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ABSTRACT 
The purpose of the research underlying this article is to present the necessity of reflecting the business model in the 

financial statements. 

For this purpose, a systematic review related to the issue was conducted. Also acomparative example and an 

empirical studywere applied. The empirical study wasbased on the financial statements of airlines representing 
different business models. 

Based on the review of relevant literature, it was concluded that reflecting the business model in financial statements 

would be a desirable improvement from their current form. The example and the empirical study demonstrate the 

impact of the business model on financial statements. They confirm that the current best way of reflecting business 

models in financial statements is the adoption of specific, legally compliant solutions (appropriate accounting 

policies). 

The study is one of the few existing publications fully discussing the importance of business models in financial 

statements 
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I. INTRODUCTION 
 

Arequisite condition for safe investing in corporate equity and debt securities is the provision of relevant 

information, thusenabling the assessment of the ability of a specific entity to generate future net cash inflows. 

Financial statements are the primary source of this information. However, investors and other stakeholders are 

increasingly seeking information about the entity‟s business model, since they believe that such information 

contributes to better understanding of the company‟s activity and to making more accurate forecasts concerning 

future performance. 

 

The objective of the research underlying this article is to present the necessity of reflecting the business model in the 
financial statements. The article poses the thesis that appropriate accounting policies should reflect the financial 

consequences of activities within the adopted business model. In order to verify this thesis, the article employs a 

critical review of relevant publications, a comparative example, and an empirical study of annual reports of selected 

airlines that follow different business models. Chapter 2 presents the results of the review of relevant literature, the 

purpose of which was to determine whether financial statements provide the information demanded by investors and 

other stakeholders, including consideration of the business model. Chapter 3 focuses on value creation as an 

essential aspect of the business model in the context of financial reporting. Chapters 4 and 5 concern how current 

accounting policies can be used to reflect the business model in financial statements. 

 

The contribution of the article to the existing literature lies in its identification of opportunities toreflect the business 

model in financial statements, given current financial reporting standards. 
 

II. THE THEORETICAL FRAMEWORK 
 

1. Description of the method used in the study 

In order to identify publications on the topic of financial statements whichalso addressed the issue of the business 

model,a database search of Science Direct[1] was made (as of January 31, 2016). From this database, 677 items 

(articles, book chapters, etc.) were identified, published through December 31, 2015, all of which included the terms 

“business model” and “financial statements”. By limiting the search to the “Business, Management and Accounting” 

section of the database, 389 items were identified. Figure 1 shows a graphical representation of the number of 
publications by year. 
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Fig. 1 The number of publications in the ScienceDirect database which included the terms “business model” and “financial 

statements” in the period 1997-2015 

Source: Own preparation. 

 

Figure 1 shows that increasing numbers of publications have appeared in recent years –with the exception of 2011-

2012 – that refer to both the issue of financial statements and the business model. After analysing the materials 

retrieved from only the “Business, Management and Accounting” section of the ScienceDirectdatabase, however, it 

was found that only 13articles dealtto a relatively comprehensive extent with the usefulness of financial statements 

in regard tobusiness models (Table I). 

 
Table I. Articles dealing in a relatively comprehensive degree with the usefulness of financial statements in regard to 

business modelsSource: Own preparation 

Authors Year of publication 

Carmonaand Trombetta 2008 

Gwilliamand Jackson 2008 

Vasarhelyi and Alles 2008 

Alali and Cao 2010 

Zéghal andMaaloul 2011 

Biondi and Rebérioux 2012 

Doty 2012 

Francis and Eason 2012 

Beattie and Smith 2013 

Gailly and Geerts 2014 

Richardsonet al. 2014 

Adams 2015 

Nielsen and Roslender 2015 

. 

To conclude, while more and more publications use the term business model in the context of financial statements 

(or vice versa), there are still only a few comprehensive studies on the importance of the business model in financial 

statements. 

 

2. The content of current financial statements – a critical overview 

As Hedlin noted (2001, p. 29) some time ago, most companies presented key resources in their financial statements 
and a rather informative and fair representation of their operations, while reflecting the historical value of items. In 
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recent years, however, the situation has deteriorated significantly, which the author described as “relevance lost”, as 

did Johnson and Kaplan (1987) in relation to management accounting. 

