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Objectives

✓ To provide a strong foundational understanding of financial accounting

concepts, methods, and uses, with an emphasis on critically analyzing,

interpreting, and evaluating “real world” corporate financial statements and

related disclosures

✓ To develop a thorough understanding of how accountants aggregate and

prepare corporate financial accounting information for public dissemination

✓ To enhance our understanding of the underlying economics of the transactions

and events that are depicted in financial statements
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DEFINITION OF ACCOUNTING



Definition of Accounting

http://mycustomerisveryimportant.com/



What is Accounting?

Accounting has been defined as: 

The art of recording, classifying, and summarizing in a significant manner and in

terms of money, transactions and events which are, in part at least, of financial

character, and interpreting the results thereof.

Accounting is an information system that :

• Measures business activities

• Processes data into reports & financial statements

• Communicates results to decision makers

Accounting 
System

Financial 
Statements

Business 
Activities

influences



What is Accounting?

Accounting is «the language of 

business»

Accounting is NOT bookkeeping

Bookkeeping is the 

mechanical part of 

accounting



FINANCIAL VS MANAGEMENT 
ACCOUNTING



Financial Vs Management Accounting

Management 
Accounting

Financial 
Accounting



Financial  Accounting Management  Accounting 

Purpose Communicate
General information for investment 

and credit decisions

Decision making
Information specific to a project: 

Information detailed and include 

estimates

Users External users
Make financial decisions

Internal managers
Plans and controls

Focus Historical perspective
Past-oriented

Forward-looking
Future-oriented

Preparation GAAP
Rigid

None required
Flexible

Frequency of 

preparation

Annually (and quarterly)
Rigid

As needed
Flexible

Audit Auditor’s opinion None required

Financial Vs. Management Accounting                                         



USERS OF FINANCIAL 
INFORMATION



Users of Financial Information

Users

Management

Employees

Owners

Investors

Creditors

Customers

Suppliers

Government

Competitors

Others



FINANCIAL STATEMENTS



Financial Statements

Financial 
Statements

Statement of 
Cash Flows

Statement of 
Financial 
Position

Statement of 
Comprehensive 

Income

Statement of 
Changes in 

Equity

Notes



Where you 

were

Relationships Among the Financial Statements

Beginning 

Balance

Sheet

What 

happened  

Cash Flow

Statement

What 

happened

Income 

Statement

Where you 

are

Ending

Balance

Sheet



Purpose of Financial Statements

The objective of financial statements is to provide information about the

financial position, performance and changes in financial position of an

enterprise that is useful to a wide range of users in making economic

decisions. (IASB Framework)

The examination of performance can include an assessment of a:

• Company’s profitability (the ability to earn a profit from delivering goods and
services) and

▪ Its ability to generate positive cash flows (cash receipts in excess of cash
disbursements)

Profit recognition is independent from when cash is received or paid

PROFIT

CASH FLOWS



Financial Statements

Complete set of Financial Statements:

• Statement of comprehensive income (Income Statement)

→Demonstrates profitability

• Statement of financial position (Balance sheet) 

→Demonstrates economic resources (Assets) as 

well as debts the company owes (Liabilities) 

and the equity (Equity)

• Statement of changes in equity

→Shows changes in total equity

• Statement of cash flows

→Demonstrates the sources and the uses of cash

• Notes & supplementary schedule

→Provide complementary information



When an item should be recognized 
in the basic FS ?

How should FS be reported ?

At what amount should we 
recognize a transaction ?

Should we provide 
additional information 

in the notes ?

Recognition

Measurement

Reporting

Disclosure

Accounting Process                                                                         



Accounting Process: Recognition

Recognition Measurement Reporting Disclosure

Recognition is the process of incorporating in the balance sheet or income statement 

an item that:

Meets the definition of an element
• Asset - Liability - Equity
• Income - Expenses

Satisfies the criteria for recognition
• Probable economic benefit
It is probable that any future economic benefit will flow to or from the enterprise.

• Measured reliably
The item has a cost or value that can be measured with reliability.



Accounting Process: Measurement

Recognition Measurement Reporting Disclosure

Measurement is the process of determining the monetary amounts at which

the elements (e.g. asset, liability, equity, income, and expenses) of the financial

statements are to be recognised and carried in the balance sheet and income

statement.

