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BCTYVYII

[TocuaeHHsT IIpoOIleCciB €KOHOMIYHOi i 30KpeMa (iHaHCOBOI raobaaizarlii 3ymMoBHAU
HeoOXiAHICTh (POPMYBaHHA €AWHUX ITAXOMOIB MO0 CKAaAaHHA (iHAHCOBOI 3BITHOCTI
KoMIaHi#i. Ha choroiHi 3araaAbHOITPUHHATUMY NPUHIIUIIAMH 10 CKAQOaHHSA (PiHaHCOBOI
3BITHOCTI BBaxalTb MixXHapomHi cTaHmapTu (iHAHCOBOi 3BIiTHOCTI, SKi PoO3podAeHi
MiXKHapPOJHOIO OpraHizalli€elo OyxraaTepiB mnpodecioHaaiB - Pamoro 3 MiXKHapOmTHUX
CTaHAApPTIiB (PiHAHCOBOi 3BITHOCTI, III0 CKAQIAETHCHI 3 EKCIEPTIB 3 Pi3HUX KpaiH, 3
BiAIOBIAHUM pPiBHEM MOPAKTHYHOTO CY4YacCHOTO [MIOCBiy y po3pobili OyXraaTepChbKHX
CTaHIAPTIB, IiATMOTOBIN, ayAHUTI Ta BUKOPHUCTAHHI (PiHAHCOBOi 3BITHOCTi, Ta HaBYaHHI
OyXraATepChbKOTO ODOAIKY.

3aTBepAKE€HI CTaHAZAPTH Ha CBOTOAHI IMIIAEMEHTOBAHI Ha pi3HHUX pPIBHAX Y
HaIliOHAABHI CHCTEMH OyXTraATepChKOTO 00AIKY ImepeBasKHOI OiABIIIOCTI KpaiH CBiTy, a ix
NOTPUMaHHA € HeoOXiZHOI0 yMOBOIO BHXOAYy KOMIIaHii Ha CBiTOBiI (pOoHmOBI OipKi.
BuBueHHsT MOUCIIUIIAIHU «AHaAi3 MiXKHaApomHOI (IHAHCOBOI 3BITHOCTI» CIIPHUATHME
dopMyBaHHIO Ta CHCTeMaTu3allili 3HaHb CTYAEHTIB IIPO OCHOBHI, 3aTaAbPHOIIPUUHSTI ¥
MIXKHAPOAHIM MNpaKTHULI [IpaBUAa BimoOpazkeHHs iHdopmalli npo ¢iHaHCOBI Ta
FOCIIOIAPCHKi orepallii y AiIABHOCTI KOMIIaHii, 3aCBOEHHIO OCHOBHHX EAEMEHTIB Ta
KOMIIOHEHTIB (piHaHCOBOiI 3BITHOCTI KOMIIaHii, CKAa/eHOl BiAMIOBIAHO 0 IIPHUHIIUIIIB
MixkHaponHux craHaaptiB ¢iHaHcoBoi 3BiTHocTi (MCP3), OCHOBHHUX METOAUYHUX
HiAXO0AIB M0 aHaaidy (piHaHCOBOI 3BITHOCTI KOMIIaHii, CKAazeHOi BiAIIOBiAHO BUMOT
MC®3. Taki 3HaHHA € HeoOXigHI (paxiBIfO 3 MiKHApPOAHOI €KOHOMIKHU OAS PO3yMiHHS
¢diHAHCOBOTO CTaHy MIAIIPHEMCTBA Ta MOro IOTEHIiaaAy Yy IIPOLIECi yXBaA€HHS
YIPaBAIHCBKUX, IHBECTHUIIIHHNX, KAIEHTCHKHUX Ta 1HIIINX 0i3HEC-pPillleHb.

Y «MeToouM4HHUX IIOpagax...» MO0 KOXKHOI TEMH KypCy OKpIM IIAaHy IIPaKTHUYHOIO
3aHATTS 3aIlIPOIIOHOBAHO TAaKOXK IIE€PEAIK KOHTPOABHHX 3allUTaHb 1 HU3KY TECTOBHUX
3aBAaHb. Po3ayMyioun HaJ TeCTaMU 1 KOHTPOABHUMH 3allUTaHHAMM, CTYZAEHT 3MOKe caM
OLIIHUTH CTYIIiHb 3aCBOEHHA HaBYaAbHOro wMarepiaay. Cepen TecTiB Hepiako
3yCTpidaroThCcd 3a/a4i, SKi BUMaralmTh Bifl CTyJeHTa 3aCTOCyBaTH HE TIABKU TE€OPETHUYHI
3HaHHS, a ¥ aHaAiTUYHI HaBUYKU. [Ipu OiATOTOBII T€COBUX 3aBAaHb, 3alIPOIIOHOBAHUX
y «MeToguYHUX peKOMEHOAllisX...», BUKOPHUCTAHO HaB4YaAbHI matepiaaun The Chartered
Financial Analyst (CFA) Institute (CILIA).

3aBnanHga “Choose a definition for each key term” 1a€ MOXKAUBICTDb IEPEBIPUTU 3HAHHI
AHTAOMOBHUX T€PMIiHiB, KaTeTropill i MOHATH, IKi 3aCTOCOBYIOTh ITPU CKAQ/IaHHI Ta aHaAi3i
dinaHcoBoi 3BiTHOCcTi BignoBimHo mpo MC®P3. OxpiM 1BOTO, A0 KOXKHOI TEMHU
3alIpPOIIOHOBAHO MEPEAiK ITiAPYYHUKIB, MOCIOHUKIB, Ta iHTEpHET-PECYpPCiB, AKi CTaHyTb Y
HAaroIi IIiT Yac BUBYEHHS TEMU.

PesyabrTaTy HaBYaHH4:

* 3HATU:

OCHOBHIi BiAMiHHOCTI y cucreMax ¢iHaHcoBoi 3BiTHocTi US GAAP, MC®3 Ta iHmIux
KpaiH CBITY;

iai Ta cdepu 3acTocyBaHHS, 0a30Bi MOAOKEHHS Ta CIieru@idHi 00AIKOBI ITPUHITUITH
MiKHapOAHUX CTaHAapPTiB (piHAHCOBOI 3BITHOCTI;

* BMITH:

- aganTyBaTU MiXKHApPOAHI CTaHAAPTHU 1 HOpPMAaTUBU (PiHAHCOBOI 3BITHOCTI ¥y
[ISIAPHOCTI BiITYM3HSHUX I'OCHOOAPCHKUX OAUHUILD;

- aHaaldyBaTU 3BITHICTb MiAIIPHUEMCTBA, HIATOTOBAEHY BiAnoBigHO no MCP3 3
IIO3UIIIN IMOTEHLIMHOro IHBECTOPA, TIOCTaYaAbHUKA, KAIEHTA, KOHKYPEHTA,;

- OLIHUTHU e(EeKTHU BiJ 3aCTOCYBaHHS IIPUHITUIIIB II€BHOT'O 00AIKOBOTO CTaHAAPTY HAa
cdiHaHCOBIi pe3yAbTaTH i PiHAHCOBUM CTaH KOMIIaHI].



OuikyBaHi pe3yAbTaTH HaB4YaHHA IIOKAUKAHI 3a0e3leyuTu HaOyTTd HaCTYIHHUX
KOMIIETEHTHOCTeN, IepeadadeHUX OCBITHBO-IIPO(ECIHHOI IIPOrpaMor0 IMiATOTOBKHU
Marictpa 3a creiaabHicTio 051 «Exonomika» (OIIIl «MixkHapomHa Ta aHaAlTHYHA
€KOHOMiKav):

3K2.3naTHicTs [0 abCTPakTHOrO MHCAEHHS, aHaAi3y, CHHTEe3y Ta BCTAHOBAEHHS
B32a€EMO3B’93KiB MiX BUIIIaMHU Ta IIPollecaMiu

®K2.3naTHicTh A0 nTpodecifiHoi KoMyHiKallii B cdepi eKOHOMIKY iHO3€MHOI0 MOBOIO

®K3.3naTHicTh 30MpaTH, aHaAi3yBaTH Ta OOPOOASTH CTATHUCTHUYHI AaHi, HAYKOBO-
aHaAITUYHI MaTepiaau, SKi HEOOXimHi OAs PO3B’d3aHHS KOMIIAEKCHUX EKOHOMIYHHX
3aBIaHb.

