
C ommunicating on finance is now a key issue for any business. With pressure 
from various players (financial markets, governments, consumers, employees, 

and so on), companies are having to respect information-sharing policies and meet 
constantly changing demands. So annual reports now need to include more and 
more details. This huge amount of information covers both corporate governance 
needs, with a management report and a description of how the company is 
monitored (information about the board of directors and the firm’s share capital, 
its audit and remuneration committee, etc.), and reports on environmental 
responsibility. Documents and tables – financial statements – also provide the 
various partners of the company with reams of information about what kind of 
business is being done, and how successful it is. These documents and tables have 
several purposes. They can be used as evidence or tools to check that contracts 
between the company and its partners are being respected. They can provide 
investors and other users with useful information when they make business 
decisions. Financial statements are basically designed to be a faithful reflection of 
a company’s economic situation, so that investors can assess its performance 
correctly (“Financial statements” section). To produce useful and relevant 
information, financial statements must be prepared based on a certain number of 
principles and use specific information processing mechanisms (“Accounting 
principles and mechanisms” section) so that they stand up to rigorous analysis.

Financial statements
Financial statements exist to inform all interested parties about the position of a 
company on a given date. There are several groups of people who use financial 
statements regularly. Current or potential owners of a company (shareholders, for 
public limited companies) are the most interested in financial statements. They 
want to know how the company is performing so that they can measure how 
profitable their investment is going to be. In the longer term, it is also useful to 
know how a company’s investments are evolving, to predict whether it will be able 
to generate profits in the future, and therefore distribute dividends. For similar 
reasons, the information in financial statements also impacts a company’s 
management team. Shareholders delegate the responsibility of handling the share 
capital they have invested to the management team. Financial statements are a way 
of monitoring the financial performance of that management team, because they 
provide information to the company’s owners about its achievements. As such, a 
large number of financial analysts use financial statements. Their task is to assess 
the company as a whole and make recommendations about whether or not to invest 
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in it. Many banks and other investors – current or potential – use the 
recommendations of these experts to make their decisions. It is therefore very 
important that companies provide as much information as possible. Although 
financial analysts do not base their judgement purely on a company’s financial 
statements, they do form the backbone of the analysis.

Other users of financial statements are bankers, suppliers and other creditors 
looking to find out if the business is – and will go on being – able to honour its 
financial commitments. This means being able to repay debts as well as pay interest 
on loans. Governments, local authorities and social organisations also use 
accounting documents to calculate a company’s contributions, fiscal obligations 
and business taxes. Lastly, employees and their representatives also need information 
on the company’s status. They use the information to forecast job security and 
determine social demands.

All these groups of users need this information almost in real time, and it must 
include the company’s financial position, its performance and information about 
cash and cash equivalents.

A company’s financial position is analysed first by identifying the goods it uses 
(e.g. land, buildings, machinery, vehicles, inventories, receivables, cash) and then 
evaluating them and analysing how their value has evolved over time. Meanwhile, 
any changes in the financial resources which enabled the company to acquire these 
goods must also be monitored rigorously. For instance, the more debt a company 
has, the less likely it is to be able to repay its loans. Even a small increase in debt 
can have serious repercussions for a business if a bank decides that a risk threshold 
has been crossed and increases the interest rate for all future loans.

The performance or net income of a company shows whether its business is 
profitable overall, which in principle is the management team’s main objective. If 
a business is profitable, that means the money invested in the company by the 
owners goes into generating profit and increasing their wealth. The company’s 
management team is responsible for making every effort to reach this objective and 
must answer to the owners. The members of the management team track the 
company’s income using the financial statements, to ensure that the decisions they 
make meet the objective that has been set by the owners. If the objective is not met, 
regular income monitoring may allow corrective measures to be taken in time, 
before the company’s position deteriorates.