It involves the selection of the particular basis of measurement:

a) Historical cost

b) Current cost

c) Realizable (settlement) value

d) Present value

e) Fair Value



Accounting Process: Reporting

Financial reporting (process of producing the reports) includes the following:

The financial statements 

• Balance sheet 

• Income statement

• Statement of cash flows

• Statement of  stockholders' equity

The notes to the financial statements

Press releases and conference calls regarding quarterly earnings and related 

information

Quarterly and annual reports to stockholders

Recognition Measurement Reporting Disclosure



Accounting Process: Disclosure

The notes are important disclosures that explain numbers on the financial 

statements → Complete needs of the external users

The notes are the only flexible part of the financial statements but it generally 

includes the following: 

• Basis for presentation

• Significant accounting policies

• Depreciating assets / Valuing inventory  / Explain intangibles / Reporting debt

• Reveal contingencies

• Disclose subsequent events

Recognition Measurement Reporting Disclosure



The Balance Sheet reports what resources a company controls and what it owes at a

specific point in time:

=
Assets:

Economic resources controlled by the company which are expected to produce future

economic benefits

Ex: cash, account receivables, inventory, equipment and properties,…

Balance Sheet

Assets $1,000

Equity $400

Liabilities $600

Income

Statement

Statement of 

Changes in 

Equity

Balance 

Sheet

Statement of 

Cash Flows

=

Asset: Economic resource controlled by a company that is used to produce revenue and that is expected to provide future economic benefits



The Balance Sheet reports what resources a company controls and what it owes at a

specific point in time:

=
Liabilities:

Present obligations of the company which are expected to result in an outflow of economic

benefits

Ex: accounts payable, bank loans, other obligations,…

Balance Sheet

Assets $1,000

Equity $400

Liabilities $600

Income

Statement

Statement of 

Changes in 

Equity

Balance 

Sheet

Statement of 

Cash Flows

=

Liability: Present obligation of a business to relinquish assets, provide services, or accept other obligations



The Balance Sheet reports what resources a company controls and what it owes at a 

specific point in time:

=

Equity (Owners’ Equity): Residual interest in the assets after deducting liabilities

Equity is composed of two major parts : Share Capital and Retained Earnings

• Share Capital is the amount shareholders have invested in the entity

• Retained Earnings is the amount earned by the company and kept for use in the 

business (i.e., not distributed as a dividend)

Balance Sheet

Assets $1,000

Equity $400

Liabilities $600

Income

Statement

Statement of 

Changes in 

Equity

Balance 

Sheet

Statement of 

Cash Flows

=



Non-Current Assets

Total Assets

Current Assets+ 

=

Non-Current Liabilities

Current Liabilities

+ 

+ Equity

+ 

Total Liabilities & Equity=

Position of an asset on the balance 
sheet depends on how long the 

company plans to keep the asset or 
how long it takes to be 

transformed to cash

Position of a liability on the balance 
sheet depends on the duration of 

the liability

Equity as the difference between 
assets and liabilities

Balance Sheet



Transaction

The owners contributed 350,000 of capital, which was paid into a bank 
account opened in the name of the business.

=

Assets

Equity

Common Equity + 350,000

1

Liabilities

1 Bank deposit   + 350,000

1

Business Transactions                                                                         



Transaction

The company receives a loan of 600,000 from UBS.

=

Assets

Equity

UBS Loan payable + 600,000

2

Liabilities

2 Cash   + 600,000 2

Business Transactions 



Transaction

The company buys a property for 500,000, paying the purchase price in cash.

=

Assets

Equity
Cash - 500,000

3

Liabilities

3 Property   + 500,000

3

Business Transactions                                                                         



Transaction

The company buys inventories of 50,000 on account.

=

Assets

Equity

Accounts payable + 50,000

4

Liabilities

4 Inventories   + 50,000 4

Business Transactions                                                                         



Preparing the Balance Sheet

=

Assets Equity

UBS Loan payable 600,000

Liabilities

Cash   100,000

Property   500,000

Inventories   50,000

Accounts payable 50,000

Total Assets               1,000,000 Total Liabilities & Equity 1,000,000

Bank deposit   350,000

Common Equity 350,000

Balance Sheet



Classification (i.e., ordering)?

Valuation basis?

What is Amazon’s most valuable

asset?

Where does it show up on their

balance sheet?

1 min





• Primarily financed by? Comparison with Amazon?



5 min

Is it an Asset? Explain your reasoning!

✓ € 1,000 owing to the business by a customer who is unable to pay.

