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In the realm of public sector accounting, adherence to established frameworks ensures clarity,
transparency, and consistency in financial reporting. One such framework is the Generally
Recognised Accounting Practice (GRAP), which provides comprehensive guidelines for entities
operating within the public sector. Specifically, GRAP 1.96 offers essential instructions on the
presentation of financial statements, emphasizing the importance of including specific items to
ensure users receive a complete and accurate picture of an entity’s financial position.

This article explores the six key items that must appear in financial statements according to GRAP
1.96, providing insights into their significance and how they contribute to sound financial reporting
practices.

Understanding GRAP 1.96 and Its Significance

GRAP (Generally Recognised Accounting Practice) is a set of standards developed to align public
sector accounting with international best practices, tailored to meet the specific needs of
government and related entities in South Africa. GRAP 1.96 plays a critical role in setting out the
fundamental principles for presenting financial statements, ensuring they are comprehensive,
comparable, and reliable.

The core objective of GRAP 1.96 is to guide entities on the proper presentation of financial
information, emphasizing the importance of including certain key items that communicate the
entity’s financial health effectively. By following these guidelines, entities can enhance transparency
and facilitate better decision-making by stakeholders, including government officials, auditors, and
the public.

Six Items That Should Appear in Financial Statements
According to GRAP 1.96

GRAP 1.96 stipulates that financial statements must include specific components to provide a
complete overview of an entity’s financial position. The six items essential for inclusion are designed
to give stakeholders a clear understanding of the entity’s assets, liabilities, financial performance,
and other vital financial information.



1. Statement of Financial Position (Balance Sheet)

The statement of financial position, often called the balance sheet, is fundamental in illustrating an
entity’s financial standing at a specific point in time. It details what the entity owns (assets), what it
owes (liabilities), and the net position (equity).
Key features include:

e Assets: Resources controlled by the entity that have economic value.

e Liabilities: Obligations the entity must settle in the future.

e Equity: The residual interest in the assets after deducting liabilities.

This statement enables stakeholders to assess the liquidity, solvency, and overall financial stability
of the entity.

2. Statement of Financial Performance (Income Statement)

The statement of financial performance provides a summary of the entity’s financial activities over a
specific period, typically a fiscal year. It showcases revenue earned, expenses incurred, and the
resulting surplus or deficit.

Main components include:
e Revenue: Income generated from operations or other activities.
e Expenses: Costs incurred to generate revenue.

e Surplus or Deficit: The difference between total revenue and total expenses.

This statement offers insights into the entity’s operational efficiency and profitability, which are
crucial for evaluating financial health.

3. Statement of Changes in Net Assets or Equity

This statement reflects the movements in the entity’s net assets or equity during a reporting period.
It captures transactions such as surpluses or deficits, capital contributions, and other adjustments
that impact the equity position.

Key elements include:

e Changes due to surpluses or deficits.

e Capital injections or withdrawals.



e Revaluation reserves or other equity adjustments.

Including this statement helps users understand how the entity’s net worth has evolved over time
and the factors influencing its financial position.

4. Cash Flow Statement

The cash flow statement details the inflows and outflows of cash and cash equivalents during the
reporting period. It categorizes cash flows into operating, investing, and financing activities.

Main sections include:
¢ Operating activities: Cash generated from core operations.
e Investing activities: Cash used for or gained from investments in assets.

e Financing activities: Cash flows related to borrowing, debt repayment, or equity transactions.

This statement is critical for assessing the entity’s liquidity and ability to meet its financial
obligations.

5. Notes to the Financial Statements

Notes are supplementary disclosures that provide additional context, explanations, and details about
the figures presented in the primary statements. They enhance transparency and enable users to
understand the assumptions, policies, and specific circumstances affecting the financial data.
Typical disclosures include:

e Accounting policies adopted.

 Details of significant assets and liabilities.

e Contingent liabilities and commitments.

¢ Related-party transactions and other relevant information.

These notes are indispensable for providing a comprehensive understanding of the financial
statements.

6. Statement of Comparison of Budget and Actual Amounts

Many public sector entities are required to prepare a budget comparison statement, which compares



actual financial results with budgeted figures. This comparison helps assess financial performance
against planned targets and highlights variances.

Key aspects include:
e Actual amounts realized versus budgeted amounts.
¢ Reasons for significant variances.

e Implications for future planning and decision-making.

Incorporating this statement promotes accountability and transparency, demonstrating how well the
entity adheres to its financial plans.

Importance of Including These Six Items in Financial
Statements

Adhering to GRAP 1.96’s requirement to include these six items ensures that financial statements
are comprehensive and meaningful. They collectively provide a multi-faceted view of the entity’s
financial health, operational performance, and compliance with budgetary and regulatory
requirements.