Cash and cash equivalents include cash, bank deposits and a number of other 
monetary items that the business could liquidate at very short notice, usually in 
less than three months. The objective here is different from earnings figures; the 
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idea is not to maximise cash.1 However, sufficient cash must be available at all times 
to meet financial deadlines, i.e. repay loans, pay invoices from suppliers, pay wages 
and taxes, etc. If a company fails to meet payment deadlines or cannot honour its 
financial obligations, it may suspend payments or simply go bankrupt in just a few 
weeks. The survival of a company therefore depends on its ability to analyse the 
position and evolution of its cash.

International financial reporting standards (IAS/IFRS) require that at least one 
statement (or table) is published, analysing each of these elements. The four sections 
that follow explain the content and presentation of these tables, as well as how they 
relate to each other.2

statement of financial position (balance sheet)

1.1.1. Content
The statement of financial position or balance sheet is the basic summary table. It 
presents the company’s financial position at a given time. It is used to measure the 
difference between all of the company’s assets and its liabilities (obligations, 
payments) and gives the net worth of what belongs to the owners, which is known 
as “equity”. The balance sheet therefore presents three main elements: the company’s 
assets, its liabilities (or obligations) and its equity.

●	 An asset is a good or resource controlled by the company with a positive value, 
and from which it expects future economic benefits. A future economic benefit 
is an asset’s potential to contribute directly or indirectly to cash flow and benefit 
the company. The assets on the balance sheet first present the “Goods” owned by 
the company, that is to say what the company actually is at a given time, in a 
purely “physical” sense. It includes land, buildings, industrial equipment, 
furniture, inventory and cash. There are also non-physical elements: rights 
(patents or licenses, for example), or financial elements (shareholdings, 
receivables, short-term investments or bank deposits).

●	 Liabilities are obligations that a company has to carry out or pay. They have a 
negative value for the company insofar as, when they are due, they will have to 
be reimbursed to third parties. They include bank loans and overdrafts, trade 
accounts payable and tax and social liabilities. There are other definite obligations 
whose due date and/or amounts are unknown, such as pension liabilities, 
liabilities for guarantee services or legal contingency reserves.

1. For example, if it has too much cash in its bank accounts generating little or no interest, 
it could be that the company’s management team has borrowed too much from the 
bank or has requested too much share capital from its owners, and no longer knows 
what to do with it. It’s a sign that the company is being mismanaged. However, the 
analysis would be different if the company is planning to take over a competitor.

2. The fourth statement, the one regarding changes in equity during the period, is presented 
in Chapter 10. The same applies to the general information contained in the document 
that comes with the statements and is called “Notes”.
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●	 The difference between assets and liabilities gives the amount of equity. It is the 
company’s net worth: the value of what the owners have on the date that the 
balance sheet was drawn up. Under normal circumstances, this value should at 
least include the capital contributions. This is the initial contribution made by 
the owners; the capital invested when the company was created and the 
contributions that have been made with each increase in capital. Insofar as the 
profits made by the company are not all paid out in the form of dividends, 
undistributed sums must also be included in this section under the title “Reserves”.

●	 Equity is also impacted by every item of consumption (expense) or wealth 
creation (revenue) within the company. The balance between creations and 
consumption during a period is known as the net income (Revenue – Expenses 
= Net Income). If this net income is positive, a net creation of wealth is returned 
to the owners and the value of their investment increases: that’s called profit. If 
it is negative, the opposite happens: the value of the investment drops and that’s 
called loss. Net income indicates how much wealth a company is creating. 

1.1.2. Presentation
IAS 1 does not require specific titles or presentation formats. The suggested title is 
“Statement of financial position for the period”, but the standard clearly permits 
other titles. The title “Balance Sheet” is still commonly used.

Regarding presentation diagrams, IAS 1 does offer some guidelines:

●	 Assets, liabilities and equity must be presented separately.

●	 For assets and liabilities, current and non-current elements must be separated. 
In practice, the threshold is most often a period of one year – items with a residual 
term in the company of less than one year are considered current, the others are 
considered non-current.