®K8.3naTHiCTh OI[IHIOBATU MOXKAWBI PHU3UKH, COIIaAbHO-€KOHOMIYHiI HAaCAIOKU
YIIPaBAIHCBKHUX PillI€Hb.

®K9.3naTHIiCTh 3aCTOCOBYBaTH HAyKOBUH Miaxin 10 popMyBaHHS Ta OOIpPyHTYBaHHS
e(peKTUBHUX CTpaTerifi B EKOHOMIYHIN AiIABHOCTI.

DKCI1. 3aaTHICTD oOI'pyHTOBYBaTU IIEPCIEKTHUBHI HaIIpsaMH PO3BUTKY
30BHIITHBOEKOHOMIYHOI  MiSABHOCTI  HiAIIPHUEMCTBA, 3aCTOCOBYBaTH I PUHIUIIUN
I[IHOYTBOPEHHH, IIO3UIIIOBAHHS Ta pPeKAaMH Y KOHKYPEHTHOMY CEPEIOBHII,
IIPOTHO3YBATH MOXKAWBI KOH(AIKTH, KPH30Bi CHUTyallil y MiIABHOCTI HigIIPHUEMCTBA ¥y
BiIKPUTI# €KOHOMILIi.

®KC2. 3naTHicTh aHaAi3yBaTHU 3BiTHICTH MiAIIPHUEMCTB, ITIATOTOBAEHY BiAMIOBIIHO A0
MiXKHapOAHUX CTaHAApPTIB (piHAHCOBOI 3BITHOCTI 3 MO3HUILiH IOTEHLIHHOro iHBecTopa,
IocTadyaAbHUKA, KOHKYpPEHTa; aJanTyBaTH MDKHApPOAHI cTaHAapTu (¢iHaHCOBOL
3BITHOCTI Ha BITYM3HAHUX MOIANPUEMCTBAX; OILHIOBATH €(PEKTH BiJ 3acCTOCyBaHHS
PUHIINIIB MIDKHAPOAHUX OOAIKOBHX CTAHAAPTIB Ha (PIHAHCOBI pe3yAbTaTHU MIAABHOCTI
Ta (piHaHCOBUY CcTaH KOMIIAHii.

9k 3acBiQYUB OOCBiM IOIEpPEaHIX POKiB, BUBUEHHS HaBYAABHOI AUCIIUIAIHU «AHAAI3
MixKHapoaHol (piHAaHCOBOI 3BITHOCTI» 3abe3rmedye TakoXK JOMATKOBI MOIKAWMBOCTI IAS
CTY[AEHTIB IIPOAOBXKHUTH HaBYaAHHS 3a JOIOMOIOI0 3acobiB HepOpMaabHOI OCBITH 3a4Ad
IOTAMOAEHHS TIPOoPeciiHMX HaBHYOK 1 HaAOYTTd MOOAATKOBUX KOMIIETEHTHOCTEH.
3okpema, IIporpaMHi pes3yAbTaTH HaBYaHHS, IlependadeHi HaBYAABHOIO ITPOrPaMoOlo
OUCILIHUTIAIHU «AHaAi3 MizKHapoaHOi (piHAHCOBOI 3BITHOCTI» AalOTh MOXKAUBICTH IPOUTHU
TEeCTOBi 3aBOaHHs ioTpuMaTtu ceptudikatu Corporate Finance Institute (CFl) 3a kypcamMu
“Accounting Fundamentals”, “Reading Financial Statements”, “Corporate Finance
Fundamentals” , 1o BkarodeHi no nporpamu CFI Financial Modeling & Valuation Analyst
(FMVA).



THE ESSENCE AND PRINCIPLES OF FINANCIAL REPORTING
ACCORDING TO INTERNATIONAL STANDARDS

CONTENT MODULE 1.

THE ESSENCE AND PRINCIPLES OF FINANCIAL
REPORTING ACCORDING TO INTERNATIONAL

STANDARDS

UNIT 1. FINANCIAL REPORTING AND ANALYSIS:
AN INTRODUCTION

Learning objectives

1. The roles of financial reporting and financial statement analysis:
a. the roles of the key financial statements (statement of financial

position, statement of comprehensive income, statement of changes
in equity, and statement of cash flows) in evaluating a company’s
performance and financial position;

. the importance of financial statement notes and management’s

commentary;

. the objective of financial statements and the importance of

reporting standards in security analysis and valuation;

. the role of standard-setting bodies (such as the International

Accounting Standards Board and the U.S. Financial Accounting
Standards Board, and other regulatory authorities) in establishing
and enforcing financial reporting standards.

2. Consequences of introduction and adoption of IFRS:

a.

b.

the ongoing barriers to developing one universally accepted set of
financial reporting standards;

comparison of key concepts of financial reporting standards under
IFRS and alternative reporting systems (U.S. GAAP);

. discussion of the implications for financial analysis of differing

financial reporting systems;

. identification of the characteristics of a coherent financial reporting

framework and barriers to creating a coherent financial reporting
network.

Essay topics

1. An analysis of social factors influencing the adoption of International
Financial Reporting Standards.
2. The impact of IFRS adoption on foreign direct investment.
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Choose a definition for each key term

Analysis (MD&A)

A term A definition

. The statement of| a. are the by-now familiar groupings of
comprehensive assets, liabilities, and owners’ equity (for
income measuring financial position) and income

and expenses (for measuring
performance).

. Conceptual b. provides an assessment of the
Framework for | financial performance and condition of a
Financial company from the perspective of its
Reporting management.

. IAS (International| c. is the set of accounting rules set forth
Accounting by the FASB that U.S. companies must
Standards) follow when putting together financial

statements.

. Financial d. is a financial statement that provides
statement notes| aggregate data regarding all cash inflows a
(footnotes) company receives from its ongoing

operations and external investment
sources.

. Management’s e. include disclosures that provide
Discussion and | further details about the information

summarized in the financial statements.

. The elements of
financial
statements

f. were the first international accounting
standards issued by the
International = Accounting Standards
Committee (IASC), formed in 1973. The
goal then, as it remains today, was to
make it easier to compare businesses
around the world, increase transparency
and trust in financial reporting, and foster
global trade and investment.

that were

. US GAAP
(Generally
Accepted
Accounting
Principles)

g. sets out the fundamental concepts for
financial reporting that guide the Board in
developing IFRS Standards to ensure that
the Standards are conceptually consistent
and that similar transactions are treated
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the same way, so as to provide useful
information for investors, lenders and
other creditors.

8. The Financial
Accounting
Standards Board
(FASB)

h. are a set of accounting rules for the
financial statements of public companies
that are intended to make them
consistent, transparent, and easily

(International
Financial
Reporting
Standards)

9. IFRS -

comparable around the world.

i. is an independent non-profit
organization responsible for establishing
accounting and financial reporting
standards for companies and non-profit
organizations in the United States,
following generally accepted accounting
principles (GAAP).

10. Balance Sheet

j- is  the  particular combination
of debt and equity used by a company to
finance its overall operations and growth

11. A cash flow

k. is a financial statement that

statement summarizes both standard net income
and other comprehensive income (OCI).

12. Capital l. is a financial statement that reports a

structure company's assets, liabilities, and

shareholder equity. It provides a snapshot
of what a company owns and owes, as well
as the amount invested by shareholders.

CONOVULPA~ WN

Conceptual questions
. What information do the financial statement notes provide?
. What is a financial concept of capital?
. Describe the steps in the financial statement analysis framework.
. What is the reason for accruals in preparing financial statements?
. List the goals of the International Accounting Standards Board (IASB).
. How does IFRS differ from GAAP?
. Why is IFRS important?
. What components does the owners’ equity include?