✓ The purchase of a patent (€ 300,000) from an inventor that gives the
business the right to produce a new product. Production of the new
product is expected to increase profits over the period during which the
patent is held.

✓ A valuable customer list that the business has developed over the last 20
years of continuing operations. The management estimates its value to be
€ 100,000.

✓ The company has just completed a large advertising campaign of € 50,000.

✓ Probable future 

economic benefits

✓ Control

✓ Reliable measurement



The Income Statement reports the company's financial performance in terms of net 

profit or loss over a specified period:

- - =      =

Revenues:

The amount of income generated by a company from its operations (business activities) 

over a period

Ex: Sale of goods, financial services, franchise fees,…

Income 

Statement
Statement of 

Changes in 

Equity

Balance 

sheet

Statement of 

Cash Flows

Financial Statements: Income Statement

Total Revenue 

and Gains

$500

Total Expenses 

& Losses $300
Net Income (or 

loss) $200

Revenue: An economic benefit (an increase in assets or a decrease in liabilities) gained by providing goods or services to customers



The Income Statement reports the company's financial performance in terms of net 

profit or loss over a specified period:

- - =      =

Expenses:

The amount of costs incurred in an company to generate revenues over a period

Ex: COGS, wages, administrative expenses, depreciation, interest costs, tax expense,…

Income 

Statement
Statement of 

Changes in 

Equity

Balance 

sheet

Statement of 

Cash Flows

Financial Statements: Income Statement

Total Revenue 

and Gains

$500

Total Expenses 

& Losses $300
Net Income (or 

loss) $200

Expense: An economic sacrifice (a decrease in assets or an increase in liabilities) resulting from operating activities undertaken to generate 

revenues



Measurement

Disclosure

Revenue

Gross profit

Cost of Goods Sold (CoGS)

Operating Expenses

Operating profit=

Interest Expenses

Income Tax Expenses

Net Income

Cost of the goods that generate 
revenue

Known also as gross margin

Other expenses less directly associated 
with CoGS, like administration or 

marketing expenses

Known also as EBIT: Earnings before 
interest and taxes.

Net cost of financing activities

Amount to be paid for income taxes

Sales to customers

Final profit figure

Income Statement

–

–

–

–



Transaction

The company sells the inventories for 70,000 in cash. The inventories cost 50,000.

=

Revenues

Equity

5

Liabilities
5

Inventories   - 50,000

5

Expenses Profit

5 5 5- =Sales   70,000 Cost of Good Sold 
50,000

Profit   20,000

Cash   + 70,000

Profit   20,000
Assets

Business Transactions                                                                         



Transaction

The company pays the monthly salary of 5,000.

=

Revenues

Equity

6

Liabilities
6

6

Expenses Profit

6 6- =Salary Expense 
5,000

Profit   …

Cash   - 5,000

Profit  …
Assets

Business Transactions                                                                                                        





• Difference in the I/S structure between Orange and L’Oréal?
• Net Profit Margin comparison? 1 min



Financial Statements: Statement of 
Comprehensive Income

Income

Statement

Statement of 

Changes in 

Equity

Balance 

sheet

Statement of 

Cash Flows

Types of items generally treated as Other Comprehensive Income (OCI):

• Foreign currency translation adjustments (e.g. effects of translating 

subsidiaries’ assets and liabilities

• Unrealized holding gains and losses on available-for-sale securities.

• Unrealized gains or losses on derivatives contracts accounted for as hedges.

• Certain costs of a company’s defined benefit post-retirement plans that are not 

recognized in the current period.

• Changes in the value of long-lived assets measured under the revaluation 

model rather than the cost model (IFRS only).



For the Period 

1 Jan. to 31 Dec., 2014

Financial Statements: Statement of 
Comprehensive Income

Income

Statement
Statement of 

Changes in 

Equity

Balance 

sheet

Statement of 

Cash Flows

Under IFRS, total comprehensive income is the change in equity during a period resulting from transaction and other events, 
other than those changes resulting from transactions with owners in their capacity as owners.



