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Abstract 

Financial accounting makes enterprise commitments visible, comparable and accountable by converting economic events into disciplined 

records and articulated financial statements. This chapter develops accounting literacy from the accounting equation and double-entry logic 

through journals, ledgers, trial balances, adjusting entries and the reporting cycle, then integrates recognition, measurement, revenue, 

inventories, receivables, working capital, non-current and intangible assets, provisions, depreciation and cash-flow analysis. It explains IFRS 

as a reporting architecture rather than a guarantee of reporting quality, emphasizing judgment, going concern, materiality, incentives, 

enforcement and disclosure. Ratio, trend, common-size, DuPont, cash-conversion and early-warning analyses are treated as diagnostic tools 

conditional on accounting quality and context. Dangote Cement anchors the African performance case, MTN Rwanda illustrates 

retrospective restatement, and Wirecard demonstrates the need for independent verification. Digital accounting, fintech and AI-assisted 

workflows are evaluated through auditability, internal control and human accountability. Christian moral reasoning frames accounting as 

truthful stewardship rather than mere compliance. 

Keywords: financial accounting; financial statements; IFRS; cash flow; working capital; ratio analysis; earnings quality; internal control; 

digital accounting; stewardship 

Learning Outcomes 

By the end of this chapter, the reader should be able to: 

1 Define financial accounting as an information, accountability and stewardship system, and distinguish it from management accounting, tax accounting and external 
audit. 

2 Explain the accounting equation and double-entry logic, classify common accounts, and record routine transactions using debits and credits without treating the rules 
as arbitrary memorization. 

3 Complete the logic of the accounting cycle from source documents through journals, ledgers, trial balances, adjusting entries, financial statements and closing entries, 
identifying where errors and fraud can enter the process. 

4 Prepare and interpret a basic statement of profit or loss, statement of financial position, statement of cash flows and statement of changes in equity, and explain how 
the statements articulate. 

5 Distinguish revenue from cash receipts and expenses from cash payments, apply the core IFRS 15 revenue-recognition logic at an introductory level, and analyze 
accruals, deferrals, cut-off and estimates. 

6 Analyze assets, liabilities, equity, working capital and liquidity, including the economic meaning of inventories, receivables, credit-loss allowances, non-current assets 
and depreciation. 

7 Apply IAS 2 inventory principles, calculate cost of sales under FIFO and weighted-average assumptions, and explain how inventory measurement affects profit, assets 
and working capital. 

8 Analyze non-current and intangible assets, depreciation, impairment, provisions and contingencies; calculate straight-line depreciation; and distinguish changes in 
estimates from corrections of errors. 

9 Construct and interpret operating, investing and financing cash flows, reconcile profit to cash from operations, and explain why profitable firms can fail through poor 
cash conversion. 

10 Explain the purpose and limits of IFRS, IFRS for SMEs and the IFRS Conceptual Framework, including relevance, faithful representation, comparability, materiality 
and prudence, with attention to African reporting environments. 

11 Calculate and interpret liquidity, profitability, efficiency, leverage, coverage and cash-flow ratios, including a DuPont decomposition of return on equity, while 
avoiding mechanical benchmarking. 

12 Use trend, common-size, segment, peer and cash-conversion analysis to identify plausible drivers and early-warning signals without confusing a ratio with a causal 
explanation. 

13 Explain how budgeting and elementary financial forecasting connect reported accounting history to planning without duplicating the statistical forecasting and 
decision-analytics methods developed in Chapters 4 and 5. 

14 Evaluate digital accounting, fintech interfaces, automated controls and AI-supported accounting through data provenance, cybersecurity, audit trails, segregation of 
duties, explainability, change control and human authorization. 

15 Apply Christian moral reasoning alongside professional and alternative ethical perspectives to dilemmas involving estimates, revenue timing, capitalization, 
disclosure, misleading presentation, whistleblowing and responsibility for foreseeable harm. 
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Concept Map and Chapter Roadmap 

 
Figure 9.1. Financial accounting as a traceable accountability system. 

Source/Note: Author’s synthesis. The architecture follows the approved Book Blueprint and links economic events, records, financial reporting, analysis, control and moral 

accountability. 

The approved purpose of Chapter 9 is to give readers the accounting literacy required to understand organizational performance, evaluate 

financial health and communicate financial information responsibly. The chapter therefore owns financial reporting and financial-statement 

analysis. It begins where Chapter 8 ended: venture hypotheses, customer traction and provisional unit economics must eventually become 

auditable claims about recognized revenue, expenses, assets, liabilities, equity and cash. The prerequisite disciplines are the evidence habits 

of Chapters 2-5 and the venture economics introduced in Chapter 8; those concepts are used here rather than retaught. 

The principal duplication risks are deliberate boundaries. Investment valuation, discount rates and portfolio decisions belong to Chapter 18. 

Foreign-exchange risk, trade finance and cross-border settlement belong to Chapter 17. Advanced operational costing and process design 

belong to Chapter 11. Predictive forecasting and managerial optimization belong to Chapter 5. Corporate governance and the full 

architecture of business ethics belong to Chapter 13. Chapter 9 uses examples from those domains only to explain what financial statements 

record and what an analyst can responsibly infer from them. 

The chapter proceeds from recording to interpretation. Sections 9.1-9.5 establish why accounting exists, the conceptual foundations of 

reporting, recognition and measurement, double-entry logic, the accounting cycle and the articulated financial statements. Sections 9.6-9.11 

develop revenue, expenses, working capital, inventory, receivables, non-current and intangible assets, provisions and cash flows. Sections 

9.12-9.18 examine IFRS, ratios, trend analysis, earnings quality, budgeting, digital accounting, internal controls and audit awareness. 

Sections 9.19-9.20 provide substantial African and global cases. Section 9.21 integrates faith, ethics and moral reasoning. The final sections 

provide a professional review protocol, common errors, synthesis, application problems and the hand-off to Chapter 10. 

SCOPE BOUNDARY | Chapter 9 teaches financial reporting and analysis. It does not teach investment valuation, multinational finance, transfer pricing, 
advanced management accounting, full audit methodology or corporate governance. IFRS requirements are introduced only to the depth required for 

accounting literacy. Entity-specific reporting decisions should always be checked against the applicable standards, local law, regulator and professional 

advice. 

Opening Case: Dangote Cement and the Difference Between Profit, Performance 

and Cash 

At first glance, a set of financial statements appears to answer a simple question: How did the business perform? In practice, the answer 

depends on what is being measured. Dangote Cement Plc provides a useful African case because its audited 2025 results combine strong 

revenue and profit growth with almost flat sales volumes, large cash flows, substantial financing movements and a complex multi-country 

asset base. The case immediately forces the reader to distinguish operating activity from accounting measurement and accounting profit 

from cash movement. 

For the year ended 31 December 2025, Dangote Cement reported group revenue of ₦4,306.704 billion, up 20.3% from 2024, and profit after 

tax of ₦1,014.921 billion, approximately double the prior-year amount. Yet group cement volumes were 27.5 million tonnes, 0.9% lower 

than in 2024. Net cash generated from operating activities was ₦1,710.762 billion, while year-end cash and cash equivalents were ₦362.586 

billion. Total borrowings fell to ₦1,080.490 billion from ₦2,511.779 billion. These audited figures are not contradictory. They describe 

different dimensions of the enterprise: price and mix, cost and margin, accrual profit, cash conversion, investment and financing (Dangote 

Cement Plc, 2026a, 2026b). 

The accounting questions are richer than the headlines. Revenue can grow while physical volume falls if price, product mix, geographic mix 

or currency translation changes. Profit can rise faster than revenue if gross margin, operating expenses, finance costs, taxes or non-recurring 

items change. Cash from operations can exceed profit when non-cash charges and working-capital movements release cash, but a single 

strong cash year does not prove that every source of cash is repeatable. Borrowings can decline while cash increases if operating cash 
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generation is strong, assets are sold, intra-group loans change, or financing is restructured. The analyst must therefore reconcile statements 

rather than read each line in isolation. 

Table 9.1. Dangote Cement: selected 2025 financial signals. 

Source/Note: Dangote Cement Plc (2026a, 2026b). Figures are group-level audited or company-reported results. The table is designed for accounting interpretation, 

not as an investment recommendation. 

Signal 2025 2024 Accounting question 

Revenue ₦4,306.704bn ₦3,580.550bn What drove growth if volumes were slightly lower? 

Profit after tax ₦1,014.921bn ₦503.247bn Which margin, financing and tax movements explain the increase? 

Operating cash flow ₦1,710.762bn ₦821.184bn Why did cash generation exceed reported profit? 

Cash and cash equivalents ₦362.586bn ₦131.716bn How do operating, investing and financing flows reconcile to the change? 

Total borrowings ₦1,080.490bn ₦2,511.779bn How did deleveraging alter liquidity, interest burden and risk? 

Cement volumes 27.5Mt about 27.8Mt Why is volume not a sufficient measure of financial performance? 

MANAGERIAL INSIGHT | A financial statement number becomes useful only when the reader knows what it measures, which accounting policy 

produced it, how it links to other statements, what cash movement sits behind it, and which economic mechanism plausibly explains the change. Growth, 

profit, cash and value are related, but they are not synonyms. 

The opening case gives the chapter its central problem: How can managers, entrepreneurs, investors, employees, lenders and public 

authorities use financial accounting to understand performance without confusing rule-compliant numbers with economic reality, 

profit with cash, precision with certainty, or technical compliance with moral truthfulness? 

9.1 Why Financial Accounting and Business Performance Matter 

Chapter 8 treated entrepreneurial economics as provisional claims. A founder can calculate contribution margin, burn and runway, but once 

an enterprise signs contracts, receives deposits, sells on credit, purchases inventory, borrows, capitalizes assets, pays employees and owes 

taxes, a more disciplined language is required. Financial accounting supplies that language. It records and summarizes economic events so 

that users who are not present at every transaction can evaluate resources, obligations, performance, cash flows and stewardship. 

Financial accounting is the process of recognizing, measuring, classifying, summarizing and communicating financial information about an 

economic entity for external and internal users. Its distinguishing feature is not that it is “about money.” Management accounting also uses 

monetary information, tax accounting measures taxable consequences, treasury tracks liquidity, and investment analysis estimates value. 

Financial accounting is distinctive because it produces a standardized, traceable representation of the entity’s financial position, financial 

performance and cash flows for a defined reporting period. 

That representation matters because modern enterprise separates ownership, management, lending, employment, supply and regulation. A 

shareholder, bank, supplier or employee cannot observe every internal transaction. Accounting reduces information asymmetry by creating a 

common record that can be reviewed, compared and, in many settings, independently audited. Ball and Brown (1968) and Beaver (1968a) 

helped establish empirically that accounting earnings contain information used by capital markets, while subsequent research has shown that 

the usefulness of accounting information depends on its quality, institutional environment and users’ purposes. 

EVIDENCE CHECK | Financial statements are not direct photographs of economic reality. Many important amounts depend on estimates, 

classifications, timing rules and measurement bases. A useful analyst therefore asks both “What does the number say?” and “How was this number 

constructed?” 

9.1.1 Financial accounting, management accounting, tax and audit are different disciplines 
Table 9.2. Distinguishing related accounting disciplines. 

Source/Note: Author’s synthesis. Boundaries can overlap in practice, but the underlying purposes remain different. 

