid or receivable by Directors 

or Prescribed officers

➢ As directors/prescribed officers

➢ Includes 

➢ for being a Director/PO of another Co in Group

➢ In connection with carrying on the affairs of the 

Co/another Co in Group



Requirements of Statute

Tax Administration Act

➢ S29 Duty to keep records

➢ S30 Forms of records kept or retained

➢ S31 Inspection of records



S29 TAA

➢ A person must keep records, books of account or 

document that

➢ Enable a person to observe the requirements of the Act

➢ Are specifically required by Act or Com

➢ Enable SARS to be satisfied that the person has 

observed these requirements

➢ The requirements to keep record for the tax period apply 

to a person who

➢ Has submitted a return for that period

➢ Is required to submit, and has as yet not submitted

➢ Is not required to submit but has been exposed to a 

transaction that creates a tax event



S29 TAA cont

➢ At the request of a SARS official, produce a translation 

of records (S33)

➢ S29(3) Records need to only be retained for 5 years 

from the submission of the return or the end of the 

relevant tax period (if no return required)

➢ Need to keep records until the end of a SARS audit or 

investigation (Chapter 5), if applicable 

➢ Or if the taxpayer lodges an objection or an appeal to an 

assessment, until matter is satisfied, concluded and 

decision is final.



S30 TAA

Forms and records to be maintained:

➢Must be kept or retained in

➢Their original form in an orderly fashion, and

➢In a safe place

➢In electronic format

➢As prescribed by Com in a public notice

➢In a form specifically authorised by a senior SARS official 

– acceptable to that official



S31 TAA

Inspection of records:

➢ Must at all reasonable times during the required periods

➢ Be open for inspection by a SARS official in RSA

➢ For the purpose of 

➢ determining compliance with the requirement above

➢ An inspection, audit or investigation



Interpreting financial statements

Understanding the business

Non financial indicators:
Political, global and economic conditions

Social and mainstream media

Staff 

Competition

Customer base

Legislation (BBEEE)

Corporate citizenship

Technology and innovation

Production and quality



Users of financial statements and their 
needs

Owners/shareholders

Directors/managers

Employees

Finance providers (secured vs 

unsecured)
Preferential

Banks

Regulators

SARS

Acquisition analysts

Auditors

Public at large



What is IFRS for SME’s

➢ Separate reporting framework for SME’s

➢ Separate from full IFRS

➢ No cross references to full IFRS

➢ Weigh-Less version (230pg vs 2800pg)

➢ Stand alone, self contained

➢ Organised by topic via 35 sections



Wants to facilitate reporting for SME’s 
by:

➢ Simplifying recognition and measurement in 

certain areas

➢ Providing significantly less guidance

➢ Excluding irrelevant topics

➢ Excluding certain more complex options that 

are included in full IFRS   



Who can use it?

Any entity that does not have public 

accountability, and

Publish general purpose financial 

statements for external users

Not available to Entities that have other regulatory 
frameworks that they need to comply with



IASB point of view

➢Wanted Standards for entities that

➢Do not have public accountability

➢But still publish general purpose financial 

statements

➢Still see these being for external users



Public Accountability

➢Trades (or intends trading) equity or debt 

instruments publicly

➢Holds assets in a fiduciary capacity as one of 

its primary businesses

➢Eg bank, insurance companies, mutual funds

➢Excludes schools, estate agents, charities etc

if assets held incidental to primary business



Who in SA can use it?