Multiple choice questions
1. Standard-setting bodies are responsible for:



https://www.investopedia.com/terms/d/debt.asp
https://www.investopedia.com/terms/e/equity.asp
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establishing financial reporting standards only.
establishing and enforcing standards for financial reporting.
enforcing compliance with financial reporting standards only.

Ow»

2. Which of the following organizations is least likely involved with
enforcing compliance with financial reporting standards?

A. Financial Services Authority (FSA).

B. Securities and Exchange Commission (SEC).

C. International Accounting Standards Board (IASB).

3. Dana Cherniak has written an article about international financial
reporting standards. In her article she states, “Despite strong support from
business groups for a universally accepted set of financial reporting
standards, disagreements among the standard-setting bodies and
regulatory authorities of various countries remain a barrier to developing
one.” Cherniak’s statement is:

A. correct.

B. incorrect, because business groups have not supported a uniform set of
financial reporting standards.

C. incorrect, because disagreements among national standard-setting
bodies and regulatory agencies have not been a barrier to developing a
universal set of standards.

4. Which of the following statements least accurately describes a role of
financial statement analysis?

A. Uses the information in financial statements to make economic
decisions.

B. Provides reasonable assurance that the financial statements are free of
material errors.

C. Evaluates an entity’s financial position and past performance to form
opinions about its future ability to earn profits and generate cash flow.

A firm’s financial position at a specific point in time is reported in the:
balance sheet.

income statement.

cash flow statement.

QW

6. Information about accounting estimates, assumptions, and methods
chosen for reporting is most likely found in:

A. the auditor’s opinion.

B. financial statement notes.

C. Management’s Discussion and Analysis.
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UNIT 2. FINANCIAL REPORTING MECHANICS UNDER IFRS

Learning objectives
1. Description of the International Accounting Standards Board’s
conceptual framework:
a. the objective and qualitative characteristics of financial

statements;
b. required reporting elements;
c. constraints and assumptions in preparing financial statements;

d. the general requirements for financial statements.

2. The relationship of financial statement elements and accounts, and
accounts classification into the financial statement elements (IAS 1, IAS 15,
IAS 21, IAS 29):
a. the accounting equation in its basic and expanded forms;
b. the process of business transactions recording using an accounting
system based on the accounting equations;
c. explanation of the need for accruals and other adjustments in
preparing financial statements;
d. explanation of the relationships between the income statement,
balance sheet, statement of cash flows, and statement of owners’
equity.

Essay topics
Discussion of the importance of monitoring developments in financial
reporting standards and of evaluating company’s disclosures of significant
accounting policies.
Actionable lessons from the Enron scandal.

Choose a definition for each key term

# A term A definition #
1. A financial |a. is the assumption that an entity will
concept of capital remain in business for the foreseeable future.

Conversely, this means the entity will not be
forced to halt operations and liquidate its
assets in the near term at what may be very
low fire-sale prices.

2. The accrual | b. a fundamental concept underlying

principle present-day bookkeeping and accounting,
states that every financial transaction has
equal and opposite effects in at least two
different accounts. It is used to satisfy
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the accounting
Assets=Liabilities + Equity.

equation:

. Other
comprehensive
income

c. are increase in assets or equity from
transactions incidental to the firm’s day-to-
day activities.

of
in

. Statement
Changes
Equity

d. is whereby the capital of the entity is
linked to the net assets, which is the equity
of the entity. When a financial concept of
capital is used, a profit is earned only if the
financial amount of the net assets at the end
of the period is greater than the net assets at
the beginning of the period, adjusted of
course for any distributions paid to the
owners during the period, or any equity
capital raised.

. Retained
earnings

e. consists of all unrealized gains and
losses on assets that are not reflected in the
income statement.

. The accounting
equation

f. is one where the capital of an entity is
regarded as its production capacity, which
could be based on its units of output. When
it is used, a profit is earned only if the
physical production capacity (or operating
capability) of the entity at the end of the
period is greater
capacity at the beginning of the period,
adjusted for any distributions paid to the

than the production

owners during the period, or any equity
capital raised.

7. The

going
concern
principle

g. it explains the connection between a
company’s income statement and balance
sheet. It includes all transactions not
captured in these two financial statements,
such as dividend payments, equity
withdrawal, accounting policy changes, and
corrections of prior period errors.



https://www.investopedia.com/terms/a/accounting-equation.asp
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8. Double entry h. is an accounting concept that requires
transactions to be recorded in the time period
in which they occur, regardless of when the
actual cash flows for the transaction are
received.

9. Gains i.  the term refers to the historical profits
earned by a company minus any dividends it
paid in the past.

10. A physical | j. is a formula that shows the sum of a
concept of | company’s liabilities and shareholders’
capital equity are equal to its total assets (Assets =

Liabilities + Equity).

Conceptual questions

1. Explain the relationship of financial statement elements and accounts
and classify accounts into the financial statement elements.

2. What does the term provision mean in accounting? What is the
difference between provision and reserve under IFRS?

3. Explain the accounting equation in its expanded forms.

4. What equation is reflected in the income statement?

5. Explain the process of recording business transactions using an
accounting system based on the accounting equation.

6. What is the purpose of accrual entries in financial statements?

7. In what way are the results of the accounting process used in security
analysis?

8. Are the retained earnings a type of equity?

Multiple choice questions
The accounting equation is least accurately stated as:
owners’ equity = liabilities - assets.
ending retained earnings = assets — contributed capital — liabilities.
assets = liabilities + contributed capital + beginning retained earnings
revenue - expenses - dividends.

1.
A.
B
C
+

2. Annual depreciation and accumulated depreciation are most likely
classified as such financial statement elements:

Depreciation Accumulated Depreciation
A. Expenses Contra liabilities
B. Expenses Contra assets

C. Liabilities Contra assets
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3. If a firm raises $10 million by issuing new common stock, which of its
financial statements will reflect the transaction?

A. Income statement and statement of owners’ equity.

B. Balance sheet, income statement and cash flow statement.

C. Balance sheet, income statement and statement of owners’ equity.

4. Which of the following statements least accurately describes a role of
financial statement analysis?

A. Use the information in financial statements to make economic
decisions.

B. Provide reasonable assurance that the financial statements are free of
material errors.

C. Evaluate an entity’s financial position and past performance to form
opinions about its future ability to earn profits and generate cash flow.

5. Which of these steps is least likely to be a part of the financial statement
analysis framework?

A. State the purpose and context of the analysis.

B. Determine whether the company’s securities are suitable for the client.
C. Adjust the financial statement data and compare the company to its
industry peers.

6. An electrician repaired the light fixtures in a retail shop on October 24
and sent the bill to the shop on November 3. If both the electrician and the
shop prepare financial statements under the accrual method on October
31, how will they each record this transaction?

Electrician Retail shop
A. Accrued revenue Accrued expense;
B. Accrued revenue Prepaid expense;
C. Unearned revenue Accrued expense.
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CONTENT MODULE 2.
KEY FINANCIAL STATEMENT ACCORDING TO
INTERNATIONAL STANDARDS

UNIT 3 BALANCE SHEET

Learning objectives
1. The elements of the balance sheet: IFRS 1, IAS 2, IAS 38, IAS 16,
IAS 27:
a. assets, tangible assets, and intangible assets;
b.distinguishing between current and noncurrent assets;
c. liabilities. Current and noncurrent liabilities;
d. equity.

2. The accounting treatments for marketable and nonmarketable
financial instruments IAS 35, IAS 39:

a. held-to-maturity securities;

b.trading securities;

c. available-for-sale securities.

3. Components of owners’ equity IAS 27, IAS 28:
a.contributed capital,
b.noncontrolling (minority) interest;
c. retained earnings;
d. treasury stock;
e. accumulated other comprehensive income.

4.  Alternative formats of balance sheet presentation IFRS 1, IAS 2:
a.an account format;
b.a report format;
c. description of uses and limitations of the balance sheet in financial
analysis.