Discipline Primary purpose Typical users Governing logic 

Financial 

accounting General-purpose reporting of position, performance and cash flows Shareholders, lenders, regulators, 

managers and other users IFRS or other GAAP; applicable law 

Management 
accounting Internal planning, costing, control and decision support Managers and operating teams Designed for internal purpose; not 

necessarily GAAP 

Tax accounting Determine taxable income, liabilities and compliance Tax authorities and management Tax law and regulations 

External audit Obtain reasonable assurance about whether financial statements are 
free from material misstatement Users of audited statements International or national auditing 

standards 

A tax return can be legally correct while differing from IFRS profit because tax law and financial reporting pursue different objectives. A 

management dashboard may use non-IFRS measures because managers need operational detail. An audit opinion increases confidence in 

financial statements but does not guarantee business success, eliminate fraud risk or certify the moral quality of every transaction. Keeping 

these disciplines distinct prevents professionals from importing one set of rules into a question it was not designed to answer. 
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9.1.2 Historical foundation: record-keeping, credit and accountability 

Accounting predates the modern corporation because exchange on credit creates a memory problem. Once transactions extend through time, 

parties need reliable records of who owes what, what has been delivered, what resources remain and whether an agent has used entrusted 

assets faithfully. Double-entry bookkeeping emerged in medieval Italian commercial practice well before Luca Pacioli’s famous 1494 

exposition. Historical research argues that the discipline grew partly from the business need to control credit relationships and demonstrate 

accountability, rather than from an abstract desire to produce a balance sheet (Sangster, 2016, 2025). 

The historical lesson remains contemporary. Digital platforms can now process millions of events in real time, but technology does not 

remove the accountability problem. It changes its scale. A mobile-money system, e-commerce marketplace or cloud ERP still needs a 

reliable answer to the same questions: Did the transaction occur? Was it authorized? Is the amount complete and accurate? Which entity 

owns the asset? Which party bears the obligation? Has the same event been recorded twice? Can an independent person trace the reported 

balance back to evidence? 

9.2 Accounting as Information, Faithful Representation and Stewardship 

9.2.1 The objective of general-purpose financial reporting 

The IFRS Conceptual Framework states that general-purpose financial reporting is designed to provide financial information about a 

reporting entity that is useful to existing and potential investors, lenders and other creditors in making decisions about providing resources to 

the entity. This decision-usefulness objective does not abolish stewardship. Information about how efficiently and effectively management 

has discharged its responsibilities helps users assess future prospects and accountability for resources already entrusted to management 

(IFRS Foundation, 2018). 

Two fundamental qualitative characteristics discipline the information. Relevance means information is capable of making a difference to 

decisions, including through predictive or confirmatory value. Faithful representation requires information to represent the economic 

phenomena it purports to represent in a way that is complete, neutral and free from error to the extent possible. Comparability, verifiability, 

timeliness and understandability enhance usefulness. These characteristics are not aesthetic preferences. They are constraints against 

reporting that is precise but irrelevant, timely but unverified, comparable but economically misleading, or technically dense enough to 

conceal rather than communicate. 

9.2.2 Materiality, prudence and economic substance 

Materiality is entity-specific relevance. Information is material if omitting, misstating or obscuring it could reasonably be expected to 

influence decisions of the primary users of general-purpose financial statements. Materiality therefore depends on both magnitude and 

nature. A small payment may be quantitatively minor but qualitatively material if it reveals bribery, a related-party conflict or breach of law. 

Materiality is not a license to manipulate small errors until they cumulatively create a desired result. 

Prudence, in the IFRS framework, means caution when making judgments under uncertainty. It does not authorize systematic 

understatement of assets or overstatement of liabilities. Excessive conservatism can be as unfaithful as optimism because it biases the 

representation. The practical discipline is symmetrical skepticism: challenge assumptions that increase profit and assumptions that suppress 

it. Likewise, accounting should reflect economic substance rather than merely contractual labels when the applicable standard requires the 

underlying rights and obligations to be represented. 

9.2.3 Recognition, measurement bases and going concern 

Financial reporting requires more than deciding which account name to use. Recognition determines whether an item that meets the 

definition of an asset, liability, income or expense belongs in the primary financial statements. Derecognition addresses when all or part of a 

previously recognized asset or liability should be removed. Under the Conceptual Framework, these judgments are disciplined by relevance, 

faithful representation and the cost constraint. Recognition is therefore not automatic merely because a contract or economic event exists; 

the resulting information must represent the underlying rights, obligations and changes in resources in a decision-useful way (IFRS 

Foundation, 2018). 

Measurement determines the monetary amount attached to a recognized item. Historical cost reflects transaction-based amounts adjusted for 

consumption, collection or impairment. Current-value approaches include fair value, value in use or fulfilment value, and current cost. No 

measurement basis is universally superior. Historical cost can be understandable and verifiable but may become less current; fair value can 

improve current comparability where markets are observable but can become model-dependent when valuation inputs are unobservable. A 

responsible analyst therefore asks not only what the carrying amount is, but which measurement basis produced it and how sensitive that 

amount is to assumptions. 

The going-concern assumption provides another foundational boundary. Financial statements are ordinarily prepared on the assumption that 

the entity will continue operating for the foreseeable future rather than being forced into liquidation. Material uncertainty about the entity's 

ability to continue as a going concern can therefore change both disclosure and interpretation. Liquidity pressure, covenant breaches, loss of 

essential financing or severe operational disruption should never be hidden behind technically balanced accounts. Going concern is an 

accounting assumption with direct consequences for employees, lenders, suppliers and owners who depend on an honest assessment of the 

entity's capacity to meet commitments. 
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EVIDENCE CHECK | Measurement precision is not the same as measurement certainty. A carrying amount can be calculated to the last currency unit 

while depending materially on useful lives, loss rates, discount rates, market inputs or going-concern assumptions. Reported precision should never be 
allowed to conceal estimation uncertainty. 

  

CRITICAL DEBATE | A single set of accounting standards can improve comparability, but standards cannot by themselves create high-quality 

reporting. Research on IFRS adoption finds benefits in many settings, yet the effects depend on enforcement, reporting incentives, investor protection, 

governance and institutional capacity. Standardization is therefore an infrastructure for comparability, not a substitute for truthful preparation and credible 

enforcement (Ball, 2006; Barth et al., 2008; Daske et al., 2008; Abdul-Baki, 2020). 

9.3 The Accounting Equation and Double-Entry Logic 

 
Figure 9.2. The double-entry invariant. 

Source/Note: Author’s synthesis. Debit and credit effects shown are normal-balance rules for common account categories. 

Assets = Liabilities + Equity 

The equation expresses the claims structure of the entity at a point in time. An asset is a present economic resource controlled by the entity 

as a result of past events. A liability is a present obligation of the entity to transfer an economic resource as a result of past events. Equity is 

the residual interest in the assets after deducting liabilities. These conceptual definitions are more precise than the everyday shorthand 

“things owned,” “debts owed” and “owner money.” Control can exist without legal ownership, and obligations can arise from enforceable 

arrangements even when no invoice has yet been paid. 

Double-entry bookkeeping records every transaction with equal debits and credits. Debit does not mean bad or decrease, and credit does not 

mean good or increase. The terms identify the left and right sides of the accounting record. Assets and expenses normally increase with 

debits. Liabilities, equity and revenue normally increase with credits. The equality of total debits and credits is a powerful internal 

consistency check, but it is not proof that the transaction was genuine. A fictitious sale can be recorded with perfectly balanced entries. 

Table 9.3. Normal debit and credit effects. 

Source/Note: Author’s synthesis. Contra accounts such as accumulated depreciation have the opposite normal balance to the related asset. 

Account class Normal increase Normal decrease Examples 

Asset Debit Credit Cash, receivables, inventory, equipment 

Liability Credit Debit Payables, borrowings, contract liabilities 

Equity Credit Debit Share capital, retained earnings 

Revenue Credit Debit Sales, service revenue 

Expense Debit Credit Wages, utilities, depreciation, cost of sales 

9.3.1 Worked example: Imena Trade Ltd. 

Consider Imena Trade Ltd., a simplified distribution business using currency units (CU). The example isolates the accounting mechanics 

before taxes and other complexities are introduced. During its first reporting period, the company receives CU100,000 of owner capital, 

buys inventory for CU30,000 cash, purchases equipment for CU24,000 cash, sells goods on credit for CU45,000 whose cost is CU18,000, 

collects CU30,000 from customers, pays CU8,000 wages, incurs CU2,000 of utilities of which CU1,000 remains unpaid, and records 

CU4,000 depreciation on the equipment. 

Table 9.4. Journal entries for Imena Trade Ltd. 

Source/Note: Author’s worked example. PPE = property, plant and equipment. 

Event Debit Credit 
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Event Debit Credit 

Owner invests cash Dr Cash 100,000 Cr Share capital 100,000 

Purchase inventory for cash Dr Inventory 30,000 Cr Cash 30,000 

Purchase equipment for cash Dr PPE 24,000 Cr Cash 24,000 

Credit sale Dr Receivables 45,000 Cr Revenue 45,000 

Recognize cost of goods sold Dr Cost of sales 18,000 Cr Inventory 18,000 

Collect receivable Dr Cash 30,000 Cr Receivables 30,000 

Pay wages Dr Wage expense 8,000 Cr Cash 8,000 

Accrue utilities Dr Utilities expense 2,000 Cr Payables 2,000 

Pay part of utility payable Dr Payables 1,000 Cr Cash 1,000 

Record depreciation Dr Depreciation expense 4,000 Cr Accumulated depreciation 4,000 

The closing balances demonstrate the invariant. Cash is CU67,000; receivables CU15,000; inventory CU12,000; and net equipment 

CU20,000, producing total assets of CU114,000. The remaining utility payable is CU1,000. Profit is CU13,000, calculated as CU45,000 

revenue less CU18,000 cost of sales, CU8,000 wages, CU2,000 utilities and CU4,000 depreciation. Equity is therefore CU113,000, 

consisting of CU100,000 contributed capital plus CU13,000 retained profit. Assets of CU114,000 equal liabilities of CU1,000 plus equity of 

CU113,000. 

WORKED EXAMPLE INSIGHT | The company reports CU13,000 profit while operating cash flow is negative CU9,000. Credit sales created 

receivables, inventory absorbed cash, and depreciation reduced profit without using current-period cash. This single example anticipates the chapter’s 

most important analytical distinction: profit is an accrual measure of performance, not a bank balance. 

9.3.2 From journals to the ledger and trial balance 

Journal entries record transactions chronologically; the ledger reorganizes those entries by account so that the entity can determine each 

account balance. Posting the Imena entries produces debit balances of Cash CU67,000, Receivables CU15,000, Inventory CU12,000, PPE 

CU24,000, Cost of sales CU18,000, Wage expense CU8,000, Utilities expense CU2,000 and Depreciation expense CU4,000. Credit 

balances are Accumulated depreciation CU4,000, Payables CU1,000, Share capital CU100,000 and Revenue CU45,000. Total adjusted 

debits and credits are each CU150,000. 

The adjusted trial balance is therefore a bridge between transaction processing and financial-statement preparation. It verifies arithmetical 

equality after period-end adjustments and provides the account balances from which statements are assembled. It cannot detect every error: 

an omitted transaction, a fictitious transaction, an equal debit and credit posted to the wrong accounts, or a deliberately biased estimate can 

all leave the trial balance in balance. Closing entries then transfer temporary revenue and expense balances into retained earnings and reset 

those temporary accounts for the next reporting period while permanent asset, liability and equity balances carry forward. 

9.4 The Accounting Cycle: From Evidence to Financial Statements 

The accounting cycle is a control sequence, not merely a classroom routine. It links source evidence to the general ledger and then to reports. 

A robust cycle begins with authorized source documents or system events, identifies the economic substance, records journal entries, posts 

them to ledger accounts, prepares a trial balance, makes required adjusting entries, produces an adjusted trial balance, prepares financial 

statements, closes temporary accounts and preserves an auditable trail for the next period. 

Table 9.5. The accounting cycle as a control sequence. 

Source/Note: Author’s synthesis. 

