STUDY UNIT 7
SOFP AND RELEVANT NOTES OF COMPANIES
FRAMEWORK OF SOFP AND NOTES

· To make afs clearer to user, specific disclosure procedures are laid down

· Don’t accept conventional T accounting form

· Present only most nb info from both SOFP and SOCI on a single page, rest of info takes form of a note

· AFS of comp must consist of:
- SOFP
- SOCI
- statement showing changes in equity
- statement of cash flow
- Accounting policies and explanatory notes
- director’s report
- Auditor’s report

· Comparative figures for immediately preceding period should b shown for all items in afs

· Acc bases may b seen as methods developed for application of underlying acc concepts to financial transactions such as the amounts at which items in bs of a comp are shown

· Since more than 1 acc base to show item like inventory, a comp will use a note to disclose its acc policy regarding its method for valuing inventory

· Corporate reporting can only b properly analysed and interpreted if acc policy applied is disclosed

· See framework on page 56
NON-CURRENT ASSETS

Property, plant, equipment – study unit 9

Investment property – study unit 10

Available for sale financial assets – study unit 8

Other financial assets – study unit 8
· A comp must present current on n-c A, and c and n-c L, as separate classifications on face of sofp, except when presentation based on liquidity provides info that is reliable and more relevant
· When this exception applies, all a and l must b presented broadly in order of liquidity

· For some comp, such as financial institutions, a presentation of a and l in increasing and decreasing order of liquidity provides info that is reliable and more relevant than a c and n-c presentation, coz entity doesn’t supply goods and services within clearly identifiable operating cycle

· Comp is allowed to present some of a and l in c and n-c classification and other in order of liquidity when this provides info that’s reliable and more relevant

· Need for mixed basis of presentation may arise when comp has diverse operations

· Disclosure of expected realisation of a and l is also useful, as allows users to assess liquidity and solvency of comp
Current a and current l

· Classified as current a if meet following criteria:
- expected to b realised in, or intended for sale or consumption in, comp normal operating cycle
- held primarily for purposes of being traded
- expected to b realised within 12 months after end of reporting period
- cash or cash equivalents unless restricted from bng exchanged or used to settle l for at least 12 months after period
· All other a, incl tangible, intangible, financial a, are classified as n-c a
· Operating cycle – average time that elapses form acquisition of raw material or inventory until its been sold and converted to cash
· Op cycle of clothing comp will possibly b a season (3 months), while that of a trader of groceries will probably b one months
· If op cycle cant b determined reliably, its accepted to b 12 months
· Classified as current l if meet following criteria:
- expected to b settled in entity’s normal op cycle
- held primarily for purpose of being traded
- due to b settled within 12 months after end of reporting period
- entity doesn’t have unconditional right to defer settlement of l for at least 12 months after end of period
· All other l are classified as n-c l
· Certain l, such as trade payables, are part of working capital of comp and are classified as c l even if they are settled more than 12 months after end of reporting period
· Other c l include financial l held for trading, bank overdrafts, divs payable, income taxes, and the c portion of n-c financial l
· Same normal op cycle applies to classification of comp a and l
· Comp classifies its l as c when they are due to b settled within 12 months after year end date, even if:
- original repayment term was for period longer than 12 months
- an agreement to refinance, or to reschedule payments, on a long-term basis is completed after year end date and 
   before the financial statements are authorised for issue 
· If entity expects, and has the discretion, to refinance or roll over an obligation for at least 12 months after end of reporting period under an existing loan facility, it classifies the obligation as n-c, even if ti would otherwise b due within a shorter period
· However, when refinancing or rolling over the obligation isn’t at discretion of comp
· If comp breaches undertaking under long-term loan agreement on or before end of reporting period with effect that l becomes payable on demand, the l is classified as c
· This applies even if lender has agreed, after end of reporting period and before authorisation of financial statements for issue, not to demand payment as a consequence of a breach

· L is classified as c, coz at end of period, the comp doesn’t have an unconditional right to defer its settlement for at least 12 months after that date

· But l is classified as n-c if lender agreed by end of period to provide a period of grace ending at least 12 months after end of reporting period within which the comp can rectify the breach and during which the lender may not demand immediate repayment

· If for loans classified as c l, the following occur between end of reporting period and date afs are authorised for issue, those events qualify for disclosure as non-adjusting events:
- refinancing on a long-term basis
- rectification of a breach of a long-term agreement
- receipt from lender of a period of grace to rectify a breach of long-term loan agreem ending at least 12 months 
   after year-end date

