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recognize revenue and expense

accrual basis 

when they occur

cash basis 

when cash is

received and disbursed
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Expenses

A. Operating expenses
I. Cost of raw materials and 

energy consumed
II. Cost of goods sold
III. Wages & social contributions
IV. Depreciation & impairment
V. Others (taxes, charges)

B. Financial expenses
I. Interests paid
II. Impairment of financial 

assets

Income

A. Operating income
I. Sales (turnover)
II. Change in internally 

generated inventories
III. Capitalized value of 

assets
IV. Others

B. Financial income
I. Dividends received
II. Income from sale of 

shares
III. Interests received

Net income (profit or loss for the financial year)

Concepts of profit or loss and comprehensive income

 Profit or loss is defined as
 the total of income less expenses, excluding the components of other

comprehensive income".

 Other comprehensive income is defined as
 comprising "items of income and expense (including reclassification

adjustments) that are not recognised in profit or loss as required or permitted by
other IFRSs".

 Total comprehensive income is defined as
 "the change in equity during a period resulting from transactions and other

events, other than those changes resulting from transactions with owners in their
capacity as owners".
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Comprehensive income
for the period

= Profit
or loss

+ Other
comprehensive income

Minimum line items must be presented in the profit or loss section:

 revenue

 gains and losses from the derecognition of financial assets measured at
amortised cost

 finance costs

 share of the profit or loss of associates and joint ventures accounted for
using the equity method

 certain gains or losses associated with the reclassification of financial assets

 tax expense

 a single amount for the total of discontinued items

Expenses recognised in profit or loss should be analysed either

by nature (raw materials, staffing costs, depreciation, etc.) or

by function (cost of sales, selling, administrative, etc). 

Items cannot be presented as 'extraordinary items' in the financial statements
or in the notes. 12
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The other comprehensive income section is 
required to present line items which are classified
by their nature, and grouped between those items
that will or will not be reclassified to profit and 
loss in subsequent periods.
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ASSETS = LIABILITIES + EQUITY

RETAINED EARNINGS +
SHARE CAPITAL

RETAINED EARNINGS

REVENUES – EXPENSES

EQUITY

OPENING RETAINED 
EARNINGS + NET INCOME 

- DIVIDENDS

NET INCOME 

•Dividends are a distribution of the after-tax profits of a business to the shareholders 
(owners)

•Dividends reduce the equity in the business
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Assets

A. Non-current assets
I. Intangible assets
II. Tangible assets
III. Financial assets

B. Current assets
I. Inventories

a. Commodities 
II. Receivables
III. Securities
IV. Cash

C. Prepayments

Liabilities
B. Long term liabilities

I. Long term bank loans
II. Debentures

C. Short term liabilities
I. Trade payables
II. Salaries
III. Taxes 

Owners’ equity
A. Owners’ equity

I. Share capital
II. Share premiums
III. Reserves
IV. Retained earnings (Net 

income)

-650 €

-650 €+ 1 000 €

+ 1 000 €
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Expenses

A. Operating expenses
I. Cost of raw materials and 

energy consumed
II. Cost of goods sold
III. Wages & social 

contributions
IV. Depreciation & impairment
V. Others (taxes, charges)

B. Financial expenses
I. Interests paid
II. Impairment of financial 

assets

Income

A. Operating income
I. Sales (turnover)
II. Change in internally 

generated inventories
III. Capitalized value of assets

B. Financial income
I. Dividends received
II. Income from sale of shares
III. Interests received

Net income (profit or loss for the financial year)

+650 €

+ 1 000 €

+350 € profit 
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 IAS 7 Statement of Cash Flows.

 The objective: the presentation of information about the historical 
changes in cash and cash equivalents of an entity by means of a 
statement of cash flows, which classifies cash flows during the period 
according to 
1. operating, 
2. investing, and 
3. financing activities.

 The statement of cash flows analyses changes in cash and cash 
equivalents during a period. 

 Cash and cash equivalents comprise 
 cash on hand and 
 demand deposits, together with 
 short-term, highly liquid investments that are readily convertible to a 

known amount of cash, and that are subject to an insignificant risk of 
changes in value. 
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The statement must show:

 total comprehensive income for the period, showing separately
amounts attributable
 to owners of the parent and 
 to non-controlling interests

 the effects of any retrospective application of accounting policies or
restatements made, separately for each component of other
comprehensive income

 reconciliations between the carrying amounts at the beginning and 
the end of the period for each component of equity, separately
disclosing:
 profit or loss

 other comprehensive income
 transactions with owners, showing separately

 contributions by and 

 distributions to owners and 

 changes in ownership interests in subsidiaries that do not result in a loss of control.
20
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The notes must:

 present information about the basis of preparation of the
financial statements and the specific accounting policies used

 disclose any information required by IFRSs that is not presented
elsewhere in the financial statements and

 provide additional information that is not presented elsewhere in
the financial statements but is relevant to an understanding of 
any of them

Notes are presented in a systematic manner and cross-referenced
from the face of the financial statements to the relevant note.
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IAS 1. suggests that the notes should normally be presented in the following
order:

 a statement of compliance with IFRSs

 a summary of significant accounting policies applied, including: 
 the measurement basis (or bases) used in preparing the financial statements
 the other accounting policies used that are relevant to an understanding of 

the financial statements

 supporting information for items presented on the face of the statement of
financial position (balance sheet), statement(s) of profit or loss and other
comprehensive income, statement of changes in equity and statement of cash 
flows, in the order in which each statement and each line item is presented

 other disclosures, including:
 contingent liabilities and unrecognised contractual commitments

 non-financial disclosures, such as the entity's financial risk management 
objectives and policies. 
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