All companies that do not have public accountability

Therefore excludes state owned enterprises and listed 

companies

All other entities provided

No public accountability and

not required to comply with any other framework



Accounting policy 
selection

➢ Rare for IFRS for SME’s to offer

➢ If don’t have specific guidance in IFRS for SME’s consider

➢ FIRST: IFRS for SME’s guidance on similar topic

➢ SECOND: Definitions, recognition or measurement per S2 

Concepts and Pervasive Principles

➢ May consider full IFRS – not required

➢ No requirement to consider other standard setters 

pronouncements



When you decide to walk the path less travelled 
……

Need to follow IFRS for SME’s in 
their entirety

No cherry picking
No “gaap” that can override

Auditors Report and Basis for presentation needs 
to disclose



Layout of Standard

➢Section 1 – Scope

➢Section 2 Concepts and Pervasive Principles

➢Objective of AFS of SME’s

➢Qualitative characteristics

➢Understandability, Relevance, Materiality, 

Reliability, Substance over form, Prudence, 

Completeness, Comparability, Timeliness, 

Balance between benefit and cost



Principles

Financial Position
OE = A – L

Performance
Income (revenue and gains)

Expenses (expenses and losses)

Recognition
Probability

Measured with reliability

Measurement
Common models: Historic Cost and Fair Value 



Principles

➢ Initial Recognition

➢ Cost unless an IFRS statement says 

otherwise

➢ Subsequent Measurement

➢ Financial assets and liabilities

➢ Cost or amortised cost allowed

➢ Non financial

➢ Allows Fair value

➢ Revaluation of PPE



Standard

Section 3 : General Standards of AFS 

Presentation
Fair Presentation

Compliance with IFRS for SME’s (SA Standards of 

GAAP for SME’s)

Going Concern (relevant due to COVID 19)

Frequency of Reporting – annual

Consistency of Presentation

Comparative info

Materiality and aggregation



Complete set of AFS

Can use other titles.
➢ Includes:
➢ Statement of financial position (Balance 

Sheet)
➢ Statement of Comprehensive Income (Income 

Statement)
➢ Statement of Changes of Equity
➢ Statement of Cash Flow
➢ Notes to AFS



Can use the following: Statement 
of Income and Retained Earnings
Revenue

Expenses

Profit before tax

Tax

Profit for the year

Dividends/ Errors/Change in 
Policy

Opening Retained Earnings

Closing Retained Earnings

WARNING: Only if you don’t have any items of revenue or expenses that DOESN’T go 
straight to equity



Section 4 : SoFP-Balance Sheet

Gives minimum disclosable items

Current vs. non-current

Normal operating cycle

For trading

12 months

Liabilities – settled on demand (have no right to 

extend terms)

Only 2 years disclosure required



Minimum disclosable items:

Cash and cash equivalents
Trade and other receivables 
(related parties)
Financial assets
Inventories
Merchandise, production supplies, materials, work in progress 
and finished goods
Investment Properties @ FV
Investment Properties @ HDC
PPE



Minimum disclosable assets cont..

➢ Intangible Assets

➢ Biological Assets

➢ Investments accounted for using the 

equity method

➢ Trade and other payables

➢ Financial liabilities

➢ Current tax liabilities



Minimum disclosable assets cont..

➢ Provisions

➢ Employee benefits

➢ Deferred Tax (asset or liability)

➢ NCI

➢ Equity attributable to the parent

➢ Classes of equity (Share capital and share 

premium, Retained Earnings and NDR’s)

➢ Normal details



Minimum disclosable assets cont..

➢ No prescription as to  order, consider
➢ Liquidity
➢ Function
➢ Amount, nature and timing
➢ Prior year recon relief extended to share capital and biological 

assets
➢ Relief fro disclosing acc policy for termination benefits
➢ Always welcome to disclose more.
➢ Other forms of entities



Section 5 : Performance 
Statement

What is a performance statement
Statement of Profit or Loss
Statement of Comprehensive Income
Income Statement
Nature vs. Function
Group items in OCI based on whether they are 
potentially reclassifiable in P&L

Items that make up Other Comprehensive Items
Revaluation pf PPE
Fair Value of Equity to a reserve
Cash Flow Hedges
Net Investment in Foreign Operations (FCTR)
Actuarial gains and loss due to employee benefits



Performance statement cont.

Minimum disclosure
Revenue
Finance costs
Share of profit from associates/joint 
venture (equity accounted)
Tax expense
After tax profit/loss on discontinued 
operations and disposal groups
Profit and loss

Separate disclosure
NCI vs. attributable to parent
By function does not require 
further disclosure of: 
depreciation, 
amortisation and 
employee benefit
As required by full IFRS
Detailed Income 
Statement??????



