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Preface

In 2018, the Friedrich
Ebert Stiftung Trade Union
Competence Centre
(FES TUCC) and the Labour
Research Service (LRS)
published the first in
a series of guides aimed at
providing researched-based
bargaining support
to unions.
The first guide, titled South
African Multinational Corporations
in Africa: Bargaining with
Multinationals, provides a stepby-step approach to assist Global
Union Federations (GUFs) and
their affiliates in utilising company
information when preparing for
bargaining processes.
As a follow-up to the first guide,
this guide will take you through
a series of terms which are used
regularly in companies’
Annual Reports.
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How can this
guide help me?

Expanding your practical knowledge of the financial
terms corporate companies use will enable you
to read annual reports and corporate documents.
There are some basic financial terms that every
union member should know when they start to deal
with a company and its management. These terms
could be used in meetings or during bargaining, and
your ability to understand these terms will affect
your negotiating power.
This guide is not all-encompassing, but rather aims to
provide you with the tools to understand the basics of
financial reporting. It uses Shoprite’s most recent Integrated
Annual Report as an example. Shoprite is Africa’s largest
food retailer, operating outlets in 15 countries.
Unions and shop stewards will come across these
terms specifically when bargaining for employee wages.
Information relating to company revenue, profits and
directors’ remuneration can assist negotiators in securing
employee wage demands.

4

This guide is not all-encompassing, but
rather aims to provide you with the tools to
understand the basics of financial reporting.

USE THIS GUIDE TO UNDERSTAND
KEY TERMS IN REPORTS
The first guide in this series, which provides information
on how to use company information, can be used in conjunction
with this guide, which can be used to clarify some of the
terms used.
The Multinational Corporations (MNC) Database1 holds
company reports that provide overviews of company financials,
geographical spread, affiliates of global unions and wages
across countries. Scan the QR code below for the database.
These reports can be read using this guide to understand the
key terms reported on. An example of this is when companies
cite declining profit as reasoning for not increasing wages.

SCAN THIS QR
CODE TO OPEN THE
MNC DATABASE

1

http://database.lrs.org.za/mnc/

SCAN THIS QR
CODE TO SEE THE
PREVIOUS GUIDE
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01

Annual Financial Statement

Let’s start at the beginning. What is an annual
financial statement/report and why do companies
publish them?
Companies that are listed for example on the Johannesburg
Stock Exchange (JSE) are obliged to provide annual financial
statements detailing the activities of the business, the expenses,
and transactions, as well as give investors and the public an
oversight of their financial state.
It’s important to note the difference between a company’s
Integrated Annual Report (IAR) and Financial Report (FR), since
many companies produce both. The IAR presents top-line
financials, while the FR shows in-depth financial results for the
financial year in question.

FOR THE
PURPOSE OF
THIS GUIDE,
WE USED
SHOPRITE’S
IAR.

6

Executive and non-executive directors

02

Who are the executive and non-executive directors of
a company? The executive directors are the leaders at
the helm of a company. The Executive Directors sit on
a board with other directors, and together they make
decisions on how to run the company.

Executive directors do not only sit on the board – they also
have management responsibilities within the company.
Non-executive directors only take part in the top-line
decision making. They do not interfere in day to day
management of a company.
Non-executive directors play a dual role: firstly, to provide
strategic and business insight and direction along with the
executive directors; and secondly to monitor the executive
directors and act ‘in the interest of stakeholders.’2 Generally,
executive directors get paid significantly more than nonexecutive directors.
2

https://www.investopedia.com/terms/n/non-executive-director.asp
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03 Revenue
The term ‘revenue’ is one of the most used terms when talking
about company finances. Companies may refer to revenue,
trading profit or even company performance. This term is often
linked to the financial term the company has operated in.
For example, Shoprite’s financial year is from 1 July 2017
to 1 July 20183. Revenue is, simply put, the amount of money
taken in by the company during this specified time frame.

04 Operating Costs
Operating costs or expenses are what a company has to spend
to keep itself functioning. It includes expenses like rent, salaries,
buying stock, marketing, electricity and water – all the costs of
running a business. Companies aim to keep these costs low in
order to remain financially stable. Some costs are fixed, like rent,
while others are variable, like labour costs.