Items disclosed on SOFP
Standard doesn’t prescribe format or order of items to b presented, but must disclose at lease following items:

· Property, plant and equipment

· Investment property

· Intangible assets

· Financial assets

· Investments accounted for, using the equity method

· Biological assets

· Inventories

· Trade and other receivables

· Cash and cash equivalents

· Trade and other payables

· Liabilities and assets for current tax

· Provisions

· Financial liabilities

· Issued capital and reserves attributable to owners of parent

· Non-controlling interest, presented within equity

General

· A held for sale, or A and L forming part of discontinued ops, are included as separate line items on sofp
· Additional line items, headings and subtotals must also b presented on face of sofp when such presentation is relevant to understanding of comp financial position

· If comp show c and n-c a and l on face of statement, then mustn’t classify deferred tax assets (l) as current assets (l)

· Line items are included if the size, nature or function of an item or composition of similar items is such that separate disclosure is appropriate to understanding of position and to supply info necessary to understand it

· Descriptions and order of line items or aggregation of separate items are adapted in accordance with nature of entity and its transactions

Following criteria applied in deciding if item should b disclosed separately:

· Nature and liquidity of a, leading to distinction between, for ex. long-term a and l, tangible and intangible a, monetary and on-monetary items, and c a and l
· Function of relevant items, leading to distinction between, for ex operating a and financial a

· Amount, nature and settlement date of l, leading to distinction between, for ex. long-term l and trade creditors and provisions

Items disclosed on SOFP or in the notes

Following info is provided on either SOFP or notes, with sub-classification of presented items, appropriately classified.
For share capital, the following is disclosed:

· Number of shares authorised

· Number of shares issued and fully paid

· Number of shares issued but not fully paid

· The par value per share, or that the shares have np value

· Recon of number of shares outstanding at both beginning and end of period

· Rights, preferences, and restrictions applicable to ea category, incl restrictions and distribution of divs and the repayment of capital

· Shares in entity held by entity or its subsidiaries, joint ventures or associates

· Shares reserved for issuance under options and sales contracts, incl the terms and amounts thereof

· And a description of the nature and purpose of each reserve that forms part of equity

General

· Entities without shar cap, must disclose to the extent applicable, info equivalent to above
· Movements during the acc period in ea category of equity interest and rights, preferences and restrictions attached to ea category of equity interest should b duly disclosed

CURRENT ASSETS
Same as typed above

Inventories – study unit 12

Trade and other receivables – study unit 8

Other current assets – study unit 8

Other financial assets – study unit 8

Current tax assets – read 9.2 and .3 and 10 of ch 17

Cash and cash equivalents – study unit 8

TOTAL EQUITY
· Equity is defined as residual interest in a of enterprise after deducting all its l
· Amount of E depends on amount of a and l, not on market value of comp shares

· Amount that cud b raised by disposing of either net a on a piecemeal basis or the entity as a whole on a going concern basis bears little relationship to value of comp E

· E divided into – contributions by owners (share cap and retained earnings)
                       - distributable or non-distributable reserves

· Reason why creation of such reserves is sometimes mandated by law is to protect the capital base of the entity and to provide creditors with some protection from he effects of losses
· Not all reserves are created coz of legal req, some may b established upon a decision by comp governing body

· Existence and size of these reserves should b disclosed to users

· Sub classifications of this nature are useful indicators of legal or other restrictions on the ability of comp to distribute E or utilise it in some other way

· Indicators that diff categories of E holders may have diff rights regarding receipt of divs or repayment of capital

· Transfers between reserves are appropriations of retained earnings, rather than expenses

· Def of E also applies to all entities (not just comps), although the legal and regulatory framework within which they operate may differ from that applying to comps

Share Capital

No financial assistance to purchase shares of company or holding company
· This section prohibits giving of financial assistance by a comp for purchase of shares in comp itself or for purchase of shares of the holding comp.