Key reasons why these items are essential include:

- Transparency: Clear presentation of financial data fosters trust among stakeholders.

- Accountability: Demonstrating how resources are managed and used.

- Decision-making: Providing relevant and reliable information to guide management and policy
decisions.

- Comparability: Enabling stakeholders to compare financial data across periods and entities.

- Compliance: Aligning with legal requirements and accounting standards.

Conclusion

In summary, GRAP 1.96 emphasizes the importance of including six critical items in financial
statements. These items—statement of financial position, statement of financial performance,
statement of changes in net assets or equity, cash flow statement, notes to the financial statements,
and the statement of comparison of budget and actual amounts—collectively ensure that financial
reports are comprehensive, transparent, and useful for stakeholders.

By adhering to these requirements, public sector entities not only comply with best practices but
also reinforce accountability and trust with the public and other stakeholders. Proper presentation of
these items facilitates better understanding, evaluation, and oversight of the financial health and
operational efficiency of government entities, ultimately supporting transparent governance and
effective resource management.



Frequently Asked Questions

What is the main purpose of GRAP 1.96 in accounting
practice?

GRAP 1.96 provides guidance on the presentation of financial statements, specifically listing six
items that should appear to ensure comprehensive and consistent reporting.

Which six items are required to appear according to GRAP
1.96?

According to GRAP 1.96, the six items are: the statement of financial position (balance sheet), the
statement of financial performance (income statement), the statement of changes in equity, the cash
flow statement, accounting policies, and notes to the financial statements.

Why is it important to include these six items in financial
statements as per GRAP 1.96?

Including these items ensures transparency, comparability, and completeness of financial
information, facilitating better decision-making by users of the financial statements.

Does GRAP 1.96 specify the order in which these six items
should appear?

Yes, GRAP 1.96 generally recommends a specific order for presenting these items to promote clarity
and ease of understanding in financial reporting.

Are notes to the financial statements considered one of the six
items listed in GRAP 1.96?

Yes, notes to the financial statements are explicitly listed as one of the six items required to appear,
providing additional detail and context for the financial information presented.

Can a preparer omit any of the six items listed in GRAP 1.96?

No, all six items are fundamental components mandated by GRAP 1.96 to ensure comprehensive
financial reporting; omission would compromise the integrity of the statements.

How does adherence to GRAP 1.96 benefit users of financial
statements?

Adherence ensures that users receive complete, consistent, and comparable financial information,
aiding in accurate analysis and informed decision-making.



Is GRAP 1.96 specific to any particular type of entity or
industry?

No, GRAP 1.96 applies broadly to entities preparing general-purpose financial statements in
accordance with Generally Recognised Accounting Practice, regardless of industry.

How does GRAP 1.96 align with international accounting
standards?

GRAP 1.96 aligns with international standards like IFRS in emphasizing comprehensive financial
reporting, though it is tailored to South African context and regulations.

Where can one find the official guidance on the six items that
should appear according to GRAP 1.96?

Official guidance can be found in the GRAP standards issued by the Accounting Standards Board
(ASB) and associated authoritative accounting frameworks available publicly or through professional
accounting bodies.

Additional Resources

According to Generally Recognised Accounting Practice (GRAP) 1.96, list six items that
should appear is a fundamental reference point for entities adhering to public sector
accounting standards in South Africa. GRAP 1.96 provides guidance on the presentation of
financial statements, ensuring transparency, consistency, and comparability. This article
offers a comprehensive analysis of the six essential items prescribed by GRAP 1.96,
exploring their significance, underlying principles, and practical implications for entities
preparing financial statements in accordance with these standards.

Understanding GRAP 1.96: Context and Purpose

What is GRAP 1.96?

Generally Recognised Accounting Practice (GRAP) 1.96 is part of a suite of standards issued by the
South African Accounting Standards Board (ASB) designed to guide public sector entities in the
preparation and presentation of financial statements. The standard emphasizes the importance of
providing clear, relevant, and reliable information to stakeholders, including government
departments, municipalities, and other public entities.

Purpose of GRAP 1.96

GRAP 1.96 aims to specify the minimum items that must be included in the financial statements to
achieve a comprehensive, transparent, and comparable presentation. The standard underscores the



importance of consistency across entities and periods, facilitating accountability and informed
decision-making by users of financial reports.

The Six Items That Should Appear According to GRAP
1.96

1. Statement of Financial Position (Balance Sheet)

Explanation:

The Statement of Financial Position, often called the Balance Sheet, provides a snapshot of an
entity's assets, liabilities, and net assets (equity) at a specific point in time. GRAP 1.96 mandates
that this statement must appear in the financial report, serving as a fundamental indicator of the
entity’s financial health.