Section 6 : Statement of Changes 
in Owners Equity (SoCOE) and 

Statement of Income and 
Retained Earnings (SoIRE)



Section 7 : Cash Flow Statement

➢ Direct vs. Indirect method

➢ Reconciliation of profit to cash generated from operations

➢ Non cash items, separately disclosed, changes in working 

capital

➢ Operating

➢ Investing

➢ Financing

➢ What makes up your cash and cash equivalents?



Section 8 : Notes to the AFS

➢Key sources of estimation uncertainty and judgment still there

➢Disclosing reasoning for undue cost or effort exemption

➢All the other usual suspects



Section 9 : Consolidation

Bringing together separate legal entities into an economic 
group
H + S = Group
Business combinations and goodwill
Non controlling interest
(Outside of today’s scope)

SC RE FV 
adj

Total NCI Inv (GW)

100 1000 200 1300 130 1500 (330)



Do we or don’t we???

IFRS for SME’s says yes unless:
➢ The parent is itself a subsidiary; and

➢ Its intermediate/ultimate parent produces 

consolidated AFS that comply with IFRS 

or IFRS for SME’s) 
➢ Separately disclose and treat as a financial 

instruments if

➢ Subsidiaries were acquired with the 

intention of disposing of them within 1 

year

➢ Date of acquisition definition amended



Disclosures in consolidated AFS

Disclose CA of investments in subsidiaries not 

consolidated at reporting date in SoFP or notes

Combined financial statements

Under common control



Separate AFS
Investment in subsidiary, joint venture, and associate that is not 

held for sale

Will be accounted for at :

Equity accounted

Cost less impairment, or

Fair value through P/L

Must apply same acc policy for all investments in a single class, 

but can have different policies for different classes

Full IFRS = IAS39 FVTPL or AFS vs IFRS 9



Time Warp: to Section 35

Transition to IFRS for SME’s
(First time adoption)



Your are a 1st time adopter if:

➢ You followed:

➢ SA GAAP

➢ SA GAAP for SME’s

➢ IFRS

➢ “gaap”

➢ Used IFRS for SME but “forgot” one year



➢ An entity applied SME’s in previous reporting 

period, 

➢ but whose most recent previous AFS did not 

contain an explicit and unreserved statement 

of compliance 

➢ must either 1st time adopt or 

➢ apply SME retrospectively as if no break

➢ Disclose reasons...

➢ Base requirement of change in accounting 

policy still applies



Date of transition

➢Defined as:

➢“ the beginning of the earliest period 

➢for which an entity presents

➢Full comparative information

➢Under IFRS”

➢DATE THAT ALL IFRS CHANGES ARE 

CALCULATED



Picture this…..

29 Feb 
2016

1 Mar 
2016

28 Feb 
2017

28 Feb 
2018

Previously 
reported

Transition 
Balance Sheet

IFRS for 
SME’s

IFRS for 
SME’s

Balance Sheet: Adopting 28 Feb 2018 as a reporting year



Key Provisions

➢ Opening IFRS balance sheet

➢ All IFRS transitions adjustments 

processed to Retained Earnings

➢ At transition date

➢ Publish or Perish

➢ Don’t need to publish Opening SoFP

➢ Do need to publish recon of equity

➢ Old (??) to new (IFRS for SME’s)



Golden Rule

RETROSPECTIVE APPLICATION

Comparatives

Opening IFRS Balance Sheet



Need to get your Balance Sheet right

For all assets and liabilities:

➢ RECOGNISE those required by IFRS

➢ DERECOGNISE those not permitted by IFRS

➢ RECLASSIFY

➢ MEASURE using IFRS (NB!!)