Companies, for tax reasons, report on its finances yearly. In South Africa, the financial
year normally ends on the last day of February. This serves as a standardised time
frame within which companies report on their business and finance dealings.

3

8

05

Profit

Companies often state the profit made in a financial term, and it
is valuable to know for bargaining purposes. Simply put, profit is
revenue minus expenses. If the company made, say, ZAR5,000
in revenue, but it cost ZAR4,500 to run, the company only made
a profit of R500. However, this also means that ZAR500 of the
ZAR5,000 is profit, making for a 10% profit margin.

The sum looks something like this:
[revenue] – [operating costs] = [profit before tax]
([profit] / [revenue])*100 = [Profit Margin] %
Profit is often cited as ‘profit before tax’, and this number is
subject to normal tax rates, depending on how the company
chooses to structure its income. When companies refer to net
profit or net earnings, they refer to profit after tax. Another way
that companies refer to this number is the bottom line. This is
the very last number on the financial report – after all of the
costs and tax has come off (and that’s where the name ‘bottom
line’ comes from).

FINANCIAL REPORTING | 9

In the simplest of terms: net profit is what is
left after the company has paid all of its bills.
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Market share

What does a company mean when it refers to market share? The
term reflects the percentage or portion of a market in a specified
country that the company controls (in this case South Africa).
Let’s say the retail market is made up of 100 – which means all
the items bought (total sales) in retail in one year equals 100. If
Shoprite sells 31.7 out of 100, that means they control 31.7 % of
the market. The bigger the share, the more control the company
will have in its given market. In this example, we know that
Shoprite holds a lot of control over the pricing of lower priced
goods because they hold a large market share.

10
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Dividends & Interest

Big companies like Shoprite often mention dividends and interest
in their financial reporting. Dividends refer to the amount of
money paid back to investors as a percentage of their original
investment. If I own 30 shares in Shoprite, the above sentence
implies that for the financial year I will be paid 484 cents x 30
which equals ZAR145,20.

WHAT ARE SHAREHOLDERS?

Just like unions have members to answer to,
companies have shareholders to answer to.
A shareholder is any person, company, or institution
that owns at least one share of a company’s stock.
Essentially, these shareholders are part owners of
the company. If the company does well, shareholders
are paid a part of the profit, and if the company
does badly (if the profit goes down),
shareholders lose money. Shareholders
will put pressure on the board to lower
operating costs – in order to increase
profit4. Scan QR to read more about this.
4

https://www.investopedia.com/terms/s/shareholder.asp
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SO, THEN, WHAT IS INTEREST? If Company X borrows money from
the bank, it pays back interest along with the original amount
borrowed. Basically, Company X is paying to borrow money.
Similarly, when customers buy from Shoprite on credit it means
that when they pay back this money, they are paying back
an additional amount in interest. In this way, Shoprite makes
money from extending credit to its customers.

08 Assets
Companies have what are called assets. Assets are economic
resources – this includes everything the company owns that
has monetary value: anything from office furniture and buildings
to unsold products on shelves, or trademarks and copyright the
company owns. Assets have ‘inherent cash value.’5 This means
that if the company is sold, these assets are counted towards
the value of a business.

12

5,6

https://www.nationalfunding.com/blog/basic-business-financial-terms/

09

Liabilities

Just like companies have assets, they also have liabilities.
Liabilities are the opposite of assets. This can include loans from
the bank, or money owed to vendors. One type of liability is debt,
and another type is ‘bills’ or ‘accounts payable’.6
Assets are sometimes also referred to as capital.
To calculate ‘working capital’ or equity, a company
does the following sum:

[ASSETS] – [LIABILITIES] = [WORKING CAPITAL] OR [EQUITY]
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Depreciation and Amortisation

Depreciation of assets is something that happens over time –
so, as with some of our other terms, depreciation is something
looked at over a financial term. In Shoprite’s case, depreciation
is measured over the financial year. Most physical assets, like
office furniture, trucks, stock and furniture in the store (like tills
and shelves) lose value over time. As these items get older, they
hold less financial value than when they were initially bought.

LET’S TAKE THE EXAMPLE OF AN OFFICE CHAIR.