Significance:

- Offers stakeholders insight into the resources controlled by the entity and the obligations owed.
- Facilitates assessment of liquidity, solvency, and financial stability.

- Provides a basis for financial analysis and decision-making.

Practical considerations:

Entities must ensure proper classification between current and non-current assets and liabilities,
accurately reflect the net assets position, and include sufficient disclosures to complement the
statement for clarity.

2. Statement of Financial Performance (Income Statement)

Explanation:
The Statement of Financial Performance summarizes the entity’s income and expenses over a
reporting period, culminating in the surplus or deficit for that period.

Significance:

- Demonstrates the entity’s operational results, including revenue generation and expenditure
management.

- Assists stakeholders in evaluating efficiency, sustainability, and overall performance.

- Enables comparisons across periods and with other entities.

Practical considerations:

Entities should distinguish between operating and non-operating items, ensure proper recognition of
revenue and expenses, and disclose significant items impacting performance.

3. Statement of Changes in Net Assets (Equity Statement)



Explanation:

This statement details the movements in net assets from the beginning to the end of the reporting
period. It includes comprehensive details of acquisitions, disposals, revaluations, and other changes
affecting equity.

Significance:

- Provides transparency regarding how the entity’s net assets have evolved.

- Highlights contributions from owners, appropriations, revaluations, and transfers.

- Supports understanding of the cumulative impact of financial activities beyond income and
expenditure.

Practical considerations:
Entities must ensure clarity in reconciling opening and closing balances, and disclose reasons for
significant changes, such as revaluations or adjustments.

4. Cash Flow Statement

Explanation:
The Cash Flow Statement records inflows and outflows of cash and cash equivalents during the
reporting period, classified into operating, investing, and financing activities.

Significance:

- Offers insight into the liquidity position and cash management effectiveness of the entity.

- Assists in assessing ability to generate cash, meet obligations, and fund future activities.

- Complements the other financial statements by providing a dynamic view of cash movements.

Practical considerations:
Entities should follow the direct or indirect method as prescribed, ensure accurate classification,
and disclose significant non-cash investing and financing activities.

5. Notes to the Financial Statements

Explanation:

Notes provide supplementary disclosures that clarify, elaborate, or provide context to the primary
statements. They include accounting policies, detailed breakdowns, contingent liabilities,
commitments, and other relevant information.

Significance:

- Enhances understanding and transparency of the financial statements.

- Explains assumptions, estimates, and judgments used in preparing the statements.

- Discloses potential risks and uncertainties that could impact financial position or performance.

Practical considerations:
Entities should ensure notes are comprehensive, up-to-date, and aligned with the primary
statements, adhering to specific disclosure requirements outlined in other GRAP standards.



6. Comparative Information for Prior Periods

Explanation:
GRAP 1.96 requires entities to present comparative figures for the previous period(s) alongside the
current period’s financial statements.

Significance:

- Enables users to identify trends, assess performance, and evaluate changes over time.
- Supports accountability by providing context for current results.

- Facilitates more meaningful analysis and decision-making.

Practical considerations:
Comparative figures should be consistent with the current period’s presentation, restated if
necessary due to changes in accounting policies, and clearly labeled for clarity.

Additional Insights and Practical Implications

The Role of Consistency and Transparency

Adherence to the six items prescribed by GRAP 1.96 underscores the importance of consistency in
presentation. Consistent application of standards ensures comparability across periods and entities,
fostering trust among stakeholders. Transparency through detailed disclosures and comprehensive
statements enhances accountability, especially in the public sector where stewardship of taxpayer
funds is paramount.

Challenges in Implementation

While GRAP 1.96 provides clear directives, entities may face challenges related to resource
constraints, capacity, and understanding of complex standards. Smaller entities or those unfamiliar
with international or public sector accounting frameworks might require additional training and
support to fully comply.

The Evolving Nature of Public Sector Standards

As the accounting landscape evolves, GRAP standards continue to adapt to emerging best practices,

technological advancements, and stakeholder expectations. Entities must stay updated, regularly
reviewing their financial reporting processes to ensure ongoing compliance.

Conclusion: The Significance of the Six Items

According to GRAP 1.96, the six items that should appear in financial
statements—Statement of Financial Position, Statement of Financial Performance,



Statement of Changes in Net Assets, Cash Flow Statement, Notes to the Financial
Statements, and Comparative Information—are foundational to transparency,
accountability, and comparability in the public sector. This comprehensive set of
components ensures that stakeholders are equipped with a holistic view of an entity’s
financial health and performance, supporting effective governance and decision-making.
As public sector entities navigate increasingly complex financial environments, strict
adherence to these reporting items remains vital for upholding integrity, fostering trust,
and fulfilling their stewardship responsibilities.
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