➢ COMPLY with P & D

➢ Clean up balance sheet to Retained 

Earnings



CAN’T change previous accounting for:

➢ Derecognition of financial assets and financial 

liabilities

➢ Hedge accounting

➢ Estimates

➢ Assets classified as held for sale and 

discontinued operations

➢ New: Government loans

➢ Prospective per SME requirements



Buffet of choices: Optional exemptions

➢ Event driven FV measurement of deemed 

costs for all assets or liabilities (EG valuation 

of a business for a planned sale)

➢ Business Combinations

➢ Don’t need to change retrospective

➢ PPE

➢ Revaluation dated before/at transition date = 

deemed cost



Cumulative translation reserves

Don’t have to retrospectively separate out equity

Compound financial instruments

If liability settled, don’t need to split

Share based payments

Exempted if granted before transition date 

Deferred Tax

Exempted if undue cost or effort involved



➢Separate financial statements

➢Investment in subs, associates, and JV

➢FV, cost or equity accounted

➢At date of transition

➢Operations subject to rate regulation

➢Severe hyperinflation...

➢Impracticable dilemma

➢Disclose challenge



Worksheet

Account

(TB)

29 Feb 
2016

Errors Adjust Sub 
Total

Reclassify 1 Mar 
2016

Fin 
Asset

RE

Extend for P&L adjustments for 2017 year



Disclosure

Need to explain how transition affected:
➢ Financial position
➢ Financial performance
➢ Cash flows
➢ Separate out errors from change of policy
➢ Did we get PPE right?
➢ Financial instruments: Fair value?



Recons

➢ Set worksheet up to help with recon of 

➢ Equity previously reported to new B/S at 

transition date and latest reported date

➢ Profit or loss (old GAAP to new IFRS) for 

latest reported period



Back to Section 10

Change in Accounting Policy and Errors



Section 10: Accounting 
Policies, Estimates and 

Error
Change in accounting policy
➢ Retrospective
➢ Change in policy for PPE – Revaluation
prospective
➢ Material Errors
➢ Fundamental…
➢ Retrospective
➢ Change in Estimates
➢ Prospective
➢ Reallocation methods vs. Cumulative Catch Up



First Time Adoption

Mandatory Exemption from FULL 

RETROSPECTIVE application

An entity shall not change the accounting that 

it followed under its previous reporting 

framework for estimates



Choosing an Accounting Policy



Section 33: Related Party Transaction

High Risk

If you think you are related, you most probably 

are

Think virtually all of the recent scandals in public 

and private sector – think related parties



Related Parties – Accounting and Assurance

IFRS 24 Related parties

➢ IFRS for SME’s Section 33

➢ 3 step process

➢ Identify relationship

➢ Identify transactions and balances

➢ Identify terms and conditions

➢ Assurance

➢ Hide and go seek



Related Party Disclosure

Disclosures draw attention to fact that existence of / 

transaction with related parties could affect:
➢ SOFP

➢ SOCI

Knowledge of transactions , balances & relationships could 

affect users’ assessments of:
Operations

Opportunities 

➢ Risks

Therefore important to correctly:
Identify RP relationships

Make disclosures!



Related Party Disclosure

Application:

Which financial statements
➢ Individual / separate financial statements

➢ Consolidated financial statements

What to disclose – high level
➢ If no transactions – the relationship (parents & subsidiaries)

➢ If transactions – the relationship plus information on the transactions

➢ Substance versus form



Related Party Disclosure

Examples of transactions:

➢ Dividends / transfer of asset for free

➢ Remuneration & share-based payments (key 

management)

➢ Sale of asset / give asset in exchange for something

➢ Owner transfers asset for free / makes cash 

contribution

➢ Loans, guarantees

➢ Commission / management or admin fees

➢ Transactions with trusts

➢ Goods / services

➢ Leases



Related Party Disclosure

Definition – part A:

(a) A person or close member of that person’s family is 

related to reporting entity (RE) if that person:
(i) is member of key management personnel of RE or of a parent of RE

(ii) has control over RE

(iii) has joint control or significant influence over RE or has significant 

voting power in it



Related Party Disclosure

Definition – part B:

(i) entity & RE are members of same group (therefore each 

parent, subsidiary & fellow subsidiary is related to the 

others)

(ii) either entity is associate (A) or joint venture (JV) of the 

other entity (or of a member of a group of which the other 

entity is a member)

(iii) both entities are JV of third entity

(iv) either entity is a JV of third entity & the other entity is A 

of third entity



Related Party Disclosure

Definition – part B (continued):

(v) entity is a post-employment benefit plan (PEBP) for 

benefit of employees of either RE or an entity related to RE. 

