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What is Accounting?




What Is Accounting?

* Accounting

—a comprehensive system for collecting, analyzing, and
communicating financial information

* Bookkeeping
— recording accounting transactions

* Accounting Information System (AIS)

— organized procedure for identifying, measuring, recording, and
retaining financial information



Business managers

Employees and unions

Investors and creditors

Taxing authorities

Government regulatory agencies




Accountants

Private Accountants

d hired as salaried employees
d duties cover day-to-day accounting needs
d small business may have just one

dlarge business may have area specialists (i.e. budgeting,
taxation, accounts payable etc.)




Tax return preparation
and tax planning

Examination of

financial records to Personal financial
ensure fair planning to business

representation (GAAP) planning




Accountant or Controller?

Professional Accountants

chartered accountants (CA)
certified general accountants (CGA)
certified management accountants (CMA)

-

Unification

Chartered Professional Accountant (CPA)




Accountant or Controller?

© Web Pix/Alamy

* head of the AIS

* ensures that the accounting system
provides the reports and statements
needed for planning, controlling and
decision-making

 activities may need different types of
accounting specialists

Christian Delbert/Fotolia



International Accounting (IFRS)

* International Accounting Standards Board (IASB)

** members in over 80 countries

¢ goal is to eliminate differences in financial reporting from country
to country

+»* |ASB statements include an income statement, balance sheet and a
statement of cash flows



The Accounting Cycle
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The Accounting Equation

* Asset

O anything of economic value owned by a
firm or individual

* Liability
O any debt owed by a firm or an individual to
others

 Owners’ Equity

>>>

The inventory at this car dealership is part of the company’s

| any positive difference between a firm’s assets. The cars constitute an economic resource because the
. . firm will benefit financially as it sells them. After they are sold
assets a nd ||a bl I Ities and at the end of the company’s accounting period, the dealer-

ship will convert the cost of the cars as expenses and show
them as costs of goods sold.

Alex Segre/Alamy



The Accounting Equation

R Owners’
Liabilities

Equity

Y ST N -
A Thanks to smartphones, financial information is now much
more accessible wherever you might be located.

pizuttipics/Fotolia



Types of Accounting




Accounting Two main Categories

* Financial Accounting
[ keeps external parties informed about the firm’s financial condition
[ statements structured according to GAAP requirements

* Managerial Accounting
[ directed at internal parties (managers)

[ provides information to facilitate planning, forecasting, and
decision-making



Financial Statement Analysis (FSA)




Analyzing Financial Statements

A) FINANCIAL INFORMATION ANALYSIS

1) Balance Sheet
2) Income Statement
3) Cash Flow Statement

4) Financial Ratios

v’ Trends
v Industry Norms
v' Economic Cycles & Moods

B) COMPETITIVE / INDUSTRY ANALYSIS




Analyzing Financial Statements

A) ANAAYZH OIKONOMIKQN MAHPO®OPIQN

1) looAoylopog

2) Kotaotaon AmoteAsopatwyv
3) Koataotaon Tapeiakwv Powv
4) OwKOVOMLKOL AELKTEC

a) Taoelc
b) KAabodbeiktec
c) Owovouikol KUkAot & AtaGeoeic

B) ANTAFQNIZTIKH / KAAAIKH ANAAYZH




Financial Statements

Income
Statement

~— Revenue

- Expenses

~— Profits

Balance
Sheet

— Asset
Current
Non-current

— Liabilities
Current
Non-current

— Equity
t Paid-in capital

Retained earnings

Cash Flow
Statement

— Operation

__ Investment

— Financing



Income statement (INRmn)

Balance sheet (INRmMmn)

Fiscal year ending 03/13 Fiscal year ending o3/13

Operating income 22,793 Net worth 20,187

EBITDA 21,626 Minority interest -

Other income 2,158 Total debt 9,671

Depreciation 2,952 Deferred tax liability 2,805

EBIT 20,832 Total liabilities 102 6632

Interest 276 Net block 36,100

Net extra ordinary items 398 cwae 2,778

PBT (reported) 20,954 Goodwill 5

Total taxes 5,443 Investments 25.324

PAT (reported) 15,511 Cash 1,430

(+) Share in assoc. eamings (62) Inventories 12'871

Less: Minority interest - Dab ml:nd PSR 9'385878

Prior period items -

Net ( ) 15 449 less: Current liabilities 11,091
income (reported . less: Provisions 2,824