 

While in the early 1990s investors and lenders expressed the need to improve the content of corporate reports 

(AICPA 1993), according to Tokar(2015, pp. 440-450),accounting standards are still too rigid and prescriptive to 

permit an entity to reflect how it uses its resources and how its performance should be measured, cf. (Whittington, 
2008, p. 149). According to Alali and Cao (2001, p. 85) quality offinancial reporting is based not only on the 

accounting standards butalso the company‟s own business model, structure, including thecultural, economic, legal 

and political systems in which it operates (Alali and Cao, 2001, p. 85). 

 

VasarhelyiandAlles (2008, p. 228) noted that, while businesses are moving into the “now” economy, accounting 

remains “traditional”, meaning that accounting ignores the changes occurring in business and focuses more on how 

markets reacted in the past to disclosures in financial statements. Tokar (2015, p. 450) noted that business 

transactions have become more sophisticated,an accurate reflection of which requires a closer link of accounting 

with the theory of finance and management, cf. (Carmona andTrombetta, 2008, p. 457; Doty, 2012, p. 130). 

 

StebbensandBraz (2013, p. 44) observed that investors are increasingly requesting fair and balanced forward-looking 

information about corporate strategy, the role of business models in the value creation process, and related risks.This 
requires an extension of the scope of corporate reporting, which should: 

 support investors‟ own assessments of business value and performance prospects 

 enable investors to make judgments about key risks and opportunities. 

 

In addition to forward-looking information,VasarhelyiandAlles (2008, p. 231) noted thatactionable data has become 

of greater importance than traditional archival data, because customized, dynamic, real time metrics place decision 

relevance over the comparability and reliability criteria that standard accounting reports dictate.To meet the needs of 

investors, the Jenkins Committee suggests that the traditional financial model be replaced by the business model. 

This model is based on financial information but also uses other information describing thewealth creation process 

within the enterprise (Zéghal and Maaloul, 2011, p. 269). The professional and popular press has joined the 

academic literature in arguing that the existing systems of accountingand reporting are inadequate to deal with 
business models that are driven by innovation and intangibles (Biondi and Rebérioux, 2012, p. 280). 

 

Hussein andSeow (2002, p. 55) acknowledged that the current model of financial reporting fails to capture value in 

the New Economy. Companies such as Amazon and Microsoft derive most of their value from new types of 

intangible assets, such as technology, processes, and customer loyalty.One of the most important intangible assets a 

company has is its employees, especially during difficult economic times. But the existing model of financial 

reporting does not recognize many of these intangible assets. Factors such as strategic execution, innovation, 

customer loyalty, and employee satisfaction are the best predictors of the future success of a company. They also 

point to the fact that many companies are generating wealth by forming corporate alliances and joint ventures. 

As noted inHedlin (2001, pp. 29and31),the majority of what would be regarded as investments from any other 

perspective are not regarded as such in accounting terms. For instance, with some exceptions, R&D, the 
development of corporate information infrastructure, activities to strengthen long-term customer loyalty, etc. are not 

presented in the balance sheet (statement of financial condition).As a result,insufficient information is provided for 

investors to assess the current standing and future prospects of a firm.While in recent years many companies have 

started to disclose various key indicators concerning internal process efficiency, market share, and customer 

retention, this is still not sufficient. 

 

The concept ofthe business model has entered into the discourse, as has the concept of integratedreporting, adding to 

the established debate regarding accounting for intangible assets and,more generally, intellectual capital(Beattie and 

Smith, 2013, p. 243).The problem of the insufficient presentation of assets was noted by the International Integrated 

Reporting Council – IIRC. According to its document “The business model. Background paper for <IR>”, 

companies should expand the scope of information disclosed in their reports to cover all the resources used by 

organizations, cf. (Adams, 2015, p. 25). They suggested these resources becategorized as follows: 

 financial –obtained through financing, such as debt, grants or equity, or generated through operations or 

investments; 
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 manufactured –physical objectsavailable to an organization for use in the production of goods or the provision of 

services, including buildings, equipment, and infrastructure (such as roads, ports, bridges, and waste and water 

treatment plants); 

 human –employees‟ competencies, capabilities, experience, and their motivations to innovate; 

 intellectual –for instance,intellectual property (patents, copyrights, licences), organizational resources (trade 

secrets, systems, procedures), brand and reputation that an organization has developed; 

 natural – all renewable and non-renewable environmental stocks; 

 social –for instance, shared norms, common values and behaviours, key relationships. 

 

These represent potential direct (e.g., labour, raw materials or cash used in transactions) or indirect inputs (e.g., 

transportation infrastructure, regulatory parameters or education of the workforce) to the business model (IIRC, 

2013a, § 35). Table II shows the