If the reporting entity is itself such a plan, sponsoring 

employers are also related to the plan

(vi) the entity is controlled (C) or jointly controlled (JC) by a 

person identified in (a)

(vii) a person identified in (a)(i) has significant voting power 

(SVP) in entity



Related Party Disclosure

Definition – part B (continued):

(viii) a person identified in (a)(ii) has significant influence (SI) 

over  entity or SVP in it

(ix) a person or a close member of that person’s family has 

both SI over the entity or SVP in it & JC over RE

(x) a member of key management personnel of entity or of a 

parent of entity, or a close member of that member’s family, 

has C or JC over RE or has SVP in it



Are A and B they related?

Entity X

Entity 

A

Entity B



Entity X’s level of influence over Entity A
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Are A and B they related?

Family 

X

Entity 

A

Entity B



Family X’s level of influence over Entity A
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Disclosures

Parent – subsidiary relationships -
disclose

•Relationships even if no RP transactions

•Name of parent &, if different, the ultimate 
controlling party

•If neither parent nor ultimate controlling 
party produces FS available for public 
use:

•Name of next most senior parent that 
does so (if any) shall also be disclosed



Disclosures

Key management personnel 
compensation - definition

•Those persons that have authority & responsibility

•For planning, directing & controlling activities

•Directly or indirectly

•Includes any director (whether executive or 
otherwise) of that entity



Disclosures

Key management 
personnel compensation 

– what’s included

All employee benefits (see 
Section 28 Employee 

Benefits) 

All share-based payments 
(see Section 26 Share-

based Payment)



Disclosures

Key management personnel compensation – disclosure

Disclose key management personnel compensation in total

Important to note:
This includes all forms of consideration
Paid, payable or provided by the entity, or on behalf of entity (e.g. by its parent 

or by a shareholder)

In exchange for services rendered to entity

Also includes such consideration paid on behalf of a parent of entity in 

respect of goods or services provided to entity



Disclosures

RP transaction is
➢ Transfer of resources, services or obligations

➢ Between a reporting entity and a related party

➢ Regardless of whether a price is charged

Could include:
➢ Purchases, sales, transfers of goods or services

➢ Leases

➢ Guarantees & settlements by entity on behalf of RP

If RP transaction, disclose
➢ Nature of RP relationship

➢ Information about transactions, outstanding balances & commitments 
➢ Necessary for understanding potential effect

➢ Of relationship on FS



Disclosures

Transactions – minimum disclosures

Amount of transactions

Amount of outstanding balances plus:
Terms & conditions, including whether they are secured

Nature of consideration to be provided in settlement

Details of any guarantees given or received

Provisions for uncollectible receivables i.r.o. outstanding 

balances

Expense recognised during the period i.r.o. bad or doubtful 

debts due from RP



Disclosures

Transactions – minimum disclosures

Disclosures on previous slides must be shown per category 

i.e.
Entities with control, joint control or significant influence over entity

Entities over which entity has control, joint control or significant influence

Key management personnel of entity or its parent (in the aggregate)

Other related parties



Disclosures

Judgements & estimates

Section 8.6 - judgements that management has made in 

process of applying accounting policies
That have most significant effect on amounts recognised in FS

Section 8.7 - disclose information about key assumptions 

concerning the future & other key sources of estimation 

uncertainty at reporting date
That have significant risk of causing a material adjustment to the CA of 

A & L within next financial year



DIGGING INTO THE ANNUAL FINANCIAL
STATEMENTS



Disclaimer

➢ Fictitious financials

➢ Prepared based on IFRS for SME’s



Approach

➢ Look at structure (what should be there) 

➢ Read the AFS (Make notes of the things 

you see)

➢ Leave them for two hours and read them 

again

➢ Apply Financial Ratios
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Complex transactions



Application of complex transactions

➢ Accounting for black economic 

transactions

➢ Liquidation and business rescue

➢Contingent liabilities

➢ Intangible assets

➢Deferred tax



Accounting for black economic 
transactions

➢ What structure have you used?