Company X buys an office chair to the value of ZAR1,000
in 2012. In 2012, Company X can sell this chair for the same
approximate value should the company need money. However,
by 2019, when the chair is 7 years old, used and out of fashion,
Company X can only sell the chair for R300. This is the
depreciation of assets over time. Companies need to
account for depreciation when valuing their assets.
14

Along with the term depreciation we often find the term
amortisation. Amortisation refers to ‘debt getting smaller’.

LET’S TAKE A LOOK ANOTHER EXAMPLE.

In 2012, company X took out a loan from the bank to the value
of ZAR1,000. Every month, Company X pays off small amounts
to cover this debt. By 2013, Company X has paid off half of the
debt, which means the debt (or liability) is now only ZAR500.
This is the amortisation of debt over time.

Valuation and Devaluation

11

The term valuation links back to the term we talked about above:
assets. When a company is determining its ‘overall worth’, it
needs to value its assets. How much is the company worth?
Potential investors are also interested in this number. By valuing
assets and knowing what each asset is worth, companies are
able to determine their monetary worth.
Often linked to valuation is devaluation – a term similar
to depreciation. You’ll come across this term typically when
referring to currencies. In the case below, Shoprite had expected
to earn a certain amount of income in Angola. However, the
currency is now worth less when compared to ZAR and Shoprite
has thus earned less revenue.
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Cash flow

Companies often refer to the term ‘cash flow’ in their financial
reporting. It is the ‘overall movement of funds each month,
including income and expenses.’7 Cash flows in from paying
customers and flows out again through expenses like rent and
accounts payable. It’s important for companies to keep track of
their cash flow, as this determines whether there will be enough
money available to pay off any outstanding debts timeously.

13

Credit (CR)

The term credit is widely used. Credit will either ‘decrease assets
or increase liabilities and equity on the company’s balance
sheet.’8 If Company X is given credit, it means that an entity has
allowed them to use money without paying for it immediately.
So, if Company X is given credit of ZAR1,000, it means it has
added ZAR1,000 to its list of liabilities.
7

https://quickbooks.intuit.com/r/financial-management/15-financial-terms-every-business-needs-to-know/

16

8,9
https://www.rasmussen.edu/degrees/business/blog/basic-accounting-termsacronyms-and-abbreviations-students-should/

Debit (DR)

14

Debit, on the other hand, is when there is an ‘increase in assets
or a decrease in liabilities’9 – for example, someone has paid
Company X ZAR1,000 for services or goods rendered, and this
shows as a positive amount in Company X’s bank account.

Return on investment (ROI)

15

You’ll often come across the term Return on Investment or ROI.
Sometimes this is referred to as ‘return on average shareholder’s
equity’, as we can see in Shoprite’s Annual Report below. We
can use this term to determine the financial performance of the
company. ‘ROI tries to directly measure the amount of return
on a particular investment, relative to the investment’s cost.’10
In order to calculate the ROI, the benefit of the investment is
divided by the cost of the investment. So, if I invest R1,000 into
Shoprite, and the ROI is 16.5%, that means I got back 16.5% of
the money I put in (ZAR165). The higher this percentage is, the
more money the company has made in profit.

10

https://www.investopedia.com/terms/r/returnoninvestment.asp
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How to use
this knowledge
in collective
bargaining contexts

Most companies’ biggest operating cost is
employee salaries and wages. In order to keep
profit high, companies try to keep operating cost
low. The employer will attempt to obscure financial
information in order to secure their position in
bargaining. By being able to interpret financial
reporting, unions can accurately interpret
company finances in order to strengthen
their bargaining position.
By knowing company revenue and profit, as well as other
key terms as described in this guide, negotiators are able
to negate companies’ claims of lowered profit being the
reason for not being able to ‘afford’ certain increases. When
negotiators are aware of the actual financial position of
the company it is bargaining with, they have a more realistic
view of the wage increases that can be expected from
the company.
18

Resources
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FURTHER READING
MNC Trend Report 2018 - South African Multinational
Corporations in Africa. Available in English, French
and Portuguese. Click here: https://www.fes-tucc.org/
publications/seite/1/
LRS MNC Database:
http://database.lrs.org.za/mnc/
Please follow both @FESTUCC and @labourresearchservice
on Facebook for regular posts and updates.
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“Knowledge is too
important to be
left in the hands
of the bosses.”