· Following exceptions apply:
- lending money by a comp in ordinary course of buss whose main buss is lending of money
- provision by comp of money in accordance with a scheme for purchase of shares of the comp itself or its holding 
   comp by trustees to b held for benefit of employees of comp
- lending of money by comp to bona fide employees of comp, other than directors, to assist those persons to 
   purchase shares in comp itself or its holding comp to b held by themselves as owners
- provision of financial assistance for acquisition of shares in a comp by comp or its subs in accordance with 
  provisions of section 85

· Included in provision of financial assistance are the following:  a loan, guarantee, provision of security

· Company is not prohibited from giving financial assistance for the purchase of or subscription for shares of that comp or its holding comp if comp board is satisfied that for the comp:
- after transaction, the consolidated a fairly valued will b more than its consolidated l
- after providing assistance, and for duration of transaction, the comp will b able to pay its debts as they become 
   due in ordinary course of buss
- terms upon which assistance is to b given are sanctioned by a special resolution of its members

Company not to be member of its holding Company

· Where subs gets shares in its holding comp in accordance with section 89, for as long as these shares are held by the subsidiary comp:
- voting rights attaching to such shares may not b exercised
- % of votes that may b cast at a meeting of sharh must b reduced by number of shares held by subs
· This section doesn’t apply where shares are acquired in subs of holding comp which is also subs of the acquiring comp

· With exception of certain cases, provides that a comp may not hold shares in its holding comp and that any allotment, issue or transfer of shares by a holding comp to its subs, is void

· Prohibition in this section is intended to prevent situations where holding comp couples voting rights to subs shares to force through decisions to b detriment of other shareh – hence provision that these shares have no voting right

Share Capital – par or np value shares
· Comp can have p and np value shares

· One cant have ordinary shares with p and np value, same classes of shares have to have the same

Company may alter share capital and shares

1. Increase Share Capital (p & np)

P – Issue 50000 ordinary shares of R1 ea at premium of 0.50 ea

Bank


75000

   Share Capital

50000

   Share Premium

25000

NP – issue 50000 np ordinary shares at 1.50 ea

Bank


150000

   Stated Capital

150000

2. Increase stated capital (np) by transfer of reserves/profits to stated capital account with/without a distribution of shares

With Distribution – issue np capital increased by 12,500 shares issued at R2 ea

Reserves/Retained Earnings

25,000

     Stated Capital



25,000

Without Distribution – transfer a reserve to stated capital without increase in number of np value shares

Reserves/Retained Earnings

25,000

    Stated Capital



25,000

3. Consolidate share capital and reduce number of issued shares in the process

P shares now have larger nominal value and np shares are reduces

Net effect on total share capital is nil, but disclosure of shares will alter as follows:

P shares – nominal value is larger for both authorised and issued share cap, while number of shares is lower iro issued
                 share capital

NP shares – number of shares is lower iro issued capital

4. Increase number of issued np shares without an increase in stated capital

Relates to sub-division of existing number of shares

Net result in total share capital for disclosure is nil

Only disclosure of number of shares will b affected

5. Division of p shares into shares with a lower value than is provided for in the Articles

Share Capital on BS will remain constant in total

But disclosure in note iro authorised and issued share capital would change

6. Conversion of ordinary/preference shares having p value to stated capital

Comp can convert all of its ordinary/preference share capital having a p value into:

Stated capital comprising np value shares

In accordance with provisions of Act, provided that any share capital not fully paid up cant b converted

Ordinary share capital

50,000

Share premium

25,000

     Stated capital – ordinary

75,000

7. Conversion of stated capital into p value shares

Comp can convert stated capital (either ordinary or preference)

Into share capital comprising shares with a p value

In accordance with provision of the Act

Stated capital – ordinary shares

75,000

     Share capital – ordinary shares


75,000

8. Cancellation of unsubscribed shares

Comp may, at time of passing such a resolution, cancel shares which haven’t been taken up or agreed to b taken up, and reduce the amount of authorised share capital by the shares so cancelled

Premiums received on Issue of shares to be share capital, and limitations on application thereof

Shares Issued in exchange for assets

· If an asset is exchanged for shares issued, the asset must be valued at the times and any amount of this valuation in excess of p value of the shares must b allocated to the share premium account

Asset



50,000

      Share capital



40,000

      Share premium


10,000

Application of Share Premium

Share premium account may b used by comp for following purposes:

· A capitalisation issue
Share premium account
50,000
      Ordinary Share capital

50,000


· Writing off preliminary expenses
Share premium account
5,000
    Preliminary Expenses

5,000


· Writing off share issue expenses
Share premium account
7,000
    Share issue expenses

7,000


· Writing off commissions paid and discount allowed on the issue of shares
Share premium account
8,000
    Commission paid