●	 The following must also be presented separately:
 – land, buildings and equipment;
 – intangible assets, such as licences, patents, software;
 – financial assets;
 – inventories;
 – receivables;
 – cash and cash equivalents;
 – trade accounts payable;
 – provisions, i.e. liabilities for which the exact due dates or amounts are not 

precisely known;
 – financial debts (including loans);
 – equity, including the owners’ initial contribution (equity capital), reinvested 

income (reserves) and the income for the year.

The difference 
between a 
company’s assets 
and its equity and 
liabilities gives 
the amount of 
equity. This is 
the company’s 
net worth.

Net income is the 
balance between 
the creation and 
consumption of 
wealth during a 
period (Revenue –
Expenses).

©2020 Pearson France - Financial Accounting with IFRS, 5e édition 
Wolfgang Dick, Frank Missonier-Piera & Corinne Bessieux-Ollier



Finan Cial  st atement s 5

●	 More specific categorisation may also be provided if it gives greater insight into 
the company’s financial position.

●	 Values must be presented for at least one comparative year to allow readers to 
compare the current values with those from the previous end-of-year balance.

There are two ways to present the balance sheet. One is a list. This balance 
sheet starts with assets, then shows equity and liabilities. It finishes up by showing 
the balance of a company’s net worth. And that’s the value of its equity 
(see Figure 1.1).

Figure 1.1  •  Structure of the balance sheet, list layout.

Non-current assets

Current assets

Equity

Current liabilities

Non-current liabilities

The other approach lists goods under the title Assets, on one side of the balance 
sheet. Liabilities and equity are grouped on the other side of the balance sheet. 
Equity and liabilities therefore include all the financial resources that have been 
invested in the company, whether that period is limited (Liabilities = Debts + 
Provisions) or unlimited (Equity). Assets give information about the form in which 
the company invests and uses its funds. Of course, it’s not always possible to make 
a direct link between a specific fund and a specific purpose. But originally, all assets 
had to be financed somehow, so there was a corresponding funding value (equity 
or liability). That’s why Assets and Equity and liabilities always total up to the same 
amount (see Figure 1.2).
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Figure 1. 2  •  Structure of the balance sheet, two-column layout.

Non-current assets

Assets Equity and liabilities

Current assets

Non-current liabilities

Current liabilities

Equity

On the balance sheet taken from the L’Oréal 2019 Annual Report (see 
Illustration 1.1), the basic structure of the consolidated balance sheet is very 
clear:3 Assets at the top and Equity and liabilities at the bottom. The two main 
asset categories are non-current assets (€29,893.3 million) and current assets 
(€13,916.5 million), which gives total assets of €43,809.8 million at 31 December 
2019. The next section is split into three: Equity first (€29,426.0 million), then 
Non-current liabilities (€3,515.3 million), and then Current liabilities 
(€10,868.5 million).

When the information is presented like this, it is fairly easy to observe for instance 
whether there are enough short-term realisable amounts (€13,916.5 million) to cover 
short-term liabilities (€10,868.5 million). L’Oréal seems to be in a satisfactory 
position, because there is a surplus of €3,048 million (13,916.5 – 10,868.5).

The current/non-current approach normally separates current (short-term) 
elements from non-current (long-term) elements. So, in both non-current and 
current liabilities on L’Oréal’s balance sheet, there is a line entitled “…borrowings 
and debt”, which essentially provides information about the group’s financial 
liabilities. The portion of these liabilities that matures in less than a year is 
allocated to Current borrowings and debt (€841.2 million) and that which 
matures in more than one year is allocated to Non-current borrowings and debt 
(€9.6 million). So, when reading a financial statement, it’s important to pay 
careful attention to detail. Most item names are not compulsory, and companies 
are at liberty to choose others.