Recall:

The equity is the owners’ residual interest in the company after deducting

liabilities

Changes in Equity refers to movement in shareholders' equity over an

accounting period

• Net profit or loss during the accounting period attributable to shareholders 

• Increase or decrease in share capital reserves 

• Dividend payments to shareholders 

• Gains and losses recognized directly in equity 

• Effect of changes in accounting policies 

• Effect of correction of prior period error

Income

Statement
Statement of 

Changes in 

Equity

Balance 

sheet

Statement of 

Cash Flows

Financial Statements: Statement of Changes 
in Equity



For the Period 

1 Jan. to 31 Dec., 2014

Financial Statements: Statement of Changes 
in Equity

Income

Statement
Statement of 

Changes in 

Equity

Balance 

sheet

Statement of 

Cash Flows



Statement of Cash Flows presents the movement in cash and cash

equivalents over the period

As income statement and balance sheet are prepared under the accruals basis

of accounting, it is necessary to adjust the amounts extracted from these

financial statements in order to present only the movement in cash inflows and

outflows during a period.

All cash flows are classified into three categories:

• Operating activities, 

• Investing activities, 

• Financing activities

Income

Statement

Statement of 

Changes in 

Equity

Balance

sheet

Statement of 

Cash Flows

Financial Statements: Statement of Cash Flows



Operating Activities:

• The movement in cash during an accounting period from the primary revenue 

generating activities of the entity

• Profit before tax as presented in the income statement could be used as a starting point 

to calculate the cash flows from operating activities (Indirect method)

• Adjustments are required to be made to the profit before tax to arrive at the cash flow 

from operations

Investing Activities:

• The movement in cash flow as a result of the purchase and sale of long term assets 

(Other than those which the entity primarily trades)

Financing Activities:

• The movement in cash flow as a result of cost of finance and share capital

Financial Statements: Statement of Cash Flows

Income

Statement

Statement of 

Changes in 

Equity

Balance

sheet

Statement of 

Cash Flows



Financial Statements: Notes & Supplementary
Schedule

The notes must: 

• Present information about the basis of preparation of the financial

statements and the specific accounting policies used

• Disclose any information required by IFRSs that is not presented

elsewhere in the financial statements

• Describe the accounting policies

• Provide additional information that is not presented elsewhere in the

financial statements but is relevant to an understanding of any of them

• Explains uncertainties and contingencies and clarifies information in

financial statements



Small Case: Monty Inc FINANCIAL STATEMENTS

10 min



Small Case: William Inc Balance Sheet

10 min



During 2022 Mountain Corporation made sales of 4,800 (assume initially all on

account) and collected cash of 3,900 from customers. Mountain had a cash balance

of 1,500 at the beginning of the year 2022. Interest revenue of 800 accrued during

the year, but 200 are still not received yet. Operating expenses totaled 1,100, all

paid in cash. Salary expenses totaled 1,200, with a related payment of 1,100. The

prepaid advertising account had a beginning balance of 3,800. During the year, the

company prepaid additional 500 to the advertising company. The prepaid

advertising account an ending balance of 2,600. All prices are in millions Euros.

a. How much was Mountain’s net income for 2022?

b. How much was Mountain’s cash balance at the end of 2022?
5 min

Mountain Corporation: Accrual Vs. Cash Income



Effect

on Profit on Cash

Repayment of a loan

Making a sale on credit 

Paying last year's income taxes

Buying a non-current asset for cash

Paying in advance next year's insurance expense 

Receiving cash from a trade receivable (debtor)

Depreciating a non-current asset

Buying inventories for cash

Making a share issue for cash

Making a sale in cash

Buying a non-current asset on account

Effect on Profit or on Cash?                                                                         



ACCOUNTING STANDARDS



Accounting standards

Users of financial information rely on credible, transparent and comparable

financial information

Accounting standards:

• Contain the detailed rules that govern the accounting treatment of transactions

and other items shown in financial statements.

• Provide principles for preparing financial reports.

• Determine the types and amounts of information that must be provided to users

of financial statements so that they may make informed decisions.

• To facilitate comparisons across companies (cross sectional analysis) and

over time for a single company (time series analysis), it is important that

accounting methods are comparable and consistently applied.

• Accounting standards must be flexible enough to recognize that differences

exist in the underlying economics between businesses.



Accounting Standards

IASB: Global standard setter → International Financial Reporting

Standard (IFRS)

FASB: US standard setter → US GAAP

National private standard setter   → Swiss FER

European Union → Directives, regulations, implementing measures

National legislator  → Ex: National law such as the code of obligations 

(Swiss)



Accounting Standards

The international harmonization of accounting standards has been undertaken 

since 2002.

Objectives:

• Comparability of financial statements: reduce the information -

generating costs

• Integration of capital markets across countries: improve the 

operational efficiency of international capital markets

Approaches:

• Adoption of one single set of accounting standards

• Progressive convergence between accounting standards



QUESTIONS 