➢ Preference shares? 

➢ Corporate restructure rules from tax? 

➢ Do you have a share trust involved?

➢ Unique and vary from the simple to the complex

➢ IFRS for SME does not have a interpretation note for 

these transactions

➢ Need to look at the underlying transactions and whether 

they meet the definitions



Liquidation and business rescue

➢Fundament concept of accounting is going concern – its opposite is 

liquidation and business rescue

➢It is all about the values and communication

➢Basis of preparation

➢Directors report

➢Auditors report

➢Explanatory narration

➢EVERYWHERE!!!



Contingent liabilities

Definition of a liability:
➢ A present obligation of the entity
➢ As a result of  past events
➢ The settlement of which is expected to result in an 

outflow of resources from the enterprise



All currently have a present obligation

Liability

Obligation 
certain

Amount and 
timing

In TB -
calculated

Provision

Obligation 
Probable

Amount or timing 
uncertain

In TB - estimated

Contingent 
Liab

Obligation 
possible

Unsure about 
amount or timing

Note in AFS



Intangible assets

➢Definition

➢Goodwill

➢Internally generated assets

➢Research and development

➢Accounting policy

➢Initial recognition

➢Can you improve an intangible?

➢Subsequent measurement

➢Amortisation

➢Derecognition



Deferred Tax



It’s all about reconciling

➢Current Tax

➢Accounting Profit vs Taxable Income

➢Permanent and Temporary Differences

➢Deferred Tax

➢Carrying values to Tax bases

➢Temporary not timing differences!



Temporary Differences
TD = CV – TB
Two categories:

Taxable TD result in taxable amounts in the 
determination of future periods’ taxable 
profit
CV>TB ie depn rate is lower than W&T
Result in DTax Liabilities

Deductible TD result in amounts that are 
deductible in the determination of future 
periods’ taxable profit
CV<TB ie depn rate is higher than W&T
Result in DTax Assets

CV????



Simple example
Bought a building for R100 000 in a
company.

What will happen if I revalue (or sell)
it for R200 000? Will my shareholder
realize R100 000 through retained
earnings?

No:
Potential profit: R100 000
Company CGT inclusion: 80%
Thus: R80 000 potential taxable 
income.
Deferred tax @28% :  R22 400



Tax Base of an Asset

Where taxable economic benefits will flow 
to the enterprise when it recovers the 
carrying amount of an asset:
The tax base of the asset is the amount that will be 
deductible for tax purposes against those future 
taxable benefits
TB = future deductions (Eg PPE)
Where the economic benefits that flow to 
the enterprise as it recovers the carrying 
amount of an asset will not be taxable:
The tax base of the asset will be equal to its carrying 
amount
TB=CV (Eg cash, trade debtors)
Admin Buildings
Net Investment in Lease (Receivable + 
VAT)



Tax Base of a Liability
The tax base of a liability is its CV 

less any amount that will be 

deductible for tax purposes iro that 

liability in future periods, and
TB = CV – future deductions

Eg loans payable, provisions, bank OD

Revenue received in advance:
The tax base of the liability is its CV less 

any amount of revenue that will not be 

taxed in future periods.

TB = CV – non future deductions



General Rule

Tax base not immediately apparent:

Fundamental principle
An enterprise should, with certain limited 

exceptions, recognise a deferred tax liability 

(asset) whenever recovery or settlement 

of the carrying amount of an asset or 

liability would make future tax payments 

larger/smaller than they would be if such 

recovery or settlement were to have no tax 

consequences.