8,000

· Writing off a redemption premium arising on the redemption of redeemable preference shares
Share premium
5,000
    Preference shareholders/Bank
5,000


· Payment of the premium over the p value of shares acquired in accordance with section 85
Share premium account
10,000
     Share capital account

100,000
     Bank



110,000
(comp acquire shares themselves)

· Limitations places on the use of the share premium account to do write-offs:
- premium on the redemption of the redeemable preference shares may only b provided out of the share premium account if the said redemption at a premium was embodied in the issue terms of the shares and embodied in the affected comp’s Articles
- if ordinary shares are converted to redeemable preference shares, only that portion of the share premium account which arose on the issue of these ordinary shares may b applied to the provision of the redemption premium on the redemption of redeemable preference shares
Proceeds of Issue of np value to be stated capital

· Total proceeds on issue of np shares are to b treated as share cap and allocated to an account called stated capital

· Bank   75,000
    Stated Capital    75,000

· Stated capital may only b applied to write off preliminary expenses and commissions paid on issue of np value shares

Effects of conversion of p shares into np value shares 

· If comp converts ordinary or pref shares with a p value into np value shares then following must b transferred to stated capital account:
- total ordinary of pref share capital amount
- portion of share premium acc attributable to shares so converted where it hasn’t been used for write off of those 
   items per section 76
· Share cap account       50,000
Share premium acc
25,000
     Stated Cap acc

75,000

Payment of Interest out of Capital in certain cases

· Payment of interest on share capital is an exception to general rule that no divs may b paid out of share cap
· Payment of interest on capital is desirable where share cap is used to finance an a which is under construction over a long period of time

· Various req iro payment of this interest exist and should b studied in the Act

· This interest cant b applied to reduction of share capital, the amount must b capitalised to the cost of the applicable asset

· Interest paid on share capital   12,000
     Bank



12,000

· Asset under construction
12,000
     interest paid on share capital
12,000

· Can reduce share capital by amount of the interest – nb

Issue of p shares at a discount

· Comp can issue p shares at discount under following conditions:
- class of shares no issued at discount must have been previously issued, and at least 1 yr expired since that issue
- authorisation by special resolution indicating max discount rate must b obtained
- issue must b approved by court
- issue of shares must b made within 1 months of date of court sanction

Issue price of shares of np value requiring special resolution

· Comp may not issue shares of class of shares already issued at a price lower than the average issue price of these shares
· Average issue price is calculated by dividing relevant stated cap by number of issued np value shares in this class

· If comp wants to issue shares at price lower than average so calculated, the issue price must b approved by special resolution beforehand

· Notice convening the meeting for the purpose of passing the special resolution shall b accompanied by a report from the directors, setting out the reasons for proposed lower issue price

Voting rights of shareholders

· Ea sharh having share cap is entitled to one vote for every share held

Voting rights of preference shareholders

· Articles of comp can exclude voting rights of pref shareholders subject to following:
- pref divs are 6+ months in arrears, pref shareh r entitled to vote
- any part of redemption payments is outstanding, pref sharh are entitled to vote
- if resolution is proposed and it directly or indirectly affects rights of pref sharh, incl winding up of comp or capital reduction, the pref sharh are entitled to vote
Determination of voting rights

· Member of public comp with p shares are entitled to same % of votes as proportion that his shares bear to total number of shares issued
· Ea np value share carries one vote

· Articles of comp can provide that:
- chairman of meeting has a casting vote
- number of votes to which member is entitled above certain number, doesn’t increase in direct relationship to total number of shares held, but in a lower proportion.  Articles can provide that number of votes is ltd to certain number

Restriction of power of directors to issue share capital

· Notwithstanding any provision contained in memorandum or articles fo comp, the directors may not allot or issue shares unless they have the prior approval of the comp in a general meeting
· Approval may b in following forms:
- general authority, conditional or unconditional, to allot or issue shares at their discretion, or
- specific authority for a specific issue or allotment of shares

· General authority only valid till next general meeting but can b cancelled prior to this

· Following must b discloses:
- amount of share cap and number of shares under auth of directors
- conditions of authority
- period for which auth is valid

Restriction on issue of shares and debentures to directors

Directors may not issue shares or debentures to themselves, unless:
· Issue has been approved by comp in general meeting prior to issue, or
· Issue is don’t ito an underwriting contract, or