Stage What occurs Characteristic risk 

1. Capture Invoice, receipt, bank feed, contract, payroll, inventory movement Missing, duplicate or unauthorized event 

2. Analyze Identify accounts, entity, period and economic substance Wrong entity, classification or timing 

3. Journalize Record balanced debit and credit entry Wrong amount or account 

4. Post Update account ledgers/subledgers Interface or mapping failure 

5. Trial balance Check debit-credit equality Balanced fraud or misclassification remains possible 

6. Adjust Accruals, deferrals, depreciation, ECL, inventory and tax Estimate bias and cut-off errors 

7. Report Prepare statements, notes and disclosures Obscured or inconsistent presentation 

8. Close and archive Reset temporary accounts, lock period and retain evidence Late unauthorized posting or weak retention 
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9.4.1 Adjusting entries make accrual accounting possible 

Most reporting periods end while transactions remain economically incomplete. Employees may have earned wages not yet paid. A 

customer may have paid in advance for service not yet delivered. Equipment may have been used for a year even though its purchase 

occurred in an earlier period. Goods may have become obsolete. Receivables may no longer be fully collectible. Adjusting entries align the 

accounts with the economic conditions that exist at the reporting date. 

Table 9.6. Common adjusting entries. 

Source/Note: Illustrative only. Actual recognition and measurement must follow the applicable accounting standard and facts. 

Adjustment Timing logic Typical entry 

Accrued expense Expense recognized before cash payment Dr Expense / Cr Payable 

Accrued revenue Revenue earned before cash collection Dr Receivable / Cr Revenue 

Prepaid expense Cash paid before expense is consumed Dr Expense / Cr Prepayment as consumed 

Deferred revenue Cash received before performance obligation is satisfied Dr Contract liability / Cr Revenue as earned 

Depreciation Allocate depreciable amount over useful life Dr Depreciation expense / Cr Accumulated depreciation 

Expected credit loss Recognize expected uncollectible receivables Dr Impairment loss / Cr Loss allowance 

9.5 Financial Statements as One Articulated System 

 
Figure 9.3. How the financial statements articulate. 

Source/Note: Author’s synthesis. A complete IFRS set also includes comparative information and required notes; the figure focuses on core linkages. 

9.5.1 Statement of profit or loss and other comprehensive income 

The statement of profit or loss summarizes recognized income and expenses over a period. Revenue is not the same as cash received, and 

expenses are not restricted to cash paid. The basic analytical structure is revenue less costs and expenses, producing operating and net 

performance measures. IFRS 18, effective for annual reporting periods beginning on or after 1 January 2027 with early application 

permitted, introduces defined presentation subtotals including operating profit and profit before financing and income taxes, and requires 

disclosures about specified management-defined performance measures. Readers should therefore treat presentation conventions as evolving 

while retaining the enduring distinction between recognized performance and cash flow (IFRS Foundation, 2024e). 

Other comprehensive income (OCI) contains specified income and expense items that particular IFRS requirements place outside profit or 

loss, such as certain foreign-currency translation effects and selected remeasurement items. OCI is not a discretionary second profit measure 

and should not be ignored merely because it sits outside headline profit. The analyst should examine whether OCI movements are recurring, 

reversible, related to market conditions, or associated with the way a multinational group translates and measures particular resources and 

obligations. 

9.5.2 Statement of financial position 

The statement of financial position, often called the balance sheet, reports assets, liabilities and equity at a point in time. It is a stock 

statement. Cash, receivables and inventory may be classified as current; property, plant and equipment often as non-current. Liabilities 

similarly distinguish obligations expected to be settled in the operating cycle or near term from longer-term obligations. Classification 

improves liquidity analysis, but classification alone does not determine risk. A current asset may be legally current yet economically weak if 

inventory is obsolete or receivables are disputed. 
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9.5.3 Statement of cash flows 

The statement of cash flows explains changes in cash and cash equivalents through operating, investing and financing activities. It is 

indispensable because accrual profit can include revenue not yet collected and expenses not yet paid, and it includes non-cash charges such 

as depreciation. IAS 7 also requires users to understand what the entity classifies as cash and cash equivalents. Cash equivalents are short-

term, highly liquid investments held to meet short-term cash commitments and subject to insignificant risk of changes in value, commonly 

with an original maturity of about three months or less (IFRS Foundation, 2024c). 

9.5.4 Statement of changes in equity and notes 

A complete set of financial statements also explains changes in equity and provides notes. Equity can change because of profit or loss, 

owner contributions, dividends, share-based transactions, revaluations and other recognized items. Notes are not optional decoration around 

the “real numbers.” They explain accounting policies, judgments, estimates, risks, disaggregation, related parties and contractual details that 

can materially change interpretation. Analysts who read only headline income and balance-sheet lines often miss the assumptions that 

created them. 

9.5.5 Integrated worked example: how Imena Trade Ltd. articulates 

Imena Trade Ltd. can now be read as one connected reporting system. Its statement of profit or loss reports CU45,000 revenue and 

CU32,000 total expenses, producing CU13,000 profit. Its statement of financial position reports CU114,000 total assets, CU1,000 liabilities 

and CU113,000 equity. The statement of changes in equity explains that closing equity as CU100,000 contributed capital plus CU13,000 

retained profit. These statements are not independent summaries: the CU13,000 profit is the same performance amount that increases 

retained earnings, subject to any owner distributions or other equity movements. 

The statement of cash flows tells a different but reconcilable story. Operating activities used CU9,000 of cash because CU27,000 was 

absorbed by receivables and inventory net of the CU1,000 payable increase, despite CU13,000 profit and CU4,000 non-cash depreciation. 

Investing activities used CU24,000 to acquire equipment, while financing activities supplied CU100,000 of owner capital. The net increase 

of CU67,000 reconciles exactly to ending cash. Statement articulation therefore functions as an analytical control: when profit, equity, 

balance-sheet movements and cash cannot be reconciled, the analyst should investigate before interpreting performance. 

9.6 Revenue, Expenses and Accrual Accounting 

 
Figure 9.4. Accrual accounting separates economic performance from cash timing. 

Source/Note: Author’s synthesis. 

Revenue recognition is one of the most consequential timing judgments in accounting because premature revenue can inflate profit, 

receivables and performance metrics simultaneously. IFRS 15 provides a five-step framework: identify the contract with a customer; 

identify the distinct performance obligations; determine the transaction price; allocate that price to performance obligations; and recognize 

revenue when or as the entity satisfies each performance obligation (IFRS Foundation, 2024d). The underlying principle is that revenue 

depicts transfer of promised goods or services in an amount reflecting the consideration to which the entity expects to be entitled. 

Table 9.7. Introductory IFRS 15 revenue framework. 

Source/Note: Summarized from IFRS Foundation materials. This chapter does not substitute for the full standard. 

IFRS 15 step Core question Introductory caution 

1. Contract Are enforceable rights and payment terms established? A signed document alone may not be sufficient if collectability or approval criteria fail. 

2. Performance obligations What distinct goods or services were promised? Bundled offerings may contain multiple obligations. 

3. Transaction price How much consideration is expected? Variable consideration, discounts, refunds and financing can complicate measurement. 

4. Allocation How is the price allocated across obligations? Allocation generally follows relative stand-alone selling prices. 

5. Recognition When does control transfer or performance occur? Revenue may be recognized at a point in time or over time, depending on facts. 
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9.6.1 Worked example: cash received before revenue 

Suppose a software service receives CU12,000 on 1 January for twelve months of service. Cash receipt does not create CU12,000 of January 

revenue if the service obligation is satisfied evenly over the year. At receipt, the entity debits Cash CU12,000 and credits a contract liability 

CU12,000. After one month of service, it debits the contract liability CU1,000 and credits Revenue CU1,000. The remaining CU11,000 is 

still an obligation to serve the customer, not earned profit. 

The opposite timing also occurs. A firm can recognize revenue before collecting cash when it has satisfied the performance obligation and 

has an enforceable right to consideration. The resulting receivable is an asset, but its quality depends on collectability. Accrual accounting 

therefore improves performance measurement by separating economic events from cash timing, while simultaneously introducing estimates 

that require discipline and verification. 

9.6.2 Expenses, capitalization and the temptation to manage timing 

Expense recognition is not simply “matching expenses to revenue” as a free-standing permission to smooth results. Under IFRS, 

expenditures are capitalized when they meet the definition and recognition requirements of an asset under the relevant standard; otherwise 

they are recognized as expenses. Capitalizing a cost postpones expense recognition by recording an asset that will be consumed or impaired 

later. This distinction creates a recurring earnings-management pressure: an organization close to a profit target may prefer capitalization 

because it raises current-period profit. The accounting question is whether a controlled economic resource exists, not whether capitalization 

produces a more attractive result. 

9.7 Assets, Liabilities, Equity, Working Capital and Cash 

Financial health depends not only on how much an entity owns and owes, but on timing, quality and convertibility. Working capital is the 

net investment in short-term operating resources and obligations. The simplest balance-sheet measure is current assets minus current 

liabilities. Positive working capital can protect liquidity, yet excessive inventory and overdue receivables can trap cash. Negative working 

capital can signal distress, but some high-turnover retailers sustainably operate with customers paying before suppliers must be paid. The 

sign of working capital is therefore not a verdict; its composition and operating model matter. 

Net working capital = Current assets - Current liabilities 

Operational analysis should also examine receivables, inventory and payables separately. Cash deserves special attention because it settles 

obligations, but even cash requires interpretation. Restricted cash, customer trust balances and ring-fenced deposits may not be freely 

deployable. Foreign-currency cash may create exposure. Cash held in one subsidiary may not be immediately transferable to another 

because of legal, regulatory, tax or capital controls. Chapter 17 develops cross-border finance in depth; Chapter 9’s narrower lesson is that 

the label “cash” should not be equated automatically with unrestricted liquidity available to the whole group. 

9.7.1 Current and non-current classification 

Current classification usually reflects realization or settlement in the normal operating cycle, trading purposes, or expected realization or 

settlement within twelve months, subject to the detailed presentation rules. Non-current classification groups longer-horizon resources and 

obligations. The distinction is useful because liquidity is fundamentally a timing problem: can the entity convert assets to cash or generate 

cash quickly enough to meet obligations when due? A balance-sheet current ratio is only one approximation of that question. 

9.7.2 Trade payables, accruals and the financing hidden inside operations 

Trade payables arise when suppliers deliver goods or services before cash settlement. Accrued liabilities arise when an expense or obligation 

has been incurred but the final invoice or payment has not yet occurred. Both can provide ordinary operating financing, but increasing 

payables can mean different things. It may reflect growth and negotiated supplier terms, or it may signal delayed payment caused by 

liquidity pressure. An analyst should therefore compare payable growth with purchases, inventory, supplier terms and cash availability 

rather than treating a larger payable balance as automatically good or bad. 

The timing of supplier payment also has a moral dimension. Extending days payable outstanding can improve the buyer's cash conversion 

cycle, but using bargaining power to impose unexpectedly long terms on small suppliers can transfer financing stress to parties less able to 

bear it. Chapter 11 develops procurement and supply-chain relationships in depth. The accounting responsibility here is to make the 

obligation complete, correctly classified and transparent enough for users to see when operating liquidity is being supported by delayed 

settlement. 

9.8 Inventory and Cost of Sales 

Inventory sits at the intersection of accounting, operations and cash. Cash leaves the entity before the inventory becomes an expense. The 

cost remains on the statement of financial position until the inventory is sold or written down. IAS 2 requires inventories generally to be 

measured at the lower of cost and net realizable value. Cost includes costs of purchase, conversion and other costs incurred in bringing 

inventories to their present location and condition. For ordinarily interchangeable items, IFRS permits FIFO or weighted-average cost 

formulas; LIFO is not permitted (IFRS Foundation, 2024b). 

Cost of sales = Beginning inventory + Purchases or production costs - Ending inventory 



ACROSS MARKETS AND BORDERS CHAPTER 9 

OPEN CHRISTIAN PRESS  |  12 

The equation assumes the inventory records and cut-off are complete and the valuation basis is appropriate. 