Measurement of DTax

Consider the following:
The tax rate (substantially) enacted at B/S 

date

The TD which are exempt from DTax

The manner in which management intends

to realise the asset or recover the liability

The Dtax balance should not be discounted

Revaluations
Factory vs Admin Building

Tax base, but no CV (R & D)



Other Considerations

➢ Tax Expense

➢ Format of DTax Comp

➢ Revaluations and Fair Value Adjustments

➢ Change of intention 

➢ General Disclosure



Deferred tax changes

➢Deferred tax wrt taxpayers graduated rates

➢Change in tax status 

➢Recoupments 

➢Change in tax rate



Financial Analysis
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Limitations of FS Analysis

➢Difficult to compare a highly diversified enterprise to 
industry averages
➢Average performance is not necessarily good
➢Inflation distorts BS
➢Seasonal factors distort ratios
➢“Window Dressing” AFS
➢Different operating and accounting policies
➢Difficult to tell if ratio good or bad
➢Difficult to tell if Co’s ratios overalll are  good or bad 

(conflicting signals)
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Don’t Forget!!!!!!

➢Context

➢Understanding your business

➢Going concern assessment

➢Solvency and liquidity (Co Act)

➢Need a benchmark

➢Interpreting the numbers
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Limitation of Accounting Data

➢ Only express monetary items (management team??)

➢ Simplification and Summarisation

➢ Estimation, judgement and accounting policies

➢ Inflation/Historical
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Approaches

➢ Comparative AFS and Trend Analysis

➢ Index Analysisn

➢ (base year; %)

➢ Common Size Analysis

➢ Ratio Analysis

➢ (Clear, direct and understandable rel. btn 2 variables)
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Ratio Analysis

➢Liquidity

➢Asset Management

➢Debt Management

➢Profitability

➢Cash Flow

➢Market Values
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Ratio Analysis

Co. ability to meet it’s maturing obligations
Cash Flow/ Cash Budget
Current (2:1)

Current Assets
Current Liab.

Quick (1:1)
CA - Inventory

Current Liab.
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Ratio Analysis 

Asset management
How effectively is management utilising 
the Co. assets??
Inventory Turnover

Cost of Sales (or Sales)

Inventory

Stock Obsolesence Prov??

Average Collection Period (DSO) 
Accounts Receivable

Sales/365
Allowance for credit losses (prov for DD)??
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Ratio Analysis

Asset Management (Cont.)
Property, Plant and Equipment Turnover

Turnover

Average PPE (NBV)

Total Asset Turnover

Turnover

Average Operating Assets
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Ratio Analysis

Debt Management
Total Debt : Total Assets

Times Interest Earned

EBIT      

Interest Expense

Total Debt : Total Equity

Deferred Tax
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Ratio Analysis

Profitability
GP Margin

GP
Sales

Net Profit Margin
NP (EAIT)

Sales
Return on Assets (Investment)

Earnings
Total Assets
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Ratio Analysis

Profitablity
ROA
Earnings:
EBIT = BEP

Also known as BASIC EARNING POWER

Useful to compare co.s with different gearing and tax 

structures.

EBIAT (most correct)

NP (Understates Return)



209

Ratio Analysis

Return on Equity

Earnings after tax

Total Shareholders’ Funds

Cash Flow to Total Debt

Indicator of financial stability

CF from operations

Total Debt
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Ratio Analysis

Market Value Ratios
Dividend yield (SH getting)

DPS
Price per share

Earnings yield (SH demanding)
EPS

Price per share

Price Earnings (SH willing to pay for 
reported earnings)

Price per share       
EPS
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Ratio Analysis

Ratios

Dividend Cover

EPS .        

DPS

Market vs Book

Market Price per Share  .        

Book Value per Share 

Book Value = Net Assets/ No of Shares

Indicates value added by Management



Please use the chat sidebar to the right of the video / presentation 

on the screen to ask your questions.

If you would like to e-mail a question please use:

technicalquestions@accountingacademy.co.za

www.accountingacademy.co.za

Q&A

mailto:technicalquestions@accountingacademy.co.za


Thank you for your
participation



Your source for accounting knowledge


