
Session 1:

Financial Statements
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Why do entrepreneurs need to understand Accounting?

Desirable features of a “good” accounting system?
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Facebook and WhatsApp…
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October 2014:
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Financial Reporting
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Why do accounting numbers deviate from the (unobservable) “economic truth”?






Quality of the reported numbers

Financial 
Statements

“Economic 
Truth”
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Session’s Objectives …
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Financial Statements
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What is the financial condition on a given day? How well did the company do during the period?
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Key Relations in Financial Statements
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Assets   ≡ Liabilities  +  Total Stockholders’ Equity

“Borrowed Capital”

(from creditors)

“Contributed Capital”

(from investors)

“Earned Capital”

(retained earnings)
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Earned Capital = 
$5,725

Contributed Capital = 
$57,365

Borrowed Capital =
$287,912 

Assets =
$351,002



Key Relations in Financial Statements

Statement of changes in Shareholders’ Equity: 

Income Statement:

Statement of Cash Flows:
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Changes in 
Contributed Capital

Changes in
Earned Capital


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More detailed 
information …
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Major sources and uses of cash in 2021:

In 2020:
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Apple’s Net Income and Operating Cash Flows:

Why is Net Income ≠ Operating Cash Flows?

Apple’s Financial Statements
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Apple’s Financial Statements

Does Apple’s Book Value of Equity (BVE) at the end of 
fiscal year 2021 equal its Market Value of Equity (MVE)?

Why is BVE9/25/2021 ≠ MVE9/25/2021?



Market-to-Book Ratio
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