Essay topics
Collapse of the US newspaper industry: goodwill, leverage and
bankruptcy.
How to calculate the working capital and why is the working capital
analysis of Microsoft important.

Choose a definition for each key term

# A term A definition #
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Amortization |a. is any money that a company owes to
outside parties, from bills it has to pay to
suppliers to interest on bonds issued to
creditors to rent, utilities and salaries.

2. Held-to- is an accounting technique used to
maturity periodically lower the book value of a loan or
securities an intangible asset over a set period of time.

3. The balance |[is a debt or equity investment that
sheet investors purchase with the intent of selling

within a short period of time, usually less than
one year.

4. Accounts refers to any goods available for sale, valued
receivable (AR) | at the lower of the cost or market price.

5. Prepaid include non-physical (but still valuable) assets
exXpenses such as intellectual property and goodwill.

These assets are generally only listed on the
balance sheet if they are acquired, rather than
developed in-house

6. A liability is a resource with economic value that an
individual, corporation, or country owns or
controls with the expectation that it will
provide a future benefit.

7. Inventory refer to money that customers owe the
company.
8. An asset is a financial statement that reports a

company's assets, liabilities, and shareholder
equity at a specific point in time.

9. Intangible represent the value that has already been paid
assets for, such as insurance, advertising contracts,
or rent.
10. Dividends is the stock a company has repurchased. It
payable can be sold at a later date to raise cash or
reserved to repel a hostile takeover.
11. Hostile is dividends that have been authorized for
takeover payment but have not yet been issued.
12. Goodwill A is a measure of value used in accounting in

which the value of an asset on the balance
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sheet is recorded at its original cost when
acquired by the company.

13. Treasury stock

.refers to the acquisition of one company by

another corporation against the wishes of the
former.

14. Deferred tax |is a debt or equity security purchased with the
liability intent of selling before it reaches maturity or
holding it for a long period should it not have

a maturity date.
15. A held-for- | is the money attributable to the owners of a

trading security

business or its shareholders. It is also known
as net assets since it is equivalent to the total
assets of a company minus its liabilities or the
debt it owes to non-shareholders.

16. Shareholder
equity

is the amount of taxes that accrued but will
not be paid for another year.

17. An available-
for-sale security

are purchased to be owned until maturity.

18. Working
capital

is an increase in the value of an asset, such as
a stock position or a commodity like gold, that
has yet to be sold for cash.

19. An unrealized
gain

is a liquidity ratio that measures a company’s
ability to pay short-term obligations or those
due within one year.

20. The
ratio

current

is the amount at which an asset can be bought
or sold, or a liability can be incurred or settled,
between knowledgeable, willing parties in an
arm’s-length transaction

21. Fair value

also known as net working capital (NWC), is
the difference between a company’s current
assets—such as cash, accounts
receivable/customers’ unpaid Dbills, and
inventories of raw materials and finished
goods—and its current liabilities, such as
accounts payable and debts. It's a commonly
used measurement to gauge the short-term
health of an organization
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22. A historical | is an intangible asset that is associated with

cost the purchase of one company by another.
Specifically, goodwill is the portion of the
purchase price that is higher than the sum of
the net fair value of all of the assets purchased
in the acquisition and the liabilities assumed
in the process.

23. The debt-to-|is used to evaluate a company's financial
equity (D/E) | leverage and is calculated by dividing a
ratio company’s total liabilities by its shareholder

equity.

Conceptual questions

1. What presentation format of assets and liabilities in the balance sheet
(current/noncurrent based or liquidity based) does the IFRS require?

2. Explain the measurement bases of the research and development cost
according to the IFRS.

3. Suppose that the firm has a controlling interest in a subsidiary that is
not 100% owned. How does the parent company report this interest in its
consolidated balance sheet?

4. What is an identifiable intangible asset? Should the company amortize
these assets?

5. Compare current and noncurrent liabilities.

6. Explain how assets and liabilities arise from the accrual process.

7. Describe accounting treatments for marketable and nonmarketable
financial instruments held as assets.

Multiple choice questions

1.  Which of the following is most likely an essential characteristic of an
asset?

A. An asset is tangible.

B. An asset is obtained at a cost.

C. An asset provides future benefits.

2. Which of the following would most likely result in a current liability?

A. Possible warranty claims.
B. Future operating lease payments.
C. Estimated income taxes for the current year.

3. Which of the following inventory valuation methods do the accounting
standard-setting bodies require?
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A. Lower of cost or net realizable value.
B. Weighted average cost.

C. First-in, first-out.

4. At the beginning of the year, Parent Company purchased all 500,000
shares of Sub Incorporated for $15 per share. Just before the acquisition
date, Sub’s balance sheet reported net assets of $6 million. Parent
determined the fair value of Sub’s property and equipment was $1 million
higher than reported by Sub. What amount of goodwill should Parent report
as a result of its acquisition of Sub?

A. $0.

B. $500,000.

C. $1,500,000

5. At the beginning of the year, Company P purchased 1,000 shares of
Company S for $80 per share. During the year, Company S paid a dividend
of $4 per share. At the end of the year, Company S’s share price was $75.
What amount should Company P report on its balance sheet at year-end if
the investment in Company S is considered a trading security, and what
amount should be reported if the investment is considered available-for-
sale?

A. Trading Available-for-Sale

B. $75,000 $75,000

C. $75,000 $80,000

D. $80,000 $80,000

6. Miller Corporation has 160,000 shares of common stock authorized.
There are 92,000 shares issued and 84,000 shares outstanding. How many
shares of treasury stock does Miller own?

A.  8,000.
B.  68,000.
C.  76,000.
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UNIT 4. INCOME STATEMENT

Learning objectives

1. Understanding income statement:

a.
b.

C.

the components of the income statement;

the alternative presentation formats of that statement (multistep
format, single step format);

describing and calculating comprehensive income.

2. The general principles of revenue recognition IAS1, IFRS1:

a.
b.

the accrual accounting;

the specific revenue recognition applications (including accounting
for long-term contracts, installment sales, gross and net reporting of
revenue);

the implications of revenue recognition principles for financial
analysis.

3. The general principles of expense recognition IAS 18:

a.
b.

C.

the matching principle;

specific expense recognition applications (including depreciation of
long-term assets and inventory methods) IAS 2, IAS16;

the implications of expense recognition principles for financial
analysis IAS 36, IAS 38;

. the appropriate method of depreciating long-term assets, accounting

for inventory or amortizing intangibles; according to the IFRS

. distinguishing between the operating and nonoperating components

of the income statement.

4. The components of company’s earnings per share and their
calculation (IAS 33):

a.
b.
C.

d.

a simple and complex capital structure;

differentiation between dilutive and antidilutive securities;

the implications of dilutive and antidilutive securities for the
earnings per share calculation;

basic and diluted earnings per share.

Essay topics

What impact could inventory have on your company’s profitability?
How Renault manages its accounting R&D: the asset/expense financial
analysis problem.

Choose a definition for each key term

KX

A term | A definition | # |
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1. A convertible security |a. is the number of shares
outstanding during the year,
weighted by the portion of the
year they were outstanding.

2. The weighted average |b. 1is a calculation used to
number of common |gauge the quality of a
shares company's earnings per share

(EPS) if all convertible

securities were exercised.

3. The basic EPS c. assumes that the
hypothetical funds received by
the company from the exercise
of the options would be used to
purchase shares of the
company’s common stock in
the market at the average
market price.

4. Diluted EPS d. is an investment that can
be changed from its initial
form into another form. The
most common types of
convertible securities
are convertible

bonds and convertible
preferred shares, which can be
converted into common stock.

5. Earnings per share (EPS) |[e.  contains only common
stock, mnonconvertible debt,
and nonconvertible preferred

stock.
6. The completed-contract |f. occurs when a firm
method finances a sale and payments

are expected to be received
over an extended period.