3.  When a single company presents its balance sheet, it is known as an individual balance 
sheet. That single company might be part of a group encompassing several subsidiaries. 
The financial position of the group as a whole is presented in the “consolidated” balance 
sheet (see Chapter 8).
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illustration 1.1

extract from the l ’o réal 2019 r egistration document  
(“Compared consolidated balance sheets”, p. 239)

a ssets As at 31 December
(in millions of euros) 2019 2018 2017(1)

non-current assets 29,893.3 25,991.2 24,320.1
Goodwill 9,585.6 9,597.1 8,872.3
Other intangible assets 3,163.8 3,087.3 2,579.1
Right-of-use assets 1,892.3 – –
Property, plant and equipment 3,644.3 3,624.6 3,571.1
Non-current financial assets 10,819.1 9,100.5 8,766.2
Investments in associates 10.9 9.0 1.1
Deferred tax assets 777.3 572.7 530.3
Current assets 13,916.5 12,466.3 11,019.0
Inventories 2,920.8 2,821.9 2,494.6
Trade accounts receivable 4,086.7 3,983.2 3,923.4
Other current assets 1,474.9 1,509.1 1,393.8
Current tax assets 148.1 160.1 160.6
Cash and cash equivalents 5,286.0 3,992.0 3,046.6
t o ta l 43,809.8 38,457.5 35,339.1 

equity and liabilities As at 31 December
(in millions of euros) 2019 2018 2017(1)

equity 29,426.0 26,933.6 24,818.5
Share capital 111.6 112.1 112.1
Additional paid-in capital 3,130.2 3,070.3 2,935.3
Other reserves 16,930.9 15,952.5 14,761.8
Other comprehensive income 5,595.8 4,242.1 3,895.0
Cumulative translation adjustments – 99.2 – 287.4 – 413.5
Treasury shares – – 56.5 – 56.5
Net profit attributable to owners of the company 3,750.0 3,895.4 3,581.4
equity attributable to owners of the company 29,419.3 26,928.4 24,815.7
Non-controlling interests 6.7 5.2 2.8
non-current liabilities 3,515.3 1,412.2 1,347.2
Provisions for employee retirement 
obligations and related benefits

772.9 388.9 301.9

Provisions for liabilities and charges 
and other non-current liabilities

367.1 336.1 434.9

Deferred tax liabilities 737.7 673.7 597
Non-current borrowings and debt 9.6 13.5 13.4
Non-current lease debt 1,628.0 – –
Current liabilities 10,868.5 10,111.6 9,173.4
Trade accounts payable 4,658.4 4,550 4,140.8
Provisions for liabilities and charges 1,117.8 979.8 889.2
Other current liabilities 3,508.5 3,138.9 2,823.9
Income tax 34.8 215.1 158.5
Current borrowings and debt 841.2 1,227.8 1,161
Current lease debt 407.9 – –
t o ta l 43,809.8 38,457.5 35,339.1
(1) Balance sheets at 31 December 2017 have been withdrawn to account for the change in relative accounting methods regarding IFRS 9 
“Financial instruments” (see Note 1)
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statement of comprehensive income and income 
statement

One of two sections on the balance sheet deserving special attention is the change 
in equity position between two closing dates. These may rise or fall as a result of 
specific transactions, such as when dividends are paid or when there are increases 
or reductions in equity. The issue of new shares is an example of an increase in 
equity for a public limited company. Aside from these transactions, a company’s 
comprehensive income will provide the most important insight into change in equity 
position. Comprehensive income is calculated by taking into account the company’s 
revenues and expenses during the fiscal year. Some revenues (and their corresponding 
expenses) are earned or incurred during the year and they determine the “net 
income” as the bottom line of the income statement, while others may only be 
unrealised or potential. These make up the “other comprehensive income”. These 
other elements are considered as being similar to revenues or expenses but are not 
included in the net income, because other IFRS are applied.4 Therefore, comprehensive 
income is split into two parts: “net income” and “other comprehensive income”:

Comprehensive income = Net income + Other comprehensive income

The Statement of comprehensive income for the period can be presented in two 
different ways:
●	 either as a single table including the elements from the income statement, followed 

by other comprehensive income (Single statement of comprehensive income);
●	 or in the form of two separate statements, the first detailing what the net income 

includes (Separate income statement), and the second starting with the net income 
and adding the other elements of the overall comprehensive income (Statement 
of comprehensive income).