Avendus net income 15,449 Net King ital 37,461

Avendus dil. shares (mn) 802.9 Total aasets 102,663

Avendus EPS (INR) 18.7

Cash flow statement (INRmn)

Net profit + Depreciation 18,401

Deferred tax o

Working capital changes -6,480

Less: Other income 2,158

Cash flow from operations 9,763

Capital expenditure -6,972

Others -10,478

Cash flow from investing -17.451

Equity raised o

Change in borrowings 9.379

Dividends paid (incd. tax) -3

Others -1.163

Cash flow from financing 8,213

Net d:a== in cash 526

Source: Bloomberg, Avendus Research



Financial Statement Analysis (FSA)

* Financial statements reflect the activity and financial condition of a company

Balance Sheets

Income
Statements

State me nts Of ﬁ A financial report is an integral component of the financial
accounting system.
Cash Flow

Damir Karan/E+/Getty Images




Three Accounts / Statements ... to Analyze

« Three basic statements:
« Balance sheet
« Income statement
« Statement of cash flows

« Whywe need statements:

« Evaluating financial health of a company (ratio
analysis)
« Evaluating separate projects and business as a whole

« Discounted Cash Flow (DCF) methods (need the projected
cash flows)

« Using comparables (various ratios) (need usually last income
statement and balance sheet)




Three Accounts / Statements ... to Analyze

BALANCE SHEET INCOME STATEMENT

RECEIVABLES

FIXED ASSETS
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Financial Statement Analysis (FSA)

FlnanCIaI Statem ents ana YSIS Finance statements analysis
- -
Revenue Intangible assets
3 recognition ) Property, plantand equipment
- - Leasing and rental assets
Expense Investment property
. recognition Equity-accounted investments
. p Otherequity investments
Income NOI"I:I’E‘CUFFII"IE Fir'nar"u:ial:l:I SE"iu'iEE"S receivables
statements \ items J Otherreceivables and financial assets
i Non-operating N Moncurrent tax receivables
\ items ] Deferred tax assets
[ EPs ] Inventories
- Trade receivables
( Comprehensive ] Financial services receivables
Income Otherreceivables and financial assets
:: Currenttax receivables
Non-current Marketable securities
Balance sheets . assets }/ Cash and cash equivalents
Assetsheldforsale
Current Asset
Subscribed capital
Equity ]x Capital reserves
Retainedearnings
Non-current Minarity interests
Cash flow liabilities
statements ] —— Nnncurren‘[financi.alIi_a.b.ilitiez
current liabilities Other noncurrent liabilities
Deferred tax liabilities
Current financial liakilities Provisions for pensions
Trade payables Provisions fortaxes
Currenttax payables Other noncurrent provisions

Other current liahilities
Provisions fortaxes
Other current provisions
Liabilities associated with assets held for sale My CFA Motes (Tony Wang) licaiclub@agmail.com




Why Analyze?

Business risk relates to

the risk inherent in the

. Analysis of the funds

SN Lo operations of the firm.

. Analysis of the financial
condition and profitability
of the firm.

. Analysis of the busines Fie
risk zf the firm. Volatility in costs

Examples:
Volatility in sales

Proximity to break-even
point




Economics Analysis Macroeconomic Microeconomic

Company Analysis Corporate statements Corporate Finance

%
Equity Fixed income Notes
- Bills

investment investment
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ETF Futures

Hedge funds Alternative Derivative Options

_ Investment Investment Swaps
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Analysis credit default swap(CDS)
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Double-Entry Bookkeeping System

A all transactions are entered in two ways, showing
how they impact assets and liabilities

 the accounting equation is always kept in balance




Revenue Recognition and Matching

Revenue Recognition

 is the formal recording and reporting of revenues in financial
statements once the earnings cycle is completed

Matching

1 expenses will be matched with revenues to show net income for
an accounting period



Budget

* Budget

— a detailed financial plan of estimated receipts and expenditures for a
future period

[ an internal financial statement
J usually one year
M requires input from other departments

J compares actual vs. budget to signal problems



1) Balance Sheet




Balance Sheet

* Balance Sheets
— provide detailed information about the accounting equation factors
* assets
* liabilities
* owner’s equity

—show a firm’s financial condition at one point in time




Balance Sheet

Current Assets

e Cash and assets that can be
converted into cash within the
year

* Accounts receivable

* amounts owed to the firm by
customers

* Inventory

* cost of merchandise acquired for sale
but not yet sold

* Prepaid expenses

* supplies on hand and rent (other A At the end of its accounting period, this pharmaceuticals com-
bills) paid for coming period pany will subtract the cost of making the goods that it sells

from the revenues it receives from sales. The difference will be
its gross profit (or gross margin).