7. Comprehensive income |g. contains potentially
dilutive securities such as
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options, warrants, or
convertible securities.
8 A complex capital | h. tells investors how much
structure of a firm's net income was

allotted to each share of
common stock. Basic EPS =
(Net income -  preferred
dividends) + weighted average
of common shares outstanding

during the period.

9. An installment sale 1. is calculated as a
company's profit divided by
the outstanding shares of its
common stock.

10. A simple capital |j. is used when the
structure outcome of a project cannot be
reliably measured or the

project is short-term.

Accordingly, revenue, expense,
and profit are recognized only
when the contract is complete.

11. The percentage-of- | k.  is the income received by

completion method a company from its sales of
goods or the provision of
services. In accounting, the
terms “sales” and “revenue”
can be, and often are, used
interchangeably to mean the
same thing.

12. Gains and Losses 1. is a method wused to
account for inventory that
records the most recently
produced items as sold first.

13. Cost of goods sold|m. are expenses, that

(COGS) include all general and
administrative expenses. It
includes nearly all business
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costs not directly attributable
to making a product or
performing a  service. It
includes the costs of managing
the company and the expenses
of delivering its products or
services.

14. FIFO n. also referred to as
operating profit or Earnings
Before Interest & Taxes (EBIT),
is the amount of revenue left
after deducting the operational
direct and indirect costs from
sales revenue. It can also be
computed using gross income

less depreciation,
amortization, and operating
expenses not directly
attributable to the production
of goods.
15. Selling, general and | o. means, that revenue,
administrative (SG&A) expense, and therefore profit,

are recognized as the work is
performed. It is measured by
the total cost incurred to date
divided by the total expected
cost of the project.

16. Operating income p. 1s an accounting concept
that dictates that companies
report _expenses at the same
time as the revenues they are
related to. Revenues and
expenses are matched on
the income statement for a
period of time

17. Period cost q. uses a weighted average
to determine the amount that
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goes into COGS and inventory.
This method divides the cost of
goods available for sale by the
number of units available for
sale.

18. Matching principle r. is an asset-management
and valuation method in
which assets produced or
acquired first are sold, used, or
disposed of first.

19. The Weighted Average |s. costs that are not tied to
Cost (WAC) method of|or related to the production of
inventory valuation a product. Examples include

selling, general and

administrative (SG&A)
expenses, marketing
expenses, CEO salary, and

rent expense relating to a

corporate office.

20. Net sales t. result from incidental
transactions outside the firm’s
primary business activities.

21. LIFO u. is the profit a company
makes after deducting the
costs associated with making
and selling its products, or the
costs associated with
providing its services. It can be
calculated by subtracting the
cost of goods sold (COGS) from
revenue (sales).

22. Sales revenue v. refers to the direct costs
of producing the goods sold by
a company. This amount
includes the cost of the
materials and labor directly
used to create the good.
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23. Gross profit w. is the sum of a
company's gross sales minus
its returns, allowances, and
discounts.

24. The treasury stock|x. is a measure that

method includes the change in equity
[net assets] of a business
enterprise during a period
from transactions and other
events and circumstances

from non-owner sources.

Conceptual questions
1.  What method of revenue recognition should the company use, if the

firm cannot reliably measure the outcome under International Financial
Reporting Standards (IFRS)?
2. In what case is an accelerated depreciation method more appropriate
for matching the expenses to revenues?
3. Compare dilutive effects of convertible preferred stock and convertible
bonds exercising.
4. What is period cost?
5. What revenue recognition issue became particularly important with the
emergence of e-commerce?
6. Identify the major types of items, included in “total comprehensive
income”.
7. Does the company reflect unrealized holding gains and losses for
available-for-sale securities in its income statement?

Multiple choice questions

1. For anonfinancial firm, are depreciation expense and interest expense
included or excluded from operating expenses in the income statement?
Depreciation expense Interest expense
A. Included Included
B. Included Excluded
C. Excluded Included.

2. Which of the following is least likely a condition necessary for revenue
recognition?
A. Cash has been collected.
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B. The goods have been delivered.
C. The price has been determined.

3. An analyst gathered the following information about a company:
100,000 common shares outstanding from the beginning of the year.
Earnings of $125,000.

1,000, 7%, $1,000 par bonds convertible into 25 —shares each,
outstanding as of the beginning of the year.

The tax rate is 40%.

The company’s diluted EPS is closest to:

A. $1.22.
B.  $1.25.
C. $1.34.

4.  Which of the following transactions affects owners’ equity but does not
affect net income?

A. Foreign currency translation gain.
B. Repaying the face amount on a bond issued at par.
C. Dividends received from available-for-sale securities.

5. The Bill Corporation had 100,000 shares of common stock
outstanding at the beginning of the year. Hall issued 30,000 shares of
common stock on May 1. On July 1, the company issued a 10% stock
dividend. On September 1, Bill issued 1,000, 10% bonds, each convertible
into 21 shares of common stock. What is the weighted average number of
shares to be used in computing basic and diluted EPS, assuming the
convertible bonds are dilutive?

Average shares, Average shares,
basic dilutive

A. 132,000 139,000

B. 132,000 146,000

C. 139,000 146,000

0. AAA has a contract to build a building for $100,000 with an estimated
time to completion of three years. A reliable cost estimate for the project is
$60,000. In the first year of the project, AAA incurred costs totaling
$24,000. How much profit should AAA report at the end of the first year
under the percentage-of-completion method and the completed-contract
method?
Percentage-of-completion Completed contract
A. $16,000 $0
B. $16,000 $40,000
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C. $40,000 $0.

7.  Which principle requires that cost of goods sold be recognized in the
same period in which the sale of the related inventory is recorded?

A. Going concern.

B. Certainty.

C. Matching.
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UNIT S. INTERCORPORATE INVESTMENTS

Learning objectives

1.Understanding intercorporate investments and their economic
substance:

a. the concept and objectives of intercorporate investments;

b. the role of influence and control in classifying intercorporate
investments;

c. the importance of intercorporate investments for financial
reporting and analysis.

2. Classification and accounting for investments in financial assets
(IFRS 9):

a. the definition of financial assets and passive investments;

b. the business model approach and the SPPI test under IFRS 9;

c. classification of financial assets: amortized cost, fair value through
other comprehensive income (FVOCI), fair value through profit or
loss (FVTPL);

d. the fair value option and accounting mismatch;

e. impairment of financial assets: expected credit loss (ECL) model;
f. the implications of IFRS 9 for financial analysis.

3. Accounting for investments in associates (IAS 28):

a. the concept of significant influence and identification of
associates;

b. the equity method of accounting and its mechanics;

c. treatment of dividends, profits, and losses under the equity
method,;

d. excess of purchase price over book value and goodwill under the
equity method;

e. impairment of investments in associates and analytical
implications.

4. Accounting for joint ventures (IFRS 11):

a. the concept of joint control and joint arrangements;

b. distinction between joint ventures and associates;

c. application of the equity method to joint ventures under IFRS;

d. analytical consequences of equity method accounting for joint
ventures.
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5. Business combinations and consolidation (IFRS 3, IFRS 10):

a. the concept of control and identification of subsidiaries;

b. the acquisition method of accounting for business combinations;
c. recognition and measurement of identifiable assets, liabilities, and

goodwill;

d. non-controlling interest: concept and measurement (full vs partial
goodwill);

e. preparation and interpretation of consolidated financial
statements.

6. Analytical implications of intercorporate investments:

a. comparison of accounting methods: financial assets, equity
method, and consolidation;

b. effects of different accounting treatments on assets, liabilities,
revenues, and profits;

c. impact on key financial ratios (ROA, ROE, leverage, profit
margins);

d. challenges for comparability and financial statement analysis.

Essay topics
1.What impact could investments in debt and equity securities have on
a company’s earnings volatility and financial ratios?
2.How does the choice of accounting method for intercorporate
investments influence the interpretation of performance and leverage in a
corporate group? The case of Siemens AG.

Choose a definition for each key term

# A term | A definition #

5. Intercorporate investment a. An arrangement whereby two
or more parties have joint control
over an economic activity.

6. Significant influence b. A set of assumptions
reflecting how a company
manages its financial assets to
generate cash flows.