· Shares are issued on same conditions and terms as they were offered to other sharh where issue I smade in proportion to existing holdings, or

· Issue is made on same terms and conditions as were offered to the public

Prohibition of loans to, or security in connection with transactions by, directors and managers

Pg 479 and 480

AFS to disclose loans to and security for the benefit of directors and managers ito section 226 pg 480

AS to disclose loans and security to directors and managers before their appointment pg 481

Study 8.1.1 to 8.1.3 on page 200-202

RETAINED EARNINGS

Study 5.3  CH 2 and study unit 6
DISCLOSURE

Share Capital
1. Following regarding ordinary share capital must b disclosed:
- authorised and issued share capital
- number of shares issued during year and consideration received
- preliminary expenses, commission paid on creation/issue of np value shares which were written off against stated
   capital account during the current year
- amount of share capital directors are authorised to issued, the provisions and period of authorisation

2. Following must b disclosed in changes in equity regarding convertible pref shares:
- conditions and rights attached to conversion
- where these conditions and rights are available for inspection, as indicated above

3. Following must b disclosed in changes in equity regarding share premium account:
- amount used for paying up and issuing capitalisation shares
- amount of preliminary expenses been written off
- amount of expenses, commission or discounts in relation to creation /issuing of shares that has been written off
- provision of premium on redemption of redeemable pref shares that have been written off

4. If cumulative pref divs are in arrears, following must b mentioned in the note:
- fixed cumulative divs that are in arrears
- period for which the divs are in arrears
Reserves

Reserves must b classified under 2 main headings:
· Non-distributable reserves

· Distributable reserves

Movement of ea reserve must b disclosed in changes in equity

Nature and purpose of reserves need to be disclosed

NON-CURRENT LIABILITIES

· Comp L is:
- present obligation
- arising from past events
- settlement of which is expected to result in an outflow form the comp resources embodying econ benefits

· Obligation can b legally enforceable but also result of normal buss practice
· Ex. if comp decide to rectify mistake on goods whose warranty already expired, the expected amounts can b listed as L for the goods already sold

· Sometimes estimate is req, and this doesn’t disqualify the L form being listed
· Sacrifice of resources can happen through number of ways:
- payment of cash to creditors
- transfer of other assets
- provision of services
- replacement of one obligation with another
- conversion of an obligation into equity

· Obligation can b extinguished by creditor waiving or forfeiting its rights

LONG TERM BORROWINGS

Study unit 8 

· Loans can b secured by encumbrance on the assets or b unsecured

· Following must b disclosed iro convertible instruments and debentures:
- amount and classes issued
- conditions of conversion and dates of redemption
- particulars of convertible instruments and debentures which may b issued by comp again
- that portion which is payable within 12 months of bs date

Non-current Liabilities
Secured
10% debentures of R10 each


40,000
portion redeemable within 12 months

(4,000)
                                                                        36,000

· Following must b disclosed in ref to loans
- amount of obligation
- interest rate applicable
- repayment conditions
- portion payable within 12 months of bs date

DEFERRED TAXATION

Read pg 4 of ch 17

· Coz income taxes statement will b discussed in later acc subject, here only familiarise us with diff between permanent and temporary differences
· Temp diff – where same transaction are recognised in diff periods for acc and taxation purposes.  Diff have origin in 1 acc period and are then reversed in course of one or more subsequent acc periods

· To comply with matching concept, deferred taxation must b provided on temporary differences

· Deferred taxation arises – result of book entry to make provision for diff between acc profit and taxable profit

· Ex. comp writes off depreciation over 4 years, but SARS only allows written off over 5 years.  Both cases full price is written off, but the periods differ
· Disclosed under SA Normal tax expense in SOCI 

· Disclosed under Non-current liabilities in SOFP

OTHER FINANCIAL LIABILITIES

Study unit 8

LONG TERM PROVISIONS

Study unit 13

CURRENT LIABILITIES

TRADE AND OTHER PAYABLES

Study unit 8

SHORT TERM BORROWINGS

Study unit 8

CURRENT PORTION OF LONG-TERM BORROWINGS

Already in this guide on previous section

CURRENT TAX PAYABLE

Read pg 8,9,10 of ch 17
ignore examples 17.21 and 17.22
SHORT-TERM PROVISIONS
Study unit 13

NB NB NB NB NB – DO EXAMPLES FROM PAGE 64 
