
2. THE NATURE OF
ACCOUNTING

THEORY

1. Accounting Principles

Accounting is a language

SAICA lay  down the rules South African Institute for Charted Accountants

APB approves above's rules Accounting Practices Board

IFRS Framework = international compliance
Conceptual Framework for Financial
Reporting 2010

IASB approved above International Accounting Standards Board

2. Accounting Policy

A set of decisions about how an
entity will treat the same type of
transactions in order to achieve a
consistent result

3. Disclosure Of Accounting Policy
Must be done. To communicate
course of action taken when
multiple options are available.

4.
International Financial Reporting
Standards (IFRS)

The foundation: general framework
encompassing accounting concepts,
principles, methods and procedures.

5.
Accounting Standards And
Statements
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5. Accounting Standards And Statements

Introduction

RSA accounting practices board -
important role in the
development of GAAP by
creating accounting standards
Aim: encourage use of particular
standards in financial reporting
and eliminate undesirable
alternatives

Framework For Preparation And Presentation

Not a standard but a framework
which sets out the objectives and
concepts which underlie the
preparation and presentation of
financial statement

The Objective

Provide info financial
performance, financial position &
changes in financial position
Enable make economic decisions
Meet common needs of most users

Underlying Assumptions

Accrual basis

Recognizes income when earned and
expenses when incurred regardless of
when cash is received or disbursed
compare cash

Going concern

Fundamental concept: the entity will
continue in operation for the foreseeable
future

Must disclose in notes any factors that
may put the entity's status as a going
concern in doubt

The auditor examines the uncertainties
for going concern

Negative trends

Loan defaults

Denial of trade credit

Qualitative Characteristics

Understandability
Average user

Include all info needed, even if complex

Relevance

To decisions at hand

Forecasting & confirming roles

Materiality: entity specific; matter of
professional judgement

Reliability

Comparability

Self: over time = trends

Other entities

Disclose policies & changes

Policy = for relevance & reliability

Change policy - more reliable

Req consistency

Dealings

Presentation

Classification

Faithful representation

Elements

Financial position (assets =
equity + liabilities)

Assets

The resort is controlled by an entity
from which future economic benefits are
expected

Non-current

Not required for resale

To be used in the business

Life span +12 months

Current

Intended for sale and consumption or

Held for trade

Realised within 12 months

Cash all-cash equivalent

Liabilities

Present obligations from past events,
the settlement results in an outflow of
resources

Non-currentAfter 12 months

Current

Within 12 months

Held to be traded

No unconditional right to defer settlement

Equity

Residual interest in assets after
deducting liabilities

Interest of the owners

Sources
Owner's contribution = capital

Net profit

Profitability (profit/loss = +/- Equity)
Income

Expenses

Recognition And Measurements
Of The Elements

Probability of future benefit

If non-payment is probable the
reduction must be recognised (e.g.
credit losses)

Reliability of measurement

Item reliably measured in monetary value

If not: not disclosed in statement but
included in note

Measurement: process of
determining the amounts to be
disclosed

Historical cost
Actual amount paid when purchased /
fair value as per date acquired

Current costAmount one would pay now to get the same asset

Realisable (settlement) valueAmount you can sell it for now

Present value

Current discounted value of the net cash
inflows which the asset should generate
in the future

Present value @ specific interest rate /
specific period = end value
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