7. Control c. A test assessing whether
contractual cash flows consist
solely of payments of principal and
interest.

8. Financial asset d. A premium paid in a business
combination representing future
economic benefits from assets that
are not individually identifiable.
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9. Business model (IFRS 9)

e. Measurement category under
IFRS 9 where fair value changes
are recognized in other
comprehensive income.

10. SPPI test (Solely Payments of
Principal and Interest)

f.  Measurement category under
IFRS 9 where fair value changes
are recognized in profit or loss.

11. Amortized cost

g. A resource controlled by an
entity as a result of past events
from which future economic
benefits are expected.

12. Fair Value Through Other
Comprehensive Income (FVOCI)

h. A method of accounting
under which the investment is
initially recorded at cost and
subsequently adjusted for the
investor’s share of the investee’s

13. Fair Value Through Profit or
Loss (FVTPL)

profit or loss.

i. A forward-looking
impairment model introduced by
IFRS 9.

14. Expected Credit Losses (ECL)

j- A financial asset measured
using the effective interest
method, reflecting contractual
cash flows over time.

15. Equity method

k. A transaction or event in
which an acquirer obtains control
of one or more businesses.

16. Associate

l. The residual interest in the
net assets of a subsidiary that is
not attributable to the parent
company.

17. Joint venture

m. The power to govern the
financial and operating policies of
an entity so as to obtain benefits
from its activities.

18. Business combination

n. Financial statements
presenting the assets, liabilities,
equity, income, and cash flows of
a parent and its subsidiaries as a
single economic entity.

19. Non-controlling interest (NCI)

0. The method required by IFRS
for accounting for business
combinations.

20. Goodwill

p. An investment in the debt or
equity instruments of another
entity.
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21. Acquisition method q- An entity over which the
investor has significant influence
but not control.

22. Consolidated financial | r. An investment giving the
statements investor power to participate in,
but not control, the financial and
operating policy decisions of the
investee.

Conceptual questions
1. How does the business model and the SPPI test determine the

classification of investments in debt securities under IFRS 9?

2. In which cases are investments in equity securities measured at fair
value through profit or loss (FVTPL) rather than through other
comprehensive income (FVOCI)?

3. How does fair value measurement of intercorporate investments affect
earnings volatility and comprehensive income?

4. What is the conceptual difference between accounting for associates
using the equity method and accounting for subsidiaries through full
consolidation?

5. Why may the equity method conceal leverage and operational risk
compared with full consolidation?

6. How does the use of consolidation versus the equity method affect the
interpretation of return on assets (ROA) and financial leverage ratios?

7. In what way do unrealized gains and losses on investment securities
impact profit or loss and equity under IFRS?

8. Why is professional judgment particularly important in accounting for
intercorporate investments?

Multiple choice questions

1.Which ownership level usually indicates significant influence under
[FRS?

A. Below 10%
B. 10%-20%
C. 20%-50%
D. Above 75%

2. Which standard governs the classification and measurement of
financial assets?
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A. IAS 28
B. IFRS 3
C. IFRS 10
D. IFRS 9

3. Under IFRS 9, a financial asset is measured at amortized cost if:

A. It is held for trading

B. It fails the SPPI test

C. The business model is to hold the asset to collect cash flows and the
SPPI test is satisfied

D. Fair value changes are recognized in OCI

Which accounting method is used for investments in associates?
. Fair value method

. Acquisition method

. Equity method

. Proportionate consolidation

a gowp s

Which statement best describes goodwill?

A separately identifiable intangible asset

. An expense recognized immediately in profit or loss

. The excess of the purchase price over the fair value of identifiable net
assets acquired

D. A liability arising from business combinations

0w >

6. A company acquires 25% of another entity’s ordinary shares for
€1,000,000.During the year, the investee reports net income of €400,000
and pays dividends of €200,000.
What amount of income should the investor recognize in its income
statement under IFRS?

A. €0

B. €50,000

C. €100,000

D. €200,000

7. A company holds a debt security classified at fair value through other
comprehensive income (FVOCI). At year-end, the fair value of the security
increases by €80,000.
How is this change reflected in the financial statements under IFRS 9?

A. Recognized as revenue in profit or loss

B. Recognized as a gain in profit or loss
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C. Recognized in other comprehensive income (OCI)
D. Deferred and not recognized in any statement.
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1.

4.

UNIT 6. CASH FLOW STATEMENT

Learning objectives
Classification items of cash flow statement:
a. cash flows from operating, investing, and financing activities;
b. reporting noncash investing and financing activities in financial
statement;
C. key differences in cash flow statements prepared under IFRS and
U.S. GAAP.

The direct and indirect methods of presenting cash flow statement:

a. the difference between the direct and indirect methods of
presenting cash from operating activities;

b. the arguments in favor of each;

C. the steps in the preparation of direct cash flow statements;

d. the steps in the preparation of indirect cash flow statements;

e. the process of converting a cash flow statement from the indirect

to the direct method of presentation.

Analyzing and interpretating a cash flow statement:
a. common-size cash flow statement;
b. calculation and interpretation of free cash flow to the firm;
C. calculation and interpretation of free cash flow to equity;
d. other cash flow ratios: cash flow-to-revenue, cash return-on-
assets, cash return-on-equity, cash-in-income, cash flow-per share.

Measuring earning quality

a. cash flow and accrual components of earning;
b. balance sheet approach to measuring earnings quality;
C. cash flow statement approach to measuring earnings quality.

Essay topics
1. Measuring earnings quality: cash flow statement approach.
2. What is Amazon free cash flow for 2010 to 20227?

3. The earnings management issue of WorldCom.

Choose a definition for each key term

A term A definition #
1. Cash and cash |a. consists of the inflows
equivalents and outflows of cash
resulting from the
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acquisition or disposal of
long-term assets and certain
investments.

2. Common size analysis b. cash shows each cash
inflow and outflow related to
a company’s cash receipts
and disbursements. In other
words, the direct method
eliminates any impact of
accruals and shows only
cash receipts and cash

payments.
3. Free cash flow to the firm | c. refers to the line item
(FCFF) on the balance sheet that

reports the value of a
company's assets that are
cash or can be converted
into cash immediately.

4. The indirect method cash |d. displays each line item
flow statement | of your financial statement
presentation as a percentage of a base

figure: each inflow of cash

can be expressed as a

percentage of total cash

inflows, and each outflow of

cash can be expressed as a

percentage of total cash

outflows.
5. Cash flow from operating|e. shows how cash flow
activities (CFO) from operations can be

obtained from reported net
income as the result of a
series of adjustments for
transactions that affect net
income but are not cash
transactions.
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6. The direct method flow
statement presentation

f. is the cash available to
all both equity
owners and debt holders.

investors,

7. Free cash flow to equity
(FCFE)

g. measures the amount
of operating cash flow
generated for each dollar of
revenue.

8. Cash flow from financing
activities (CFF)

h. sometimes referred to

as “cash flow from
operations” or “operating
cash flow,” consists of the

inflows and outflows of cash
resulting from transactions

that affect a firm’s net

income.
9. Cash flow from investing |i. consists of the inflows
activities (CFI) and outflows of cash

resulting from transactions
affecting a firm’s capital
structure.

10. The
ratio

interest coverage

j- is the cash flow that

would be available for
distribution to common
shareholders.

11. The cash flow-to-revenue
ratio

k. measures the return of
operating
attributed to all providers of
capital.

cash flow

12. Cash flow per share 1. measures the return of
operating cash flow
attributed to shareholders.

13. The cash return-on-|m. measures the firm’s

assets ratio ability to meet its interest
obligations.

14. The cash return-on-|n. is a variation of basic

equity ratio

earnings per share
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measured by using CFO
instead of net income.

15. Net operating assets

0. measures the firm’s
ability to make dividend

payments from operating
cash flow.