RGtimeline/Fotolia




Balance Sheet

Fixed Assets: have a long-term use or value

Land
Buildings
Machinery

Depreciation:

« distributing the cost of a major asset over its lifetime,
deducted yearly




» Intangible Assets: non-physical assets with economic value (difficult to
calculate)

v’ patents

v’ trademarks

v" franchise fees

v’ copyrights

» Goodwill: the amount paid for an existing business beyond the value of its
other assets



Liabilities and Owner’s Equity

L Long-term ) :
Current liabilities NE-1E Owners’ equity
liabilities
e debts owed by the * debts owed by the * owners’ holdings in
firm that must be firm and due in more the firm
repaid within one than one year

year (i.e. accounts
payable)




Example of a Balance Sheet

EREEEEREEN Perfect Posters, Inc.

555 Riverview, Toronto, Ontario

Perfect Posters, Inc.
Balance Sheet
As of December 31, 2015

Liabilities and Owners’ Equity
Current liabilities:
Accounts payable. . . . . $16315
Wages payable. . . . . .. 3700
Taxes payable. . . . . .. 1920

Total current liabilities

$21935

Assets
Current Assets:
Cash o vavamumncssmuaes $7 050
Marketable securities. . . . 2 300
Accounts receivable. . . . . $26 210
Less: Allowance of
doubtful accounts. . . . . (650) 25560
Merchandise inventory. . . . . 21 250
Prepaid expenses . .. ...... 1050
Total current assets $57 210
Fixed Assets:
londiseae i e e 18 000
Buslehig o 65 000
Less: Accumulated
depreciation .. ....... (22 500) 42 500
Equipment siciessniesing 72195
Less: Accumulated
depreciation . . ....... (24815) 47 380
Total fixed assets. . . 107 880
Intangible Assets:
Patents . .. ............ 7 100
Trademarks ... ........ 900
Total intangible
A oo ___8000
Totol assels . ... ocovieuny $173 090

A s
A FIGURE 11.2 Perfect Posters’ balance sheet

Long-term liabilities:

Notes payable, 8%

dve 2018 vocians 10 000

Bonds payable, 9%

dve 2020 i oihives 30 000

Total long-term
liabilities .......

40 000

Total liabilities .........

$61 935

Owners’ Equity:
Common stock, $5par ......
Additional paid-in capital . . ..
Retained eamnings . ..........
Total owners’ equity . . ...

40 000
15 000

56 155

111155

Total liabilities and owners’ equity . . .

$173 090

This balance sheet shows clearly thart the firm’s total assets equal its toral liabilities and owners’ equirty.



Imncorme
Staterment

Staterment

of changes
im Eguity

Balance Sheet

Balance Sheet
at the start of
the period

Add Profit (Less Loss)
from operations

Balance Sheet
at thhe end of
the period

Cash Floww
Staterment

Cashflowvw used im
Inwvesting Activities




The Link between Balance Sheet & Income Statement

Balance Sheet Income Statement Balance Sheet
December 31, 2001 Year 2002 December 31, 2002
Liabilities Liabilities
$170 $190
Owner*s equity
$70 Owner*s equity
Expenses $77
Revenues $469.8 t
$480
Net Profit
$10.2
Retained carnings
| 57

Dividends

htto://lwww.drawpack.com

business diaaram$3¥danageme

nt models, business graphics, powerpoint




2) Income Statement




> Income Statement

L sometimes called a profit-and-loss statement
O description of revenues and expenses that shows the firm's annual profit or loss

revenues — expenses = profit (or loss)




Income Statement

Example of an Income Statement

H Eh T U U T U U T G . . Sl Perfecty Posfers, Inc.
555 Riverview, Jloronfto, Ontario

Paerfecty Posfers, Inc.
Income STatferment
Year ended Decernmnmber 317, 201 S5

Revenues (gross sales). ©. . . . . . . _ | _ S256 A4a2>sS
Costs of goods sold:
Merchandise inventory,
Jaonocary—F 220N e e S22 38O
Merchandise purchcses
during year. . e e e e e - - 103 &35
Goods available For scle. e s $1 25 01 5
Less: Merchandise inventory-,
December 31, 2015 . . . . . . . . _ =21 250
Cost of goods sold 1049 765

Gross profir TI57T &SSO

Operating expenses:
Selling and repackaging expenses:

Salaries and swoages- - - - . . . . a4 7S50
Advertising . . . - . . = = S e s S 380
Deprec-ohon—wcrehouse il
repackaging equipment. . . _ _ . _ _ _ _ 3 350
Total selling and repackaging
ERSCR MRS o e m e i o e e 59 480
Administrative expenses:
S IO OIS GRSV CICEaS o e s e e e 55 100
30 £ = [ToT e e e S 4 150
Utilities . - . === e S S e 3 800
Deprecuchon—oﬂ:lce equ-pmenf = o 3 420
InfeoreshE e paenssS - v o, 2 <200
Miscellanecus expenses. - . . . _ . . _ _ . _ _ . _ 1 835
Total administration expenses. . - _ . _ _ . _ _ . T 2SS
Total operating expenses. . . . . . _ T30 &S5
Operating income {(income before taxes). . . 20 @75
IRCoOe eSS - . S 320
Nl R N sSI1=258S

”~ — > -
~ FicurReE 1T1T.3 Perfecr Posters' income staterment

I'he final entry on thhe income startement., the borrom line, reports the
firrm’s profic or loss.



Case: Income Statement Analysis

The College Shop

Comparative Income Statement

Years Ended December 31, 20X7 and 20X 6
[Using vertical percentage analysis
showing each item as a % of sales]

12/31/20X7 12/31/20X6
Amount Percent Amount Percent
Sales S$S600,000 100 S500,000 100
Less Cost of goods sold 387,000 64 275,000 55
Gross profit 213,000 36 225,000 45
Less Operating expenses 180,000 30 175,000 35
Operating income 33,000 6 50,000 10
Less Interest 10,000 2 10,000 2
Less Income taxes 5,000 1 10,000 2

Net income $18,000 3% S30,000 6%




3) Cash Flows




Statement of Cash Flows

cash flows from buying and selling of goods and services

W
L westmens

cash flows from investment activities

W

cash flows from financing activities




Types of Analysis




/Horizontal

Analysis

Regression |\ i Vertical
Analysis ] *  Analysis

Analysis

Graphical
Analysis




Shows relationship of each item to 3
base amount on financial statements

Income statement (gach item
expressed as percentage of net sales)

Balance sheet (each item expressed
35 percentage of total assets)

Types of Analysis

I

Compares two financial statements to

determine dollar and percentage
changes

y

Compute dallar changes and
percentage changes

Ratio Analysis

}

Puts numbers in perspective with
other numbers

Helps control for different sizes of
firms

Ratios provide meaningful

relationships between individual
values in the financial statements



47



Ratio

Analysis




Analyzing Financial Statements
Ratios

Solvency short term and long
Ratios term, estimate of risk

Profitability
measure potential earnings
Ratios

ACtiVity reflect management’ s
Ratios use of assets

\VAAVAAV/




Solvency Ratios

 current ratio (current assets/current liabilities)

 debt to equity ratio (debt/owner’s equity)
* leverage



Profitability Ratios

Return on Equity

* netincome/total owner’s equity

Return on Sales

* netincome/sales revenue

Earnings per Share

* netincome/number of common
shares outstanding

Johnny Lye/Shutterstock



Analyzing Financial Statements
Activity Ratios

Inventory turnover ratio

* cost of goods
sold/average
inventory
* indicates how quickly

inventory is produced
and sold

<<< The inventory turnover ratio measures the average number

of times that a store sells and restocks its inventory in one year.
The higher the ratio, the more products get sold and the more
revenue comes in. Zara had a 28.56 inventory turnover ratio in
2015—far superior to the industry average. 16

Bjanka Kadic/Alamy



Bringing Ethics into the Accounting Equation

Accounting Ethics help maintain public confidence in

business institutions financial markets the accounting profession

W

Without ethics, all accounting tools would be meaningless

usefulness depends, on their honest application




Evolving Role of The Modern Accountant

The following issues are contributing to the additional
roles of the modern accountant:

» Fewer restrictions from physical and geographic boundaries

» Social-media-driven changes in relationships and the way business
is conducted

> Need for the accountant to be an effective communicator

» Project management in the accountant’s expanded role



Sources

1) Copyright © 2021-2026 Visual Capitalist, All rights reserved.
2) Wikipedia

3) References at Slides

This presentation has been supplied on condition that anyone who consults it is understood to recognise that the copyright rests with its
author and that no quotation from this presentation and no information derived from it may be published and used without the prior
written consent of the author. ©2026 Nick Demos | ALL RIGHTS RESERVED
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