9.8.1 Worked example: FIFO versus weighted average 

A trader buys 100 units at CU10 and another 100 units at CU12, then sells 150 units. Under FIFO, the oldest 100 units at CU10 and 50 units 

at CU12 are assigned to cost of sales, producing CU1,600 of cost of sales and CU600 of ending inventory. Under periodic weighted average, 

the average cost is CU11 per unit, producing CU1,650 of cost of sales and CU550 of ending inventory. With the same sales revenue, FIFO 

produces CU50 more gross profit in this rising-cost example. Neither method changes the physical cash already paid; the method changes 

how cost is allocated between current expense and closing inventory. 

Table 9.8. Inventory cost formula example. 

Source/Note: Author’s worked example. Tax rules and local requirements may differ from IFRS financial-reporting treatment. 

Method Cost of sales Ending inventory Interpretive effect 

FIFO CU1,600 CU600 Higher current gross profit when purchase costs are rising, all else equal 

Weighted average CU1,650 CU550 Smooths cost across units available for sale 

9.8.2 Inventory quality, obsolescence and cut-off 

Inventory is vulnerable to overstatement because obsolete, damaged or slow-moving goods may no longer recover their recorded cost. Net 

realizable value estimates require expected selling price less estimated completion and selling costs. Cut-off also matters: goods received 

before year-end but recorded later can understate liabilities and inventory; goods shipped to customers before control transfers can create 

premature revenue and understated inventory. Physical counts, system reconciliations and clear ownership terms therefore connect 

accounting to the operational controls developed more fully in Chapter 11. 

9.9 Receivables, Credit Losses and Revenue Quality 

A sale on credit creates revenue and a receivable, not cash. Receivables therefore connect commercial growth with credit risk. Fast revenue 

growth accompanied by even faster receivables growth may signal looser credit terms, collection problems, cut-off issues or simply a shift 

toward customer segments that pay later. The accounting treatment should not hide that economic distinction. 

IFRS 9 requires expected credit loss measurement rather than waiting for a customer to default before recognizing all impairment. Trade 

receivables without a significant financing component use a lifetime expected-credit-loss approach, and entities commonly use aging-based 

provision matrices adjusted for current and forward-looking information (IFRS Foundation, 2024f). The allowance is a valuation estimate, 

not a list of customers already known to be insolvent. 

Receivables turnover = Credit sales / Average trade receivables 

Days sales outstanding (DSO) ≈ 365 / Receivables turnover 

Higher turnover generally implies faster collection, but the ratio is sensitive to seasonality, sales mix and whether credit sales are disclosed. 

Dangote Cement’s 2025 accounts illustrate how this judgment appears in practice. The group describes a lifetime expected-credit-loss 

approach and a provision matrix for trade receivables, with additional provisions where specific evidence warrants them. Such disclosures 

allow readers to distinguish the gross amount invoiced from the amount management expects to collect. The analyst should examine changes 

in both gross receivables and the loss allowance, not simply the net balance. 

PROFESSIONAL PITFALL | Do not celebrate revenue growth without examining cash collection, receivable aging, returns, contract liabilities and 

credit-loss allowances. A sale that cannot be collected is not economically equivalent to cash revenue. 

9.10 Non-Current Assets, Depreciation, Impairment and Common Judgments 

Property, plant and equipment represent resources expected to contribute to more than one reporting period. IAS 16 requires recognition 

when it is probable that future economic benefits associated with the item will flow to the entity and the cost can be measured reliably. 

Initial cost includes directly attributable costs of bringing the asset to the location and condition necessary for operation. Subsequent 

accounting then allocates the depreciable amount and considers impairment, disposal and, where relevant, revaluation (IFRS Foundation, 

2024a). 

Straight-line depreciation = (Cost - Residual value) / Useful life 

Depreciation is an allocation of depreciable amount, not a valuation of current market price. 

9.10.1 Worked example: depreciation is not a cash outflow 

If equipment costs CU50,000, has an estimated residual value of CU5,000 and an estimated useful life of five years, straight-line 

depreciation is CU9,000 per year. The CU50,000 cash outflow occurred when the asset was purchased. Annual depreciation subsequently 

reduces reported profit and the carrying amount of the asset without requiring another CU9,000 cash payment. This is why cash from 

operations is commonly reconciled from profit by adding back depreciation under the indirect cash-flow method. 
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Useful lives, residual values and patterns of consumption are estimates. IAS 8 distinguishes changes in accounting estimates from 

corrections of prior-period errors. Changes in estimates generally affect the current and future periods prospectively because new 

information has changed the estimate; material prior-period errors are corrected retrospectively when practicable. This distinction matters 

morally as well as technically. A genuine revision based on new evidence should not be described as wrongdoing, while an old error should 

not be disguised as a harmless change in estimate. 

9.10.2 Impairment, leases and other representation judgments 

An asset can become impaired when its carrying amount is no longer recoverable under the relevant standard. Impairment disciplines 

optimism by requiring entities to revisit expected benefits when adverse evidence emerges. Leases create another representation challenge 

because contracts can contain both lease and non-lease components and can be denominated in foreign currencies. Chapter 9 does not teach 

IFRS 16 comprehensively, but the MTN Rwanda case in Section 9.19 shows why seemingly technical classification and measurement 

decisions can materially affect depreciation, finance costs, foreign-exchange movements and comparatives without changing the underlying 

customer activity. 

9.10.3 Intangible assets and the boundary between investment and expense 

Modern firms can invest heavily in software, licences, patents, data-related capabilities, brands and other resources without physical 

substance. IAS 38 defines an intangible asset as an identifiable non-monetary asset without physical substance and requires recognition only 

when the relevant definition and recognition conditions are met. Purchased software or licences can often be identified and measured 

directly. Internally generated resources are more difficult because expenditure may simultaneously maintain operations, build knowledge 

and create possible future benefits (IFRS Foundation, n.d.-b). 

The research-development distinction is especially important. Research expenditure is expensed when incurred because the entity cannot yet 

demonstrate a qualifying asset. Development expenditure is capitalized only after stringent criteria are demonstrated, including technical 

feasibility, intention and ability to complete and use or sell the asset, probable future benefits, adequate resources and reliable measurement 

of attributable expenditure. The rule protects financial statements from turning optimistic innovation narratives into assets before evidence 

supports recognition. It also means that accounting book value can understate economically important internally generated capabilities that 

do not meet recognition criteria. 

9.10.4 Provisions, contingent liabilities and contingent assets 

Some obligations are real even when their timing or amount is uncertain. IAS 37 requires a provision when a present legal or constructive 

obligation arises from a past event, an outflow of economic resources is probable and the amount can be estimated reliably. Examples 

include qualifying warranty obligations, restoration duties and some legal claims. The estimate should reflect the amount the entity would 

rationally pay to settle or transfer the obligation at the reporting date, with risks and uncertainties considered appropriately (IFRS 

Foundation, n.d.-a). 

A contingent liability is generally not recognized when the obligation is only possible or the required outflow is not probable, but it is 

disclosed unless the possibility of outflow is remote. A contingent asset is not recognized merely because an inflow is hoped for; disclosure 

may be appropriate when an inflow is probable, while recognition waits until the inflow is virtually certain and the asset is no longer 

contingent. The asymmetry is not permission to manufacture pessimism. It is a discipline against recognizing uncertain gains as though they 

were already earned while hiding plausible obligations from users. 

9.11 Cash-Flow Reporting: Why Profit Is Not Cash 

IAS 7 classifies cash flows into operating, investing and financing activities. Operating activities arise principally from the entity’s revenue-

producing activities. Investing activities concern acquisition and disposal of long-term assets and investments not classified as cash 

equivalents. Financing activities change the size and composition of contributed equity and borrowings. The categories help users separate 

cash generated by the business model from cash obtained by selling assets or raising finance (IFRS Foundation, 2024c). 

Table 9.9. Reading the statement of cash flows. 

Source/Note: Classification details can vary under IAS 7 and by transaction. Always read the entity’s accounting policy. 

Category Illustrative flows Analytical question 

Operating Cash collected from customers; payments to suppliers and employees; many taxes Does the core business generate cash sustainably? 

Investing Purchase or sale of PPE; qualifying investments and acquisitions How much cash is reinvested or realized from long-term resources? 

Financing Borrowings, repayments, share issues and dividends How is the entity funded and how is capital returned? 

9.11.1 Direct and indirect views of operating cash 

The direct method presents major classes of operating cash receipts and payments. The indirect method begins with profit and reconciles it 

to operating cash by adjusting for non-cash items, non-operating classifications and changes in operating assets and liabilities. The 

reconciliation is analytically valuable because it explains why profit and cash differ. 
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Operating cash flow ≈ Profit + Non-cash charges - Increases in operating assets + Increases in operating liabilities ± other 

reconciliations 

The signs reverse for decreases. The exact reconciliation follows the entity’s cash-flow policy and statement structure. 

Return to Imena Trade Ltd. Profit was CU13,000. Adding back CU4,000 depreciation, subtracting the CU15,000 increase in receivables and 

CU12,000 increase in inventory, and adding the CU1,000 increase in payables produces negative CU9,000 operating cash flow. Investing 

cash flow is negative CU24,000 for equipment, while financing cash flow is positive CU100,000 from owner capital. Ending cash therefore 

equals CU67,000. Every figure reconciles, yet the story is materially different depending on whether the reader looks at profit, operations or 

financing. 

9.11.2 Free cash flow is useful but not standardized 

Analysts often compute free cash flow as operating cash flow less capital expenditure. The metric can be useful for understanding cash 

remaining after investment required to sustain or expand the asset base, but it is not a single standardized IFRS subtotal. Definitions vary 

over treatment of leases, acquisitions, asset sales and growth investment. Any use of “free cash flow” should therefore disclose the formula 

rather than assume universal comparability. 

9.12 IFRS, Reporting Quality and the International Reporting Environment 

International Financial Reporting Standards seek to create a common financial-reporting language across jurisdictions that require or permit 

them. For African firms operating across borders, comparability can reduce the cost of interpreting unfamiliar statements, support 

consolidated reporting and facilitate communication with lenders and investors. Yet uniform standards enter heterogeneous legal, 

enforcement, tax, ownership and capital-market environments. High-quality standards are a necessary input to high-quality reporting, not a 

sufficient condition. 

9.12.1 Full IFRS and IFRS for SMEs 

The IFRS Foundation maintains full IFRS Accounting Standards for entities within the relevant jurisdictional scope and a separate IFRS for 

SMEs Accounting Standard designed for entities without public accountability that publish general-purpose financial statements for external 

users. The IASB issued the third edition of IFRS for SMEs in 2025, effective for annual periods beginning on or after 1 January 2027 with 

early application permitted. The update aligns some principles more closely with full IFRS while retaining simplifications appropriate to 

private entities (IFRS Foundation, 2025). 

Rwanda’s IFRS Foundation jurisdiction profile records adoption of IFRS Standards and IFRS for SMEs through the national professional 

and regulatory framework, with full IFRS applying to listed entities and other publicly accountable entities and IFRS for SMEs available for 

eligible non-publicly-accountable entities. Because the published jurisdiction profile has historically been updated less frequently than 

standards themselves, practitioners should verify current entity-level requirements with the Institute of Certified Public Accountants of 

Rwanda, the relevant regulator and current law before relying on a profile summary (IFRS Foundation, 2017). 

9.12.2 IFRS 18 and the changing presentation of performance 

IFRS 18 replaces IAS 1 for annual periods beginning on or after 1 January 2027. Its importance for Chapter 9 is pedagogical: even when 

underlying recognition and measurement principles remain stable, the way performance is presented can change to improve comparability 

and transparency. Defined subtotals and disclosures of management-defined performance measures respond partly to the reality that firms 

and analysts have long used non-GAAP or alternative performance measures. Readers should distinguish standardized subtotals from 

management-defined metrics and reconcile the latter to IFRS measures (IFRS Foundation, 2024e). 

