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Buying : course n°2
Introduction to Accounting and Financial Statements (1)

What is accounting ?

What is the purpose of financial analysis ??

MA CFB T2, L7 - 10/01/2020

22Alexis NASS, CFA - 2019/2020



Accounting definition

• Accounting is a system of organization of financial data of a
company, or in other words a practical discipline allowing to
provide in a continuous way and in real time a statement of
the financial situation of the company.the financial situation of the company.

• Accounting is a very broad concept that extends from the
receipt of accounting documents (and their processing :
classification, accounting, ie accounting records) to the
production of financial statements. It is also the bedrock of
all management tools, real tools for decision support.
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General Accounting : a financial information tool 

• The primary function of accounting (and its completion) is to lead to the presentation
of summary documents called annual accounts, which consist of a balance sheet, an
income statement and an appendix. Without waiting for a particular deadline (closing
of the financial year for example), the accounting allows to produce temporary
statements generally called intermediate accounting situations.

• These states "feed" the partners of the company (associates, bankers, employees) and
accounting plays a major role of information.
These states "feed" the partners of the company (associates, bankers, employees) and
accounting plays a major role of information.

• Accounting allows to determine the basis (and thus the amount) of many taxes that the
company is liable to pay such as: the Value Added Tax (VAT), the Corporate Tax (IS).

• Finally, at the national level, the accounts of all companies contribute to the
compilation of statistics.
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General Accounting, a management tool

• General accounting is not only the reflection of past information, it is
also the basis of another discipline : « management accounting »,
more generally called financial analysis. This technique is an
extension of the general accounting and is a real analytical tool and
an indisputable tool for decision support. It can have different
purposes:
an indisputable tool for decision support. It can have different
purposes:

• Financial: analysis of intermediate management balances, financing
tables ;

• Forecasting : income statement, projected financing plan, investment
plans;

• Managing : costing and cost analysis (cost accounting), dashboards
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Accounting is not a science !

• It is a common norm

• Some differences between countries

• French accounting norm is called « Plan Comptable• French accounting norm is called « Plan Comptable

Général »

• US accounting standards are called US GAAPs :

Generally Accepted Accounting Principles, witch

speaks by itself
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French PCG
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What’s inside ?
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Definition and objectives of financial analysis

• Definition: financial analysis is the study of the activity, the profitability and the
financial structure of a company Financial analysis can be done either a
posteriori from historical data and present, or a priori, from forecasts.

• Financial analysis raises questions to help make decisions :

• What is the value of the business?

• What is the company's capacity to create wealth ?• What is the company's capacity to create wealth ?

• Is the company profitable ?

• Is its financial structure balanced ?

• Is its strategy adapted to its needs and resources ?

• Is the company competitive ?

• What are the risks?
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Income Statement

• An income statement or profit and loss account (also referred to as a profit

and loss statement (P&L), statement of profit or loss, revenue statement,
statement of financial performance, earnings statement, statement of
earnings, operating statement, or statement of operations) is one of the
financial statements of a company and shows the company’s revenues and
expenses during a particular period.expenses during a particular period.

• It indicates how the revenues (also known as the “top line”) are transformed
into the net income or net profit (the result after all revenues and expenses
have been accounted for). The purpose of the income statement is to show
managers and investors whether the company made money (profit) or lost
money (loss) during the period being reported.

• An income statement represents a period of time (as does the cash flow
statement). This contrasts with the balance sheet, which represents a single
moment in time.

Source : Wikipedia
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Example of Income Statement (1)

Source : https://www.myaccountingcourse.com/accounting-dictionary/income-statement31Alexis NASS, CFA - 2019/2020



Example of Income Statement 
(2)

Source : 
https://www.investopedia.com/terms/i/incomestatement.asp
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Example 
of Income 
Statement 

(3)

Source : L’Oréal 2018 Registration Document
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Income statement : exercise

• Imagine a large fashion design company that manufactures a number of cloths.• Imagine a large fashion design company that manufactures a number of cloths.
“Super dress” is one of the company’s products that sells for 120€/unit. Total fixed
expenses related to “Super dress” are 150 000€ per month and variable expenses
involved in manufacturing this product are 65€ per unit. Monthly sales are 3 000
“Super dress”.