16. Mean reversion p. means measuring
accruals by subtracting
cash flow from operating
activities (CFO) and cash
flow from investing activities
(CFI) from reported
earnings.

17. Earning quality q. means measuring

accruals as the change in
net operating assets over

period.
18. The investing and | r. is the difference
financing ratio between the revenue-

generating assets and the
liabilities directly related to
the company's operations.

19. Balance sheet approach

s. refers to the persistent

to measuring earnings | and sustainability of a firm's
quality earnings.

20. The dividend payment |t. measures the firm’s
ratio ability to purchase assets,

satisfy debts, and pay

dividends.
21. Cash flow statement|u. or reversion to the
approach to measuring | mean, is a theory used in

earnings quality

finance that suggests that
asset price volatility and
historical returns eventually
will revert to the long-run
mean or average level of the
entire dataset.
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Conceptual questions
1. Compare cash flows from operating, investing, and financing
activities.
2.  What are the differences in requirements to cash flow statements
preparation under International Financial Reporting Standards (IFRS) and
the U.S. generally accepted accounting principles (U.S. GAAP)?
3. Describe how the cash flow statement is linked to the income
statement and the balance sheet.
4.  Explain why rising companies™ net income accompanied by its falling
cash flow can be interpret as a “red flag”.
5. In what way can the cash flow statement be converted to common-size
format?
6. Explain the statement “Positive operating cash flow can also be
generated by decreasing noncash working capital”.
7. What is a measure of cash available for discretionary purposes?
8. What ratio measures the firm’s ability to make dividend payments
from operating cash flow?
9. When (under which conditions) could the analyst claim that earnings
are of high quality?
10. How does the accruals component of earning affect the speed of mean
reversion?
11. What are the benefits from the decomposition of earning into a cash
flow and an accrual component?
12. Although the two approaches (balance sheet and statement of cash
flows) are conceptually equivalent, they will not generate the exact same
numbers. What are the conceptual reasons for these differences?

Multiple choice questions
1. Under IFRS, interest expense would be classified as:
A. either operating cash flow or financing cash flow.
B. operating cash flow only.
C. financing cash flow only.

2. Under U.S. GAAP, dividends received from investments would be
classified as:
A. operating cash flow.
B. investing cash flow
C. financing cash flow.

3. Which of the following would be least likely to cause a change in investing
cash flow?
A. The sale of a division of the company.
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B. The purchase of new machinery.
C. An increase in depreciation expense.

4. Using the following information, what is the firm’s cash flow from

operations?

Net income $120
Decrease in account receivable $20
Depreciation $25
Increase in inventory $10
Increase accounts payable $7
Decrease in wages payable $5
Increase in deferred tax liabilities $15
Profit from the sale of land $2

A. $158.

B. $170.

C.$174.

5. Issuing bonds would be classified as:
A. investing cash flow.
B. financing cash flow.
C. no cash flow impact.

6. The write-off of obsolete equipment would be classified as:
A. operating cash flow.
B. investing cash flow.
C. no cash flow impact.

7. Mactin, Inc. had the following transactions during 2020:
Purchased new fixed assets for $75,000.
Converted $70,000 worth of preferred shares to common shares.
Received cash dividends of $12,000. Paid cash dividends of $21,000.
Repaid mortgage principal of $17,000.
Assuming Mactin follows U.S. GAAP, which of the following amounts
represents Mactin’s cash flows from investing and cash flows from
financing in 20X7, respectively?

Cash flows from investing Cash flows from financing
A. ($5000) ($21000);
B. ($75000) ($21000);
C. ($75000) ($38000).

8. In preparing a common-size cash flow statement, each cash flow is
expressed as a percentage of:
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A. total assets.
B. total revenues.
C. the change in cash.

9. Figure 1. Selected balance sheet and cash flow data

10. Calculate the balance sheet accruals ratios, using figure 1 selected
balance sheet and cash flow data:

11.

$ in millions 2020 2019 2018
Balance sheet
Total assets 80,261 |71,264 |71,903
Cash and marketable securities | (6,647) |(8,033) |(12,176)
Operating assets 73,614 |63,231 |59,527
Total liabilities 42,297 |34,270 |37,555
Long-term debt (4,290) | (4,866) |(5,794)
Short-term debt (17,179) | (10,8406) | (13,189)
Operating liabilities 20,828 | 18,558 | 18,572
Net operating assets! 52,786 (44,673 [41,155
Balance sheet accruals 8,113 3,518 6,541
Cash flow statement
Net income 7,967 6,894 6,023
Operating cash flow (9,407) |(8,173) |(7,144)
Investing cash flow 11,027 |7,364 3,261
Cash flow accruals 9,587 6,085 2,140

1 NOA totaled $34, 614 at the end of 2017

2019 2018
A. 8,2% 17,3%
B. 14,2% 5,6%

C. 16,6% 19,7%

Calculate cash flow statement accruals ratios, using figure 1 selected
balance sheet and cash flow data:

2019 2018
A. 8,2% 17,3%;
B. 14,2% 5,6%;
C. 16,6% 19,7%.
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CONTENT MODULE 3.
INTERNATIONAL FINANCIAL REPORTING AND
ANALYSIS

UNIT 7. FINANCIAL ANALYSIS TECHNIQUES

Learning objectives
1. Tools and techniques used in financial analysis, their uses and
limitations:

a. the various techniques of common-size analysis and interpretation of
the results of such analysis. Vertical and horizontal common-size
balance-sheet and income statement;

b.usage of regression analysis in forecasting;

c. evaluation and comparison of companies using charts in financial
analysis;

d. limitations of ratio analysis.

2. Classification, calculation, and interpretation of activity, liquidity,
solvency, profitability, and valuation ratios:

a. activity ratios (inventory turnover, receivables turnover, and total
assets turnover, payables turnover, number of days of payables, fixed
asset turnover, working capital turnover);

b. liquidity ratios (current ratio, quick ratio, cash ratio, defensive
interval, cash conversion cycle);

c. solvency ratios (long-term debt-to-equity, debt-to-assets, total debt
ratio, financial leverage);

d. profitability ratios (gross profit margin, net profit margin, operating
profit margin, pretax margin, return on assets (ROA), return on
equity (ROE);

e. decomposition of return on equity: Dupont system of analysis.

Essay topics
1. How does the financial statement analysis help business grow?
2. Understanding how R&D costs affect ratio analysis (under US GAAP
and IFRS).

3. What are the biggest financial risks that companies face?

Choose a definition for each key term
| #) A term | A definition | |
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1. Activity ratios

a. (sales per share, earnings per share, and
price to cash flow per share) are used in
comparing the relative valuation of companies.

2. Leverage ratios

b. is a leverage ratio that displays the total
amount of debt for a business in relation to its
stockholder equity.

. Valuation
ratios

c. include several ratios also referred to asset
utilization or turnover ratios (e.g., inventory
turnover, receivables turnover, and total assets
turnover). They often give indications of how
well a firm utilizes various assets such as
inventory and fixed assets.

. The
ratio

acid-test

information on how well the
company generates operating profits and net
profits from its sales.

d. provide

. The operating
profit margin

e. are financial ratios that specify the level of
debt incurred by a business relative to other
accounting heads on its balance sheet.

. The debt-to-
equity ratio

f. allows the analyst to evaluate firm
performance over time (time-series), as well as
compare performance across firms, industries,
or sectors (cross-sectional).

. Solvency ratios

g. refer to the ability to pay cash expenses in
the short term as they come due

. Profitability
ratios

h. commonly known as the quick ratio, uses
a firm's balance sheet data as an indicator of
whether it has sufficient short-term assets to
cover its short-term liabilities.

. Liquidity ratios

i. give the analyst information on the firm’s
financial leverage and ability to meet its longer-
term obligations.

10. The return on

total
(ROTC)

capital

j- is an approach that uses basic algebra to
break down ROE into a function of different
ratios, so an analyst can see the impact of
leverage, and turnover on
shareholder returns.

profit margins,
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11. Vertical k. is used in financial statement analysis to
common-size compare historical data, such as ratios, or line
analysis items, over a number of accounting periods.