The terms “Statement of comprehensive income”, “Total comprehensive income”, 
“Net income”, etc. are not compulsory, so the company can choose others, provided 
that they are clear and do not cause any confusion.

Regardless of the approach, net income and comprehensive income are one and 
the same. It’s only a question of how the information is presented.

Annual net income reflects the company’s net amount of creation or consumption 
of wealth in carrying out its ordinary operations, or other events that have occurred 
between two closing dates. It measures the company’s economic performance. 
Anyone who uses the financial statements needs as much information as possible 
about what makes up the company’s net income. The second summary table, the 
income statement, provides details about the various expenses and sources of 
revenue.

True to their purpose, which is to make a connection between two balance sheets, 
therefore between two closing dates, the values on the income statement only 
include flow items that have been recorded during the period. A transaction that 
increases the wealth of the company is known as revenue; while the consumption 

4.  The following chapters will provide details about these elements of other comprehensive 
income.

1.2.
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of the company’s resources is known as an expense. For example, the largest source 
of revenue, which is the company’s sales, is not the sales that have been made up 
to the day of closure, but the revenue that has been realised during period to which 
the income statement refers. The same applies to all other income and expenses.

Figure 1. 3  •  Statement of comprehensive income.

Single statement of
comprehensive income

 Income statement + Statement
of comprehensive income

Revenue

Expenses

Other comprehensive
income

Other comprehensive
income

Net income

–

=

±

= Comprehensive
income

Revenue

Expenses

Net income

–

=

±

= Comprehensive
income

Net income

The exact content of the income statement is not detailed in full. In all cases, 
according to IAS 1, it must include the following:
●	 revenue from ordinary activities, i.e. sales and all other sources of revenue that 

the entity brings in while doing its business;
●	 financial costs, which are the expenses involved in financing the entity;
●	 income taxes;
●	 net income for the year;
●	 net income for the year per share, with two variants.5

So, it is not even compulsory to present details of the expenses generated by the 
company’s business directly in the income statement. However, the standard 
strongly recommends providing details according to one of the following two 
rankings:

●	 Expenses can be ranked by nature (i.e. according to type). This includes:
 – consumption of raw materials and another inventory;
 – employee costs;
 – depreciation and amortisation of the value of various goods during the period.

5.  Chapter 10 gives details about the two types of earnings per share.

An expense is a 
consumption of 
the company’s 
resources that 
decreases the 
wealth of the 
company.
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●	 Expenses can be ranked by function (i.e. according to purpose). As such, the 
following can be identified:

 – cost of sales, corresponding to the cost of producing the goods that are sold 
or the cost of acquiring the goods that are sold;

 – the entity’s administrative fees;
 – distribution costs;
 – research and development costs, if applicable.

Both of these possibilities lead to the same net income, the difference is in how 
costs are allocated. For example, employee costs in an industrial company are shared 
among production, administration and commercial services personnel. In an 
income statement that ranks expenses by nature, all these costs are grouped together 
under a single heading known as “Employee costs”. However, on an income 
statement in which expenses are ranked by function, these costs are distributed 
over several items: salaries for production staff are included in the cost of sales, 
those for administrative staff are included in administrative costs, and salaries for 
those working in commercial departments are included in distribution costs.

The income statement for the L’Oréal group (see Illustration 1.2) is an example 
of a statement that has been established with expenses classified according to their 
function in the company. As IAS 1 is so flexible, it allows the group to bring certain 
items together, to provide details about others and choose the names that fit the 
specific economic situation best.

So, the concept of “Cost of sales” is used here (€8,064.7 million) and the 
administrative and distribution costs are grouped together on a single line 
(€6,068.3 million). The group also defines two measures about intermediate 
income: “Gross profit” and “Operating profit”. As these items are not provided for 
in IAS 1, it is not always easy to interpret this information when comparing it with 
other entities.