9.12.3 Standards, incentives and enforcement 

Evidence on mandatory IFRS adoption cautions against attributing every improvement in reporting quality to standards alone. Barth, 

Landsman, and Lang (2008) found higher accounting quality among firms applying international accounting standards in their cross-country 

sample, while Daske et al. (2008) reported capital-market benefits concentrated where firms had incentives to be transparent and where 

enforcement was stronger. Ball (2006) similarly emphasized that implementation depends on preparer, auditor, regulator and legal 

incentives. African evidence also stresses implementation conditions. Abdul-Baki (2020), examining Nigerian reforms, shows why 

accounting quality must be studied as an institutional outcome rather than assumed from formal adoption. 

POLICY LENS | Harmonization can reduce reporting friction, but centralized standards do not eliminate legitimate questions about implementation 

capacity, local enforcement, compliance cost and proportionality for smaller entities. The professional question is not whether harmonization is 
intrinsically good or bad. It is whether a reporting architecture produces decision-useful, faithfully represented information at a proportionate cost in the 

actual institutional setting. 
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9.13 Ratio Analysis: Turning Financial Statements into Questions 

 
Figure 9.5. From reported numbers to a performance diagnosis. 

Source/Note: Author’s synthesis. 

A financial ratio expresses a relationship between accounting amounts. Ratios make scale differences easier to compare and can reveal 

changes that raw numbers hide. They do not explain why a relationship changed. A weak current ratio may result from distress, an efficient 

negative-working-capital model, a recent acquisition or a classification change. Ratio analysis should therefore generate hypotheses that are 

tested against notes, cash flows, segment information, industry structure and operational evidence. 

Table 9.10. Core financial ratios and interpretation limits. 

Source/Note: Author’s synthesis. Use average balance-sheet denominators where appropriate and state numerator definitions explicitly. 

Ratio Formula Primary use Major caution 

Current ratio Current assets / Current liabilities Short-term balance-sheet 

coverage Quality and timing of current assets and liabilities matter. 

Quick ratio (Cash + short-term investments + receivables) / 
Current liabilities More liquid coverage Definitions vary; receivables may be weak. 

Gross margin Gross profit / Revenue Product and direct-cost 

economics Affected by cost classification and mix. 

Operating 
margin Operating profit / Revenue Operating profitability IFRS 18 improves subtotal consistency from 2027, but 

comparatives need care. 

Net margin Profit after tax / Revenue Bottom-line profitability Finance, tax and non-recurring items can dominate. 

ROA Profit / Average total assets Return generated from asset base Use a comparable numerator; asset measurement affects 

denominator. 

ROE Profit attributable to owners / Average equity Return on owners’ accounting 

equity Can rise because of leverage or shrinking equity. 

Asset turnover Revenue / Average total assets Revenue generated per unit of 
assets Business models have structurally different capital intensity. 

Inventory 

turnover Cost of sales / Average inventory Speed of inventory conversion Seasonality and write-downs distort comparison. 

DSO Average receivables / Credit sales × 365 Collection speed Credit sales may not be separately disclosed. 

Debt-to-equity Interest-bearing debt / Equity Financial leverage Lease liabilities and definitions vary. 

Interest 

coverage Operating profit or EBIT / finance cost Ability to absorb finance cost Numerator conventions vary; cash timing also matters. 

CFO / profit Operating cash flow / Profit Cash conversion of accounting 
earnings 

One-year working-capital releases can make the ratio 
temporarily high. 

9.13.1 DuPont decomposition: why ROE can improve for different reasons 

ROE = Net profit margin × Asset turnover × Equity multiplier 

The DuPont identity decomposes return on equity into operating or economic performance and financing structure. A company can increase 

ROE by earning a higher margin, generating more revenue from its asset base, or using more assets per unit of equity through leverage. The 
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same headline ROE can therefore describe very different risk profiles. Research continues to use DuPont components because they help 

separate persistent operating drivers from financing effects (Jin, 2017). 

9.13.2 Worked example: Dangote Cement 2025 

Using Dangote Cement’s audited group figures, 2025 net margin was approximately 23.6% (₦1,014.921bn / ₦4,306.704bn). Average total 

assets were approximately ₦6,221.983bn, producing asset turnover of about 0.692 times and return on average assets of about 16.3%. 

Average equity was approximately ₦2,397.691bn, producing return on average equity of about 42.3%. The corresponding equity multiplier 

was about 2.595. Multiplying the three DuPont components, 23.6% × 0.692 × 2.595, reproduces roughly 42.3% ROE. The decomposition 

shows that the return is jointly a margin, asset-utilization and capital-structure outcome, not a single managerial achievement. 

Operating cash flow of ₦1,710.762bn was about 1.69 times profit after tax, a strong cash-conversion signal for the year. Total liabilities 

were approximately 56.6% of total assets at year-end, down from about 66.0% in 2024, while total borrowings fell materially. These 

calculations improve interpretation but do not by themselves establish the causes or sustainability of the improvement. The next step is to 

examine working capital, financing movements, segment mix, inflation, pricing and notes. 

9.14 Trend, Common-Size and Benchmarking Analysis 

9.14.1 Horizontal and trend analysis 

Horizontal analysis compares amounts across periods. A simple growth rate equals the current-period amount minus the prior-period 

amount, divided by the prior-period amount. Multi-year trend analysis may set a base year to 100 or calculate compound annual growth 

where the interval and endpoints are meaningful. In high-inflation environments, nominal growth should not be interpreted automatically as 

real expansion. Currency translation can also change consolidated amounts even when local-currency operations are stable. 

Growth rate = (Current period - Prior period) / Prior period 

The analyst should state whether figures are nominal, real, constant-currency, reported or restated. 

9.14.2 Common-size analysis 

Common-size statements scale income-statement items by revenue and statement-of-financial-position items by total assets or another 

justified base. The method exposes structural changes. A rise in receivables from 8% to 15% of assets can be more informative than the 

absolute increase if the firm itself has doubled in scale. Common-size analysis is especially useful across firms of different sizes, but it 

cannot make accounting policies identical. 

9.14.3 Benchmarking requires a genuinely comparable peer 

Benchmarking can compare a firm with its own history, direct competitors, industry medians, covenant thresholds or strategic targets. The 

peer must be economically comparable. A mobile-money platform, cement producer, supermarket and software business will naturally have 

different inventory, receivable, asset-turnover and margin structures. Geographic differences in inflation, tax, regulation and infrastructure 

can also change accounting relationships. Benchmarking is strongest when the analyst explains why the comparator should behave similarly 

before interpreting the difference. 

AFRICAN CONTEXT | Cross-country African benchmarking requires particular care where firms operate under different currencies, inflation rates, 

market formalization, power costs, import dependence, tax systems and access to long-term finance. “Africa average” can be analytically empty when the 

decision concerns a specific industry and institutional context. 

9.15 Earnings Quality, Cash Conversion and Early-Warning Indicators 

Earnings quality does not have a single universally accepted measure. Dechow, Ge, and Schrand (2010) emphasize that quality is 

conditional on the decision context: an earnings number useful for predicting future performance may be evaluated differently from one used 

for contracting. A practical analyst asks whether reported earnings are supported by cash generation, repeatable operations, defensible 

estimates and transparent classification. 

9.15.1 Accruals are necessary, but unusually aggressive accruals deserve attention 

Accrual accounting is not a defect. Receivables, depreciation, provisions and inventories exist precisely because cash timing differs from 

economic performance. The warning arises when accruals grow unusually relative to the business model or when judgment consistently 

accelerates revenue and defers expenses. Sloan (1996) documented differences in the persistence of accrual and cash-flow components of 

earnings, helping establish why cash conversion is analytically relevant. The finding should not be converted into a mechanical rule that 

every high-accrual firm is manipulating earnings. 

9.15.2 Early-warning signals 
Table 9.11. Early-warning indicators as questions, not accusations. 

Source/Note: Author’s synthesis. Any one signal can have benign or serious explanations; investigation is required before drawing conclusions. 

Signal Possible mechanism Evidence to inspect 
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Signal Possible mechanism Evidence to inspect 

Revenue rising much faster than cash 

collections Looser terms, collection issues, cut-off or mix change Receivable aging, contract assets, returns and CFO 

Inventory rising faster than sales Demand slowdown, stocking strategy, input inflation or 
overproduction Inventory days, write-downs and purchase commitments 

Profit rising while CFO weakens repeatedly Working-capital absorption or aggressive accruals CFO/profit, receivables, inventory and provisions 

Frequent restatements Complexity, weak systems, changing estimates or prior errors Restatement notes, auditor reports and control 

remediation 

Large non-GAAP adjustments every year Recurring costs presented as exceptional Reconcile adjusted measures to IFRS figures 

Short-term borrowings financing long-lived 

assets Maturity mismatch and refinancing risk Debt maturity table, interest coverage and cash forecast 

Rapid capitalization of internally generated 
costs Possible deferral of expenses Asset policy, additions, impairment and development 

criteria 

Rising related-party balances Group financing or potential transfer of risk or value Related-party notes and settlement terms 

9.15.3 Historical scoring models: useful screens, dangerous verdicts 

Beaver (1968b) and Altman (1968) showed that financial ratios can help discriminate between distressed and non-distressed firms. Beneish 

(1999) later developed a model using financial-statement variables to identify firms more likely to have manipulated earnings, while 

Piotroski (2000) combined accounting signals into a financial-strength score for a particular investment setting. These models are 

historically influential, but their coefficients, populations and thresholds are context-specific. They should be treated as screening devices 

whose performance can decay across countries, industries and periods, not as universal forensic tests or investment advice. 

9.15.4 Cash conversion cycle 

Cash conversion cycle (CCC) = DIO + DSO - DPO 

DIO is days inventory outstanding, DSO is days sales outstanding, and DPO is days payables outstanding. The CCC estimates the time 

between paying suppliers and collecting cash from customers. A shorter cycle generally reduces working-capital financing needs, but 

extreme reduction can damage operations if inventory becomes too lean, customers are pressured unfairly, or suppliers are paid so slowly 

that relationships and continuity suffer. Chapter 11 develops these operational trade-offs. Chapter 9 uses the CCC only as a financial-

performance bridge between inventory, receivables, payables and cash. 

9.16 Budgeting and Basic Forecasting Links to Managerial Planning 

Financial statements are historical, but managers must plan forward. Budgeting translates expected activity into a coherent financial plan: 

sales assumptions affect receivables and cash collections; purchasing assumptions affect inventory, payables and cash; staffing affects 

expenses and payroll liabilities; investment affects cash and future depreciation; borrowing affects liquidity and finance cost. A budget is 

therefore most useful when its income statement, statement of financial position and cash forecast reconcile rather than being prepared as 

disconnected spreadsheets. 

9.16.1 A simple cash budget 

Suppose a distributor expects sales of CU80,000 in January, CU100,000 in February and CU120,000 in March. Customers pay 25% in the 

month of sale and 75% in the following month. February cash collections are therefore CU85,000: CU25,000 from February sales plus 

CU60,000 from January sales. March collections are CU105,000: CU30,000 from March sales plus CU75,000 from February sales. Revenue 

growth therefore precedes cash growth because most collections are delayed by one month. 

The cash budget becomes decision-useful only when collections are integrated with payment timing. If inventory purchases must be paid 

before the related customer cash arrives, payroll is fixed and a loan repayment falls due in February, the company may need temporary 

financing even while the accrual income statement shows rising profit. Budget variance analysis then compares actual outcomes with the 

approved plan and investigates material differences. A variance is evidence for diagnosis, not proof of poor management: it can arise from 

demand, price, capacity, regulation, collection delays or an unrealistic original assumption. Chapters 4 and 5 provide advanced forecasting, 

scenario and uncertainty tools; Chapter 9 preserves accounting coherence by ensuring that planned income, balance-sheet movements and 

cash flows reconcile. 
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9.17 Digital Accounting, Fintech and AI-Assisted Workflows 

 
Figure 9.6. Digital accounting architecture: automation with an audit trail. 

Source/Note: Author’s synthesis. Digital systems differ by organization; the control layer should not be bypassed merely because data originate electronically. 