12. Horizontal 1. is the ratio of operating profit (gross profit
analysis less selling, general, and administrative

expenses) to sales.

13. The DuPont| m. is the ratio of net income before interest
system of | and taxes to total capital.
analysis

: netincome sales assets
14. Basic DuPont |, ROE = _
sales assets equity

equation

15. Extended o. ROE_netincome EBT EBIT revenue total assets
DuPont EBT EBIT revenue total assets  equity
equation

1.

Conceptual questions
Describe the limitations of financial ratios in conducting analysis.

. What do profitability ratios examine?
. Explain how the increase in interest expense as a portion of EBIT will

influence ROE.

. What can you say about the financial risk faced by the company, if the

meanings of solvency ratios increase?

. Could common-size analysis provide information about a firm’s

business strategy?

. Does a measure of working capital turnover depend on outstanding

payables, inventory and receivables?

. What is the difference between measure of return on common equity

and measure of return on equity for analysts?

Multiple choice questions
Which of the following is least likely a limitation of financial ratios?

A. Data on comparable firms are difficult to acquire.

B. Determining the target or comparison value for a ratio requires
judgment.

C. Different accounting treatments require the analyst to adjust the

data before comparing ratios.
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2. BBB, Inc.’s purchases during the year were $100,000. The balance
sheet shows an average accounts payable balance of $12,000. BBB’s
payables payment period is closest to:

A. 37 days.
B. 44 days.
C. 52 days.

3. BBB, Inc. has a gross profit of $45,000 on sales of $150,000. The
balance sheet shows average total assets of $75,000 with an average
inventory balance of $15,000. BBB’s total asset turnover and inventory
turnover are closest to:

Turnover Asset turnover Inventory turnover

A.7.00 times 2.00 times
B.2.00 times 7.00 times
C.0.50 times 0.33 times

4. A company’s quick ratio is 1.2. If inventory were purchased for cash,
the:
A. numerator would decrease more than the denominator, resulting
in a lower quick ratio.
B. denominator would decrease more than the numerator, resulting
in a higher current ratio.
C. numerator and denominator would decrease proportionally,
leaving the current ratio unchanged.

5. Use the following information for RGB, Inc.:
EBIT / revenue = 10%

Tax retention rate = 60%

Revenue / assets =1.8 times

Current ratio = 2 times

EBT / EBIT = 0.9 times

Assets / equity =1.9 times

RGB, Inc.’s return on equity is closest to:

A. 10.5%.
B. 14.0%.
C. 18.5%.

6. When applying the financial analysis framework, which of the
following is the best example of output from data processing?

A. A written list of questions to be answered by management;

B. Audited financial statements;

C. Common-size financial statements.
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7. Mark Company recently reported EBIT margin 11%, total asset
turnover of 1,2; a financial leverage ratio of 1,5; interest burden 70%.
Assuming an income tax rate of 35%, Mark’s return on equity is closed to:

A. 9%:;

B. 10 %;

C. 11 %.
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UNIT 8. EVALUATING INTERNATIONAL FINANCIAL
REPORTING QUALITY

Learning objectives
1. Calculation and interpretation of the ratios used in equity analysis,
credit analysis, and segment analysis:

a. valuation ratios used in analysis for investment in common equity
decisions (the price-to-earnings (P/E) ratio, the ratio of the current
market price of a share of stock divided by the company’s earnings
per share);

b. the sustainable growth rate;

c. evaluation of business risk (coefficient of variation (CV) sales, CV
operating income, CV net income, capital adequacy ratio).

2. The role of financial statement analysis in assessing the credit quality
of a potential debt investment:

a. Indicators of a firm’s creditworthiness:

b. operational efficiency;

c. marginal stability;

d. leverage.

3. Financial reporting quality:

Incentives that are resulting in a low quality of earnings;

the “fraud triangle”;

the risk factors that may lead to fraudulent accounting;

common accounting warning signs and methods for detecting
fraudulent accounting.

0T

Essay topics
1.How improving debt to EBITDA ratio can help boost business.
2. Arguments against EBITDA.
3. Top 10 best qualities of an ideal financial statement.

Choose a definition for each key term

# A Term A definition #
1. Operational a. typically refers to the ratio of some dollar
efficiency measure of the risk, both operational and

financial, of the firm to its equity capital.
2. Backtesting b. is a measurement of leverage, calculated

as a company's interest-bearing liabilities
minus cash or cash equivalents, divided by its
EBITDA.
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3. The net debt-to- | c. is the ratio of a company’s retained

EBITDA ratio income to its net income. The retention ratio
measures the percentage of a company’s
profits that are reinvested into the company in
some way, rather than being paid out to
investors as dividends.

4. The sustainable |d. is primarily a metric that measures the
growth rate | efficiency of profit earned as a function of
(SGR) operating costs. It measures the proportion of

costs incurred during an economic or

financial activity, where lower costs equate
with greater efficiency.

5. Capital ecific set of criteria to screen historical data to
adequacy olios based on those criteria would have
6. Retention rate |f. is the maximum rate of growth that a
(RR) company or social enterprise can sustain

without having to finance growth with
additional equity or debt.

Conceptual questions
1. List the risk factors related to incentives and pressures for fraud.

. What does the “fraud triangle” consist of?

. What specific accounting ratios and business characteristics does the
credit rating formula consist of?

. What is stability margin? In what way could this measure be evaluated?

. What is the most important part of credit rating formula according to
Moody’s?

Multiple choice questions
1.  Which of the following is most likely an example of accounting fraud?

A. Using aggressive pension assumptions.

B. Booking revenue from a fictitious customer.

C. Selecting an  acceptable depreciation method that
misrepresents the economics of the transaction.

2. Accounting fraud risk factors related to attitudes and rationalizations
are least likely to include:
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A. management has a strained relationship with the current or
previous auditor;
B. the firm does not effectively communicate an appropriate set of

C. a high proportion of management’s compensation depends on
the firm exceeding targets for earnings or the stock price.

3. Which of the following actions is least likely to immediately increase

ethical standards.

earnings?

A. Selling more inventory than is purchased or produced.

B. Lowering the salvage value of depreciable assets.
C. Holding the accounting period open past year-end.

4. Based on the selected data from a company's financial statement, what
was this company’s most likely strategy for improving its operating

activity during this period?

2016 2017 2018 2019
Sales 8,614 9,217 9,862 10,553
COGS 5,304 5,622 6,072 6,679
Purchases 5,257 5,572 6,018 6,620
Inventory 2,525 2,475 2,421 2,362
Accounts 3,491 3,728 3,928 4,352
receivable
Account 1,913 2,102 2,311 2,539
payable

A. Improve its inventory management.

B. Change its credit and collections policies with its customers.
C. Change the degree to which it uses trade credit from suppliers.

5. Credit analysts are likely to consider a company’s credit quality to be
improving if the company reduces its:
A. scale and diversification.
B. margin stability.
C. leverage.

6. An analyst who is projecting a company’s net income and cash flows is
least likely to assume a constant relationship between the company’s

sales and its:
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A. interest expenses.
B. cost of goods sold.
C. noncash working capital.

7. A firm has a dividend payout ratio of 40%, a net profit margin of 10%,
an asset turnover of 0.9 times, and a financial leverage multiplier of 1.2
times. The firm’s sustainable growth rate is closest to:

A. 4.3%.
B. 6.5%.
C. 8.0%.

8. An analyst who needs to model and forecast a company’s earnings for
the next three years would be least likely to:

A. assume that key financial ratios will remain unchanged for the
forecast period.

B. use common-size financial statements to estimate expenses as
a percentage of net income.

C. examine the variability of the predicted outcomes by
performing a sensitivity or scenario analysis.

9. Information provided by a low-quality earnings quality most
likely pertains to:
A. Low earnings quality decreases company value.
B. High-quality financial reports contain information that is
subjective and fabricated.
C. Financial reporting quality can range from high and
sustainable to low and unsustainable.
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