L’Oréal has chosen to present net income and comprehensive income separately 
(see Illustration 1.3). So, the income statement presents a net income (here, it is 
profit) of €3,755.2 million. The statement of comprehensive income therefore 
begins with net income of the same amount (from the income statement) to which 
the other figures regarding comprehensive income are added. So, the comprehensive 
income for the period is a profit of €5,297 million.

For the income statement, as for the balance sheet, entities can also choose to 
present the items as a list or as an account (in two columns). Most entities that 
prepare their accounts in accordance with IFRS choose to use a list. To do this, you 
need to start with sales and other ordinary revenue, then deduct any expenses 
related to the business activity. You then subtract other expenses, then subtract the 
financial income and finish by subtracting income tax. The amount of income for 
the fiscal year is obtained by adding and subtracting the various elements entered 
upstream on the statement.
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illustration 1.2

extract from the l ’o réal 2019 r egistration document  
(“Compared consolidated income statements”, p. 237)

As at 31 December

(in millions of euros) 2019 2018 2017(1)

net sales 29,873.6 26,937.4 26,023.7

Cost of sales – 8,064.7 – 7,331.6 – 7,359.2

gross profit 21,808.9 19,605.8 18,664.5

Research and innovation expenses – 985.3 – 914.4 – 877.1

Advertising and promotion expenses – 9,207.8 – 8,144.7 – 7,650.6

Selling, general and administrative expenses – 6,068.3 – 5,624.7 – 5,460.5

o perating profit 5,547.5 4,922 – 4,676.3

Other income and expenses – 436.5 – 94.7 – 276.3

o perational profit 5,111.0 4,827.3 4,400.0

Finance costs on gross debt – 75.4 – 34.8 – 35.5

Finance income on cash and cash equivalents 28.7 47.9 38.5

Finance costs, net – 46.7 13.1 3.1

Other financial income and expenses – 16.0 – 15.0 – 26.0

Sanofi dividends 363.0 358.3 350.0

profit before tax and associates 5,411.4 5,183.7 4,727.0

Income tax – 1,657.2 – 1,284.3 – 901.3

Share of profit in associates 1.0 0.1 – 0.1

n et profit from continuing operations 3,755.2 3,899.5 3,825.6

n et profit from discontinued operations – – – 240.1

n et profit 3,755.2 3,899.5 3,585.5

Attributable to: owners of the company 3,750.0 3,895.4 3,581.4

non-controlling interests 5.2 4.1 4.1

Earnings per share attributable to owners of the company (in euros) 6.7 6.96 6.4

Diluted earnings per share attributable to 
owners of the company (in euros)

6.66 6.92 6.36

Earnings per of continuing operations attributable 
to owners of the company (in euros)

6.7 6.96 6.83

Diluted earnings per share of continuing operations 
attributable to owners of the company (in euros)

6.66 6.92 6.78

Earnings per share of continuing operations attributable to owners 
of the compa-ny, excluding non-recurring items (in euros)

7.78 7.13 6.7

Diluted earnings per share of continuing operations attributable to 
owners of the company, excluding non-recurring items (in euros)

7.74 7.08 6.65

(1) The 2017 consolidated income statement is presented to reflect the impact of IFRS 5 with regards to discon-tinued 
operations, presenting the activity of The Body Shop on a single line “Net profit from discontinued opera-tions” (see Note 2.3)
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illustration 1.3

extract from the l ’o réal 2019 r egistration document  
(“Consolidated statement of comprehensive income”, p. 238)