Contemporary accounting increasingly begins inside operational systems rather than in a manual journal. Point-of-sale terminals create sales 

records; mobile-money APIs create payment events; e-commerce systems produce orders and refunds; payroll platforms calculate 

obligations; banks transmit transaction feeds; ERP systems integrate purchasing, inventory, receivables, fixed assets and the general ledger. 

This integration can improve timeliness and reduce re-keying, but it also means that a mapping or interface error can propagate rapidly 

across thousands of transactions. 

Research on internet-related technologies shows that digital systems reshape accountants’ roles toward data integration, interpretation, 

control and advisory work rather than eliminating accounting judgment (Moll & Yigitbasioglu, 2019). Generative AI and machine learning 

extend the possibilities: systems can classify invoices, propose journal entries, match transactions, detect anomalies, summarize variance 

explanations and assist disclosure drafting. Recent accounting research emphasizes that these capabilities create new research and 

professional questions about validation, human comparative advantage and accountability rather than making the discipline automatic 

(Stratopoulos & Wang, 2025). 

9.17.1 The accounting risks of automation 
Table 9.12. Digital accounting benefits and control questions. 

Source/Note: Author’s synthesis, informed by Moll and Yigitbasioglu (2019), Stratopoulos and Wang (2025), and current audit-technology guidance. 

Technology Potential value Control question 

Automated coding Consistent treatment at scale Could a wrong account mapping be replicated across all transactions? 

Bank or API feeds Timely reconciliation How are duplicate, delayed, failed or unmatched transactions detected? 

OCR/document extraction Reduced manual entry How are misread amounts, vendors and tax fields validated? 

AI anomaly detection Prioritizes unusual transactions How are false positives, missed novel fraud and opaque rationale handled? 

Generative AI drafting Faster narrative and policy drafts How are fabricated explanations, omitted caveats and confidentiality leakage prevented? 

Continuous close Faster reporting Are period locks and override controls strong enough to protect cut-off? 

AI ACCOUNTABILITY | An AI-generated journal entry is a proposal, not an accountable act. A named person or properly governed system must own 

authorization, evidence, exception handling and post-entry review. The easier it becomes to generate a plausible explanation, the more important it 

becomes to preserve source evidence and independent challenge. 

9.17.2 Control design for generative AI in accounting 

The control problem becomes more demanding when generative AI can draft entries, explanations or disclosures in natural language. In 

2026, COSO issued practical guidance applying its internal-control framework to generative AI, emphasizing risks that include cyber 

exposure, prompt-based manipulation, opaque reasoning, model drift and frequent configuration change (Committee of Sponsoring 

Organizations of the Treadway Commission [COSO], 2026). The accounting implication is straightforward: fluent output cannot be treated 

as evidence of correctness. 

A defensible accounting use case should identify the approved model and data sources, restrict access to confidential information, preserve 

prompts and source evidence where appropriate, validate outputs against authoritative records, define monetary and risk thresholds for 

human review, log overrides, control model or configuration changes, and specify incident-escalation and rollback procedures. High-risk 

judgments such as revenue recognition, impairment, provisions or material disclosures should never be accepted solely because an AI-

generated rationale sounds coherent. Automation should reduce clerical friction while making accountability more explicit, not less. 
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9.18 Internal Controls and Audit Awareness 

Financial reporting quality depends on the process that produces the numbers. Internal controls are policies, procedures, system 

configurations and human practices designed to reduce risks such as unauthorized transactions, incomplete recording, inaccurate 

measurement, theft, inappropriate access and misleading reporting. Controls do not eliminate risk. They make important errors and abuses 

harder to commit without prevention, detection or traceability. 

Table 9.13. Core financial-reporting control objectives. 

Source/Note: Author’s synthesis. Control design should be proportionate to entity size, complexity and risk. 

Control objective Question Illustrative control 

Authorization Is the transaction appropriately authorized? Approval workflow for purchase orders 

Completeness Are all valid transactions recorded? Sequential invoice controls; interface completeness checks 

Accuracy Are amounts and classifications correct? Three-way match; automated validation plus exception review 

Occurrence/existence Is the recorded transaction or asset genuine? Customer confirmation; physical inventory count 

Cut-off Is the transaction recorded in the correct period? Year-end shipping and receiving review 

Safeguarding Are assets and credentials protected? Access controls, dual custody and bank mandates 

Reconciliation Do independent records agree or are differences resolved? Bank reconciliation; subledger-to-general-ledger reconciliation 

Segregation of duties Can one person initiate, approve, record and conceal the same event? Separate vendor creation, payment approval and reconciliation 

9.18.1 Internal control as a system: the COSO architecture 

A list of controls is not yet a control system. COSO's Internal Control-Integrated Framework organizes internal control around five 

interacting components: the control environment, risk assessment, control activities, information and communication, and monitoring 

activities (COSO, 2013). The control environment establishes integrity, competence, authority and accountability. Risk assessment identifies 

threats to reporting objectives. Control activities translate risk responses into approvals, reconciliations, access restrictions and other 

procedures. Information and communication ensure that relevant evidence reaches the right people, while monitoring tests whether the 

system remains present and functioning. 

The architecture is especially important in smaller and fast-growing firms because founders often rely on trust and personal oversight longer 

than transaction volume permits. A founder who can create a vendor, approve an invoice, release payment and reconcile the bank has 

operational convenience but also the ability to conceal error or abuse. Where full segregation is not economical, compensating controls such 

as independent bank review, dual authorization above thresholds, exception reporting and periodic external review can reduce risk. Control 

design should be proportionate, but lack of scale is not a justification for lack of accountability. 

9.18.2 What an external audit does and does not mean 

An external financial-statement audit is designed to obtain reasonable, not absolute, assurance that the statements as a whole are free from 

material misstatement, whether due to fraud or error, and to report in accordance with the applicable auditing standards. Reasonable 

assurance is high but not perfect because audits use judgment, sampling, materiality and evidence obtained under real-world constraints. An 

unmodified audit opinion is therefore not a guarantee that every transaction is correct, every fraud is absent, the business is solvent forever 

or management acted ethically in every respect. 

Audit awareness improves managerial practice because it disciplines assertions. For a reported cash balance, auditors and managers ask 

about existence, rights, completeness and reconciliation. For revenue, they ask whether transactions occurred, were recorded in the correct 

period and were measured appropriately. For inventory, physical existence and valuation both matter. The most important audit habit for 

non-auditors is professional skepticism: seek corroborating evidence when an explanation is unusually convenient, a balance is unexpectedly 

large, or a control has been overridden. 

9.19 African Case: MTN Rwanda, Restatement and the Meaning of Comparability 

MTN Rwandacell PLC’s 2025 audited results provide an unusually instructive African case because they make retrospective accounting 

adjustment visible to ordinary statement users. During 2025, management reported that certain non-lease components in network-

infrastructure agreements had previously been included in lease liabilities and right-of-use assets. Following technical reassessment under 

IFRS 16, those components were excluded and comparative 2024 information, including opening balances, was adjusted retrospectively. 

The changes affected right-of-use assets, lease liabilities, depreciation, finance costs, foreign-exchange movements and related tax amounts 

(MTN Rwandacell PLC, 2026). 

The company emphasized that the adjustment concerned technical accounting and did not change underlying operational performance or 

cash generation. That distinction is educationally important. Financial statements are representations governed by classification and 

measurement rules. Correcting the representation can change profit, assets or liabilities even when no new customer transaction occurs at the 
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correction date. Conversely, unchanged cash does not mean the correction is unimportant: inaccurate liabilities or depreciation can affect 

solvency assessment, trend comparison and performance metrics. 

The case is even more valuable when read with MTN Rwanda’s earlier reporting. Its 2024 annual financial statements disclosed other prior-

year restatements, including lease-calculation errors and a fintech issue involving bank-to-wallet transactions and reconciliation gaps that 

contributed to a reported accumulated loss of about Rwf4.8 billion for relevant historic transactions. In Q1 2025 reporting, the company 

noted that restating Q1 2024 tax and lease accounting changed the comparative quarter from a reported profit of Rwf749 million to a loss of 

Rwf1.2 billion (MTN Rwandacell PLC, 2025a, 2025b). These are company disclosures, but because they describe corrections to audited or 

comparative information, they provide direct evidence of how systems, reconciliations and accounting judgments can reshape reported 

performance. 

Table 9.14. MTN Rwanda: restatement as an accounting-learning case. 

Source/Note: MTN Rwandacell PLC (2025a, 2025b, 2026). Figures and descriptions are based on company financial reporting; the case is not an allegation of current 

misconduct. 

Issue Reported accounting effect Learning point 

Technical lease 
reassessment 

Right-of-use assets and lease liabilities; 
depreciation; finance cost; FX; tax Classification and measurement judgments can affect multiple statements. 

Retrospective comparative 

adjustment 2024 and opening 2024 information updated Comparability requires prior periods to be restated when material errors are corrected and 

the applicable rules require retrospective treatment. 

Fintech reconciliation issue E-money-related balances and retained earnings 
affected Digital transaction systems still require complete cash-to-ledger reconciliation. 

Q1 2024 comparative flip Profit Rwf749m became loss Rwf1.2bn after 

restatement 
Headline performance can change materially without a change in the underlying historical 

customer activity. 

EVIDENCE CHECK | A restatement is not automatically evidence of fraud, and the absence of a restatement is not proof that reporting is flawless. The 

correct analysis identifies what changed, why it changed, which periods were affected, whether cash or only accounting classification changed, and what 

control remediation the event suggests. 

9.20 Global Comparative Case: Wirecard and the Difference Between Recorded 

Cash and Verified Cash 

Wirecard demonstrates the catastrophic limit of internally coherent accounting when the underlying economic evidence is false. In June 

2020, the German payments company announced that €1.9 billion it had claimed to hold in escrow accounts was probably missing; it filed 

for insolvency shortly afterward. The European Securities and Markets Authority subsequently conducted a fast-track peer review of the 

German financial-reporting supervisory response and identified deficiencies, inefficiencies and legal or procedural impediments in the 

system of enforcement (ESMA, 2020a, 2020b). 

The accounting lesson is not that cash is always easy to audit or that one scandal invalidates financial reporting. It is that existence must be 

independently evidenced. A ledger balance labeled “cash” has no economic value merely because debits equal credits. Confirmation, bank 

evidence, reconciliation, rights over the account, counterparty authenticity and access controls matter. When management explanations 

conflict with external evidence, professional skepticism must increase rather than decrease because the reported amount is large or the firm 

is prestigious. 

Wirecard also shows why audit and enforcement form part of an ecosystem. Preparers create the statements; auditors test material assertions; 

boards oversee reporting; banks and counterparties provide evidence; regulators enforce rules; analysts and journalists may identify 

inconsistencies; courts allocate legal responsibility. Concentrating all trust in one institution creates a single point of epistemic failure. 

Accountability is stronger when independent actors can challenge one another and evidence can be traced across institutional boundaries. 

The institutional story did not end in 2020. In its July 2024 follow-up, ESMA reported that Germany had substantially revised and 

strengthened its financial-reporting supervisory system, discontinued the former two-tier arrangement, improved safeguards for supervisory 

independence, and expanded cooperation and information exchange (European Securities and Markets Authority [ESMA], 2024). The 

update matters because scandal analysis should include remediation: control failures are most educational when professionals ask which 

structures changed, whether the change addressed the identified mechanism, and what residual risks remain. 

CRITICAL DEBATE | A technically sophisticated reporting regime can still fail when incentives, independence, evidence access or enforcement are 

weak. Conversely, a scandal should not be used to claim that all accounting estimates are arbitrary. The discipline is to distinguish necessary judgment 

from unsupported assertion and to design systems that make important claims independently testable. 