• According to a research conducted by sales department, a 10% reduction in sales
price will result in 25% increase in unit sale.

• Prepare two income statements in contribution
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Income Statement : exercise correction

Income Statement

Present Projected

Sales 360 000 €       405 000 €       

Variable cost 195 000 €       243 750 €       

Margin on variable cost / 

• Please not that we calculated here a net operating income and that is different

from the net income, which incorporate result from financial operations and
exeptional result.
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Margin on variable cost / 

commercial margin 165 000 €       161 250 €       

Fixed costs 150 000 €       150 000 €       

Net operating income 15 000 €         11 250 €         



Cash flow statement : definition

• The statement of cash flows, or the cash flow

statement, is a financial statement that summarizes

the amount of cash and cash equivalents entering

and leaving a company.and leaving a company.

• They breaks into 3 categories :

1) Cash from operating activities

2) Cash from investing activities

3) Cash from financing activitiesAlexis NASS, CFA - 2019/2020 36



Cash flow 
statement : 
example (1)

Source : 
https://www.investop
edia.com/investing/w
hat-is-a-cash-flow-
statement/
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Cash flow statement : example (2 ; 1/3)

Source : L’Oréal 2018 Registration Document
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Cash flow statement : example (2 ; 2/3)

Source : L’Oréal 2018 Registration Document
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Cash flow statement : example (2 ; 1/3)

Source : L’Oréal 2018 Registration Document
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Cash flow statement : exercise

• We continue with the previous exercise (« Super

dress »). Make a cash flow statement for the 2

scenarii and in both case considere that the

company made 4000 units.company made 4000 units.
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Cash flow statement : exercise correction

Cash Flow Statement

The company produced 4 000 units in both hypothesis

Outflow from variable cost 260 000 €       260 000 €       

Outflow for fixed costs 150 000 €       150 000 €       

Inflow from sales 360 000 €       405 000 €       

Important fact : the income statement can show a profit, but at the same time the cash flow statement can show that money in flowing out of the bank

account !
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Inflow from sales 360 000 €       405 000 €       

Total 50 000 €-         5 000 €-           



Balance sheet : definition

• Balance sheet : The basic accounting equation was

the title of lesson 6. Can you recall what is this

basic equation ?
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Balance sheet : definition

• A balance sheet is a financial statement that reports a
company's assets, liabilities and shareholders' equity at a
specific point in time, and provides a basis for computing
rates of return and evaluating its capital structure. It is a
financial statement that provides a snapshot of what a

rates of return and evaluating its capital structure. It is a
financial statement that provides a snapshot of what a

company owns and owes, as well as the amount invested by
shareholders.

• It is used alongside other important financial statements such
as the income statement and statement of cash flows in
conducting fundamental analysis or calculating financial
ratios. Alexis NASS, CFA - 2019/2020 44



Balance sheet : 
example (1)

• Source : 
https://marketbusines
snews.com/financial-
glossary/balance-
sheet-definition-
meaning/
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Balance sheet : example (2 ; 1/2)
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Source : L’Oréal 2018 Registration Document



Balance sheet : example (2 ; 2/2)
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Source : L’Oréal 2018 Registration Document



Balance sheet : exercise

� If starting with 200 000€ capital + 200 000 € loan from a bank, 
our balance sheet looks like this at day 1 :

asset liabilitiesasset liabilities

cash at the bank 400 000 € capital 200 000 €

loan 200 000 €



Balance sheet : exercise

� At the and of the year, in scenario 1 we have a total operating 
cash flow of -50 000€ but we end with an inventory :

asset liabilities

inventory 86 250 € capital 236 250 €

cash at the bank 350 000 € loan 200 000 €

436 250 € 436 250 €

note : inventory is at 
cost : 82,5€ / unit, 

not sale price 
(120€)