As at 31 December

(in millions of euros) 2019 2018 2017*

Consolidated net profit for the period 3,755.2 3,899.5 3,585.5

Financial assets available-for-sale – – – 597.1

Cash flow hedges 2.9 – 60.3 88.9

Cumulative translation adjustments 188.2 126.4 – 824.8

Income tax on items that may be reclassified to profit or loss (1) – 1.9 14.8 4.5

items that may be reclassified to profit or loss 189.2 80.9 – 1,328.5

Financial assets at fair value through profit or loss 1,650.6 450.5 –

Actuarial gains and losses – 327.7 – 58.5 280

Income tax on items that may not be 
reclassified to profit or loss

29.7 0.5 – 107.9

items that may not be reclassified to profit or loss 1,352.6 392.5 172.1

o ther comprehensive income 1,541.8 473.4 – 1,156.5

Consolidated comprehensive income 5,297 4,372.9 2,428.9
Attributable to: owners of the company 5,291.9 4,368.7 2,424.8

non-controlling share 5.1 4.2 4.1

* Including The Body Shop over eight months in 2017.
(1) Including, in 2017, €20.4 million and – €21.5 million respectively, from the revaluation of deferred tax in France following 
the change in the tax rate by 2022 and deferred tax in the US following the change in rate at 1 January 2018.

The second presentation is comparable to that of the balance sheet, which 
contrasts the entity’s Assets and Equity and liabilities: it consists of putting expenses 
and revenue face to face in two separate columns. It is now very rarely used.

Cash flow statement
It is certainly important to use the balance sheet to compare the company’s position 
in terms of cash and cash equivalents with that of the previous closing. But it’s not 
enough just to compare balances, because there are many reasons for variations. 
The objective of the cash flow statement is to provide details about all the 
transactions that have generated cash flow during the fiscal year and in doing so, 
create a connection between the amount of cash on the opening balance sheet and 
the amount on the closing balance sheet. As in the income statement, all the values 

1.3.
The cash flow 
statement gives 
details about all 
the transactions 
which have 
generated a 
cash flow during 
the fiscal year.
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in the cash flow statement are flows for one period and do not represent the 
transactions that have been carried out only at the closing date. The cash flow 
statement includes three categories of flows:

Flow items that are connected to ordinary business activity. They are connected 
to transactions that generate sales revenue or other ordinary revenue that are not 
investment or financing flow items. They also include all flow items connected to 
expenses incurred by current business activity (sales costs, administrative and 
commercial expenses).

Investing flow items. These cash flow items are connected to a movement in 
non-current assets. They are mainly expenditures made for investing purposes 
(intangible, tangible or financial), especially in terms of land, constructions, 
property and equipment. These flow items also take into account all disposals of 
non-current assets. Cash flows from disposal are generally unimportant when it 
comes to the disposal of fixed assets at the end of their useful life, for example 
machines when they reach the end of their technical life. However, they can be 
quite significant when the entity sells land or financial assets, the value of which 
has probably increased significantly since they were acquired.

Financial flow items. These are all cash flows linked to movements in equity 
contributions by the owners or movements in financial liabilities. They mainly 
cover increases and reductions in share capital, payment of dividends to shareholders 
and obtaining or repaying financial loans.

The presentation of the cash flow statement is regulated by IAS 7. For the L’Oréal 
group, Illustration 1.4 clearly shows the three main sections: ordinary activity (here 
called “business operations”), investing and financing.

Reading the last part of the L’Oréal cash flow statement for 31 December 2019 
shows the basic information that cash and cash equivalents increased by €1,294 
million during 2019 to reach €5,286 million (from €3,992 million at the end of 
2018).

This increase of €1,294 million can be broken down into three main parts:

●	 An increase of €6,262.8 million related to business operations. The entity’s usual 
business activity therefore generates cash and so it is possible to fund at least 
some of the financial needs elsewhere in the company.

●	 A net cash outflow of €1,289.6 million linked to investing activities. This is mainly 
due to industrial investments (acquisition of property, plant and equipment of 
€1,231 million).

●	 A net cash outflow of €3,689.6 million linked to financing activities. This amount 
is the balance of significant transactions due to loan repayments and issuing new 
loans.

The difference between the increase of €1,294 million and the three operating, 
investing and financing flows (6,262.8 – 1,289.6 – 3,689.6) comes (to the nearest 
round figure) from variations in foreign currency rates (10.5). This will be covered 
in the chapter on consolidation.
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