9.21 Faith, Ethics and Moral Reasoning: Accounting as Truth-Telling and 

Stewardship 

Accounting is morally significant because numbers distribute trust, capital, responsibility and consequences. A reported profit can trigger a 

bonus, dividend, covenant test, tax payment, credit decision, redundancy decision or public claim of success. A liability omitted from the 
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balance sheet can transfer risk to lenders, employees or suppliers who did not consent to bear it. An aggressive estimate can meet a 

numerical target today while leaving a future team to absorb the reversal. The moral question is therefore not merely whether a journal entry 

is permitted, but whether the financial representation tells the truth about entrusted resources and obligations to persons who reasonably rely 

on it. 

Christian moral reasoning places truthful measurement inside a wider theology of faithful stewardship. Proverbs 11:1 condemns dishonest 

scales, making economic measurement a moral matter rather than a merely technical one. Leviticus 19:35-36 similarly requires honest 

measures. Luke 16:10-12 links faithfulness in entrusted resources with character, while 2 Corinthians 8:20-21 shows deliberate concern for 

conduct that is honorable before both the Lord and people. These texts do not supply IFRS measurement rules. They supply moral 

boundaries within which professional judgment should operate. 

9.21.1 The genuine moral questions in financial reporting 
Table 9.15. Moral reasoning inside accounting judgments. 

Source/Note: Author’s synthesis. Technical accounting conclusions must still be established from the applicable standards and evidence. 

Decision Diagnostic question Moral concern 

Revenue timing Would this recognition still be defended if the period had no bonus or covenant target? Truthfulness; faithful representation; non-deception 

Estimate selection Are optimistic and pessimistic assumptions challenged with equal rigor? Prudence without bias; humility under uncertainty 

Capitalization Does a genuine controlled resource exist, or is current expense being postponed to protect 

profit? Stewardship; responsibility to future periods 

Disclosure Is a material fact technically present but intentionally buried or obscured? Transparent communication; respect for user 

agency 

Provisions and 

impairment Are losses delayed because acknowledgement is reputationally costly? Courage; responsibility for foreseeable 

consequences 

Whistleblowing What should a professional do when authorized superiors demand a misleading entry? Moral courage; conscience; accountability 

Adjusted metrics Does the measure clarify economics or exclude recurring costs to manufacture a preferred 
story? Truthfulness; fair dealing 

9.21.2 Christian reasoning and serious alternative ethical perspectives 

Christian ethics adds a distinctive account of persons, stewardship and truth, but professional judgment should understand other serious 

ethical traditions fairly. A deontological perspective emphasizes duties not to deceive and respect for rules and persons. Consequentialism 

asks who benefits or is harmed by reporting choices, including downstream effects of misleading statements. Virtue ethics asks what 

repeated choices are forming in the accountant or executive: honesty, courage, practical wisdom or habitual rationalization. Justice 

perspectives examine whether information asymmetry shifts risks onto less powerful stakeholders. Care ethics draws attention to 

relationships and vulnerability, especially where employees, small suppliers or customers cannot easily protect themselves. 

These approaches can converge on the wrongness of deliberate misrepresentation while differing on justification and difficult edge cases. 

Christian moral reasoning should not use Scripture as a shortcut around technical analysis. A faithful accountant still needs to understand the 

standard, gather evidence, calculate correctly and document judgment. The Christian contribution is that technical competence is held within 

an explicit obligation to love the neighbour who will rely on the report, resist partiality, refuse dishonest gain, exercise stewardship over 

entrusted assets, and accept accountability even when truth is costly. 

9.21.3 Legal compliance is a floor, not the whole moral judgment 

Financial reports can mislead without containing an easily prosecutable falsehood. Management may emphasize favorable adjusted metrics 

while placing adverse IFRS information deep in the notes. A lawful estimate can be selected at the aggressive edge of a reasonable range to 

hit a bonus threshold. A disclosure can be technically complete yet incomprehensible to the intended reader. Moral legitimacy therefore asks 

whether the presentation as a whole is designed to communicate economic reality faithfully, not merely whether counsel can defend each 

isolated sentence. 

FAITH AND VOCATION | The accountant’s vocation is not to make the numbers look good. It is to make the economic story traceable, faithful and 

intelligible, then to have the courage to preserve that truth when incentives reward distortion. Profit can be celebrated when it is honestly earned and 

honestly reported; stewardship is compromised when reporting becomes an instrument for hiding the true condition of entrusted resources. 

https://www.biblegateway.com/passage/?search=Proverbs%2011%3A1&version=CSB
https://www.biblegateway.com/passage/?search=Leviticus%2019%3A35-36&version=CSB
https://www.biblegateway.com/passage/?search=Luke%2016%3A10-12&version=CSB
https://www.biblegateway.com/passage/?search=2%20Corinthians%208%3A20-21&version=CSB
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9.22 Professional Toolkit: Financial Performance and Accountability Review (FPAR) 

 
Figure 9.7. Financial Performance and Accountability Review. 

Source/Note: Author’s original professional protocol. 

Table 9.16. FPAR professional review protocol. 

Source/Note: Author’s synthesis for this chapter. The protocol is an analytical aid, not an audit standard. 

FPAR step Professional action Decision question 

1. Scope the question Define entity, period, decision, users and materiality. What exactly am I trying to know or decide? 

2. Verify the source Identify audited/unaudited status, currency, restatements, policies and 

provenance. Can I trace the number to a credible statement or note? 

3. Reconcile the statements Link profit, equity, balance-sheet movements and cash flows. Do the statements tell one coherent accounting story? 

4. Analyze relationships Calculate ratios, trends, common-size and segment movements. Which changes are economically unusual or important? 

5. Challenge judgments Inspect revenue timing, estimates, provisions, impairment and 

capitalization. Which assumptions most influence the result? 

6. Test cash and controls Inspect cash conversion, working capital, reconciliations and control 
evidence. 

What cash or independent evidence supports the reported 
performance? 

7. Judge risk and ethics Assess legality, transparency, distributional effects, incentives and moral 

boundaries. 
Would a fully informed reasonable user regard the presentation 

as fair? 

8. Communicate limits and 

action 
State conclusion, uncertainty, alternative explanations and next evidence 

needed. 
What can be concluded, what cannot, and what should happen 

next? 

FPAR is intentionally sequenced. Analysts often jump directly to ratios because calculations feel objective. The protocol makes source 

quality and reconciliation prior to interpretation, then places judgment, cash, controls and ethics before the final recommendation. It can be 

used by a manager reviewing a monthly pack, an entrepreneur preparing for a lender meeting, a consultant assessing a client, or a student 

analyzing an annual report. The depth of each step should match the consequences of the decision. 

9.23 Common Misconceptions, Analytical Errors and Professional Pitfalls 
Table 9.17. Recurring accounting mistakes. 

Source/Note: Author’s synthesis. 

Misconception Why it fails Better discipline 

“Profit equals cash.” Accrual accounting separates revenue and expense recognition from 

cash timing. Reconcile profit to operating cash flow. 

“A balanced trial balance means the accounts 

are correct.” 
Equal debits and credits can coexist with fictitious, omitted or 

misclassified transactions. 
Test source evidence, cut-off, existence and 

completeness. 

“Revenue growth means the business is 
healthier.” 

Growth can be unprofitable, uncollected or driven by inflation and 
mix. Inspect margins, receivables, cash and volume. 

“Depreciation is cash set aside to replace an 

asset.” Depreciation is an allocation of depreciable amount. Analyze actual capital expenditure and cash separately. 

“A high current ratio is always good.” It can reflect idle cash, obsolete inventory or slow receivables. Assess quality and turnover of current assets. 

“IFRS adoption guarantees comparability.” Implementation, incentives, enforcement and estimates still differ. Read policies, restatements and institutional context. 

“An audit opinion guarantees no fraud.” Audit provides reasonable, not absolute, assurance over material 

misstatement. 
Maintain control ownership and professional 

skepticism. 

“AI removes accounting judgment.” Automation can scale classifications and errors alike. Preserve human authorization, validation and audit 
trail. 
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Misconception Why it fails Better discipline 

“A restatement proves fraud.” Restatements can arise from error, complexity or changed 

understanding. 
Distinguish error correction, estimate change and 

misconduct evidence. 

“One ratio proves financial health.” Ratios are conditional indicators. Use a coherent set linked to business model and cash. 

9.24 Chapter Synthesis 

Financial accounting is a disciplined representation system. It begins with economic events and evidence, preserves internal coherence 

through double entry, applies recognition and measurement rules, and produces financial statements that should articulate across profit, other 

comprehensive income, position, equity and cash. The system is powerful because it allows people far from the transaction to inspect 

performance and stewardship. Its power is limited because representation always depends on classification, measurement bases, estimates, 

going-concern assumptions, systems, incentives and institutional enforcement. 

The chapter has shown why profit, cash and value must remain distinct. Revenue may be earned before or after cash collection. Inventory 

and receivables absorb cash before becoming expenses or collections. Depreciation reduces profit without current cash payment. Financing 

can strengthen cash while increasing obligations. Ratios transform raw amounts into comparable relationships, but interpretation must return 

to business economics, notes, accounting policies and cash. Trends, common-size statements, DuPont analysis, cash conversion and early-

warning indicators are therefore diagnostic questions, not self-executing conclusions. 

IFRS supplies a shared reporting architecture, yet reporting quality remains institutional and moral. Standards require professional judgment; 

judgment can be disciplined or exploited. Digital systems and AI can make records faster, more complete and more analyzable, but they can 

also propagate errors and create opaque dependencies. Controls, reconciliation, independent verification and audit awareness remain 

indispensable. The MTN Rwanda case shows how technical accounting corrections can materially reshape comparatives; Wirecard shows 

the ultimate danger of confusing a recorded balance with verified economic existence. 

Christian moral reasoning gives this technical discipline a clear purpose: accounting should tell the truth about entrusted resources and 

obligations. Stewardship requires neither cynical suspicion nor naive trust. It requires competence, verifiability, prudence without bias, 

transparent explanation, courage under pressure and concern for people who will bear the consequences of reported numbers. 

9.25 Hand-off to Chapter 10: From Reported Performance to Customer Value 

The reader can now trace how enterprise activity becomes financial evidence. A business can record what it sold, what it earned, what 

customers owe, how much cash was generated, which assets were consumed, what obligations remain and whether performance is 

improving. Yet accounting is largely retrospective. It can show that revenue slowed or gross margin weakened, but it does not by itself 

explain what customers value, why one segment chooses a competitor, which brand associations matter, how demand responds to price, or 

which communication and distribution choices will create future customer value. 

Chapter 10 therefore moves from financial performance to the marketing system. It will examine market orientation, buyer behaviour, 

market insight, segmentation, targeting, positioning, product and service strategy, pricing, channels, branding, advertising, digital marketing, 

customer relationships and marketing analytics. The transition is deliberate: accounting makes performance visible; marketing investigates 

and shapes the customer-side mechanisms that generate much of that performance. Marketing claims will remain accountable to the 

financial discipline developed here rather than substituting clicks, impressions or brand activity for economically meaningful results. 

Key Terms 
Table 9.18. Key terms for financial accounting and business performance. 

Source/Note: Definitions synthesize IFRS concepts and analytical usage; always consult the applicable standard for formal scope and exceptions. 

Term Working definition in this chapter 

Accounting equation The identity Assets = Liabilities + Equity. 

Accounting estimate A monetary amount subject to measurement uncertainty and updated when new information or experience changes the estimate. 

Accrual accounting Recognition of economic effects in the periods in which relevant rights, obligations, income and expenses arise, rather than only when cash moves. 

Asset A present economic resource controlled by the entity as a result of past events. 

Cash conversion cycle An operating-working-capital measure approximated by DIO + DSO - DPO. 

Contract liability An obligation to transfer goods or services to a customer for which consideration has been received or is due before the performance obligation is 

satisfied. 

Credit The right side of an account; normally increases liabilities, equity and revenue and decreases assets and expenses. 

Current ratio Current assets divided by current liabilities. 

Debit The left side of an account; normally increases assets and expenses and decreases liabilities, equity and revenue. 

Depreciation Systematic allocation of the depreciable amount of an asset over its useful life. 
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Term Working definition in this chapter 

Double entry Bookkeeping logic in which every transaction is recorded with equal total debits and credits. 

Earnings quality Decision-specific assessment of how well reported earnings reflect sustainable economic performance and useful information. 

Equity Residual interest in the assets of an entity after deducting liabilities. 

Expected credit loss Forward-looking estimate of credit losses recognized under IFRS 9 requirements. 

Faithful representation Information that depicts the economic phenomenon it purports to represent completely, neutrally and without material error to the extent possible. 

Free cash flow A non-standardized analytical cash measure commonly defined as operating cash flow less capital expenditure; the formula must be stated. 

Going concern The assumption that an entity will continue in operation for the foreseeable future unless management intends, or has no realistic alternative, to 

liquidate or cease trading; material uncertainty requires careful disclosure and interpretation. 

Intangible asset An identifiable non-monetary asset without physical substance, recognized only when applicable definition, recognition and measurement 

requirements are satisfied. 

Inventory Assets held for sale, in production for sale, or in materials and supplies to be consumed in production or service delivery. 

Liability A present obligation to transfer an economic resource as a result of past events. 

Materiality Entity-specific aspect of relevance based on whether omission, misstatement or obscuring could reasonably influence primary users’ decisions. 

Measurement basis The attribute used to determine the monetary amount of an asset or liability, such as historical cost or a current-value basis; the choice affects both 

reported position and performance. 

Operating cash flow Cash flows arising principally from the entity’s revenue-producing activities under IAS 7 classification. 

Other comprehensive 

income (OCI) 
Specified income and expense items that applicable IFRS requirements present outside profit or loss and that subsequently affect total 

comprehensive income and equity. 

Provision A liability of uncertain timing or amount recognized when the applicable criteria for a present obligation, probable outflow and reliable estimation 
are met. 

Prudence Exercise of caution when making judgments under uncertainty without introducing systematic bias. 

Receivable A contractual or other enforceable right to receive cash or another financial asset. 

Restatement Revision of prior-period financial information, commonly used to correct material prior-period errors retrospectively when required and 
practicable. 

Return on equity (ROE) Profit attributable to owners divided by average equity, often decomposed through DuPont analysis. 

Revenue Income arising in the course of an entity’s ordinary activities, recognized under applicable requirements when relevant conditions are satisfied. 

Working capital Short-term operating resources and obligations; net working capital equals current assets minus current liabilities. 

Concept-Check Questions 
1. Why can a firm report a profit and still experience a cash shortage? 

2. What does the accounting equation represent economically, not merely mathematically? 

3. Why does a balanced trial balance fail to prove that all transactions are genuine and correctly classified? 

4. Distinguish accrued expense, prepaid expense, accrued revenue and deferred revenue. 

5. What are the five high-level steps in the IFRS 15 revenue-recognition model? 

6. Why can FIFO and weighted-average inventory costing produce different gross profit when input prices change? 

7. What is the difference between depreciation and capital expenditure? 

8. Why is an expected-credit-loss allowance an estimate rather than a record of already defaulted customers? 

9. How do operating, investing and financing cash flows answer different questions? 

10. What does the DuPont decomposition reveal that ROE alone does not? 

11. Why is a high current ratio not automatically evidence of strong liquidity? 

12. What makes IFRS adoption different from IFRS reporting quality? 

13. Why should non-GAAP or management-defined performance measures be reconciled to standardized measures? 

14. Name four internal-control objectives relevant to financial reporting. 

15. What does reasonable assurance mean in the context of external audit? 

16. How can two entities report similar economic resources at different carrying amounts because they use different measurement 

bases or acquired the resources at different times? 

17. Why does the going-concern assumption matter to the measurement and interpretation of assets, liabilities and liquidity? 

18. Distinguish an intangible asset arising from qualifying development expenditure from research expenditure that must be expensed. 
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19. Distinguish a provision, a contingent liability and a contingent asset, and explain why uncertainty does not justify either automatic 

recognition or automatic omission. 

Higher-Order Analytical and Critical-Thinking Questions 
1. A fast-growing fintech reports strong revenue and profit but declining operating cash flow for three consecutive years. Construct at 

least four competing explanations and specify the evidence that would discriminate among them. 

2. Compare the informational benefits of globally harmonized IFRS reporting with the risks of assuming that a common standard 

produces identical accounting quality across jurisdictions. 

3. Under what conditions can negative working capital be a sign of operating strength rather than distress? Use a business-model 

explanation. 

4. A company extends asset useful lives and reduces expected-credit-loss rates in the same year that executive bonuses depend on 

profit. Explain how you would distinguish legitimate estimate revision from biased reporting. 

5. Why can a firm’s ROE rise while its economic resilience deteriorates? Use the DuPont components and financing risk in your 

answer. 

6. How should an analyst interpret a restatement that materially changes profit but management states that cash generation was 

unaffected? 

7. Can an accounting presentation be technically compliant but morally misleading? Develop an example and defend your answer 

using both professional reporting principles and an ethical framework. 

8. How should AI be permitted to participate in journal-entry preparation, reconciliation and disclosure drafting in a high-risk 

financial-reporting environment? 

9. If a firm’s inventory turnover improves sharply because management runs inventory very lean, what financial, operational and 

moral trade-offs might be hidden by the improved ratio? 

10. What additional evidence would you require before using an Altman, Beneish or other historical accounting score as a decision 

rule for an African firm? 

11. Design a control architecture for an organization that uses generative AI to draft journal entries and financial-statement notes. 

Identify which COSO components are implicated, which decisions require named human authorization, and what evidence would 

be retained for later audit or investigation. 

Applied Case: KigaliLink Distributors Ltd. 

KigaliLink Distributors Ltd. supplies electronics and household equipment to retailers in Rwanda and nearby markets. Management is 

seeking a new bank facility. The chief executive argues that the company is “more profitable than ever,” while the bank analyst is concerned 

about cash conversion. The following simplified figures are presented in CU thousands. 

Table 9.19. KigaliLink simplified financial data. 

Source/Note: Fictional case for teaching purposes. 

CU000 Year 1 Year 2 

Revenue 8,400 10,500 

Cost of sales 5,460 6,720 

Operating expenses excluding depreciation 1,550 1,920 

Depreciation 260 360 

Finance cost 180 330 

Tax 260 280 

Profit after tax 690 890 

Operating cash flow 760 210 

Cash 620 390 

Trade receivables 1,050 2,150 

Inventory 1,320 2,360 

Current liabilities 1,500 2,420 

Total assets 5,400 7,000 

Interest-bearing debt 1,450 2,550 

Equity 2,800 3,050 
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Required analysis. Prepare a concise bank-credit assessment. Calculate revenue growth, net margin, current ratio using the data provided, 

receivables as a percentage of revenue, inventory as a percentage of cost of sales, debt-to-equity, operating-cash-flow-to-profit and return on 

ending equity for both years. Identify at least three reasons why Year 2 profit growth may not translate into stronger credit quality. State 

what additional notes or data you would request before deciding on the facility. Conclude with a recommendation that distinguishes 

accounting evidence from assumptions. 

Ethical and Faith-Informed Dilemma: The Covenant Quarter 

A manufacturing company is two weeks from year-end and is close to breaching a bank covenant tied to profit and debt. The chief financial 

officer asks the controller to recognize revenue on goods that have been manufactured and invoiced but remain in the company’s warehouse 

because the customer requested delivery in January. The CFO also proposes capitalizing a large portion of ordinary maintenance expenditure 

as “plant improvement” and extending the useful lives of several assets. External counsel says that with carefully drafted documentation the 

positions may be arguable, though the controller believes the combined effect is designed primarily to avoid covenant breach. 

Analyze the dilemma in four layers. First, identify the accounting evidence needed before concluding whether revenue recognition, 

capitalization or useful-life changes are permissible. Second, distinguish a legitimate estimate change from an error or biased judgment. 

Third, analyze the incentives and the consequences for the bank, employees, owners and future management. Fourth, apply Christian moral 

reasoning concerning truthful measures, stewardship and courage alongside at least two alternative ethical perspectives. State what the 

controller should do if the CFO insists, including documentation, escalation and circumstances in which refusal or protected reporting may 

be necessary. 

Data and Evidence Exercise: Reconstructing Dangote Cement’s 2025 Performance 

Story 

Use the 2025 and 2024 Dangote Cement figures supplied in the opening case and, where available, the company’s audited 2025 financial 

statements. Recalculate the following: revenue growth, net margin, operating-cash-flow-to-profit, year-end liabilities-to-assets, the 

percentage reduction in total borrowings, 2025 asset turnover using average total assets, 2025 ROA using average total assets, 2025 ROE 

using average equity, and the three-part DuPont decomposition. Then inspect the notes for inventory, trade receivables, borrowings and 

cash-flow movements. 

Evidence task. Write a 500-word analytical note that separates what is directly observed from what is inferred. Your note must identify at 

least three plausible drivers of the performance change, but it may not claim that any driver caused the result unless the statements or 

external evidence support that conclusion. Include one paragraph on data limitations, one on cash conversion, and one on what further 

evidence would be needed to assess sustainability. This exercise deliberately combines the evidence discipline of Chapters 3-5 with the 

accounting literacy of Chapter 9. 
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Annotated Further Reading 

IFRS Foundation (2018), Conceptual Framework for Financial Reporting. The best starting point for understanding why general-purpose 

financial reporting exists and how relevance, faithful representation, materiality, prudence and the enhancing qualitative characteristics fit 

together. Readers should use it as a conceptual map, not as a substitute for specific standards. 

IFRS Foundation (2024e), IFRS 18 Presentation and Disclosure in Financial Statements. Particularly useful for understanding the 

forthcoming presentation architecture for profit or loss, defined subtotals and management-defined performance measures. It is important for 

analysts because comparability depends not only on recognition and measurement but also on how performance is presented. 

Dechow, Ge, and Schrand (2010). A demanding but exceptionally useful review of earnings-quality concepts and proxies. It explains why 

there is no single context-free measure of “quality” and why analysts should connect each proxy to a specific decision purpose. 
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Ball (2006). A concise critical treatment of the benefits and limits of IFRS from an investor perspective. Its continuing value is the 

insistence that standards operate through incentives, auditing, enforcement and legal institutions rather than producing reporting quality 

automatically. 

Sangster (2016). A historically grounded examination of the origins of double-entry bookkeeping. It helps readers see double entry as an 

institutional technology for control, credit and accountability rather than an arbitrary classroom convention. 

Dangote Cement Plc (2026a). A substantial African set of audited financial statements for applying the chapter’s full analytical sequence: 

statement articulation, cash conversion, inventories, receivables, borrowing, ratios, trends and note-reading. Use the notes as carefully as the 

primary statements. 

Moll and Yigitbasioglu (2019). A useful bridge from conventional accounting to digital practice. It reviews how internet-related 

technologies change the tasks, expertise and organizational position of accountants without eliminating the need for professional judgment. 

Stratopoulos and Wang (2025). A current framework for thinking about artificial intelligence in accounting research and practice. It is 

especially valuable for separating task automation from questions of evidence quality, comparative human advantage, validation and 

accountability. 

Committee of Sponsoring Organizations of the Treadway Commission (2026). Achieving Effective Internal Control Over Generative AI. 

A current, practice-oriented bridge between classical internal-control architecture and GenAI-enabled accounting. It is especially useful for 

designing source validation, access, change control, logging, human review and incident-response expectations around AI-assisted financial 

workflows. 

European Securities and Markets Authority (2020b). The Wirecard peer-review report is a valuable case in why audit, supervision, 

external verification and institutional design matter. It should be read as a governance and enforcement case rather than as evidence that any 

single control can eliminate fraud. 

Barth, Landsman, and Lang (2008) and Daske et al. (2008). Read together, these studies provide influential cross-country evidence on 

international accounting standards and reporting outcomes while also showing why causal interpretation and institutional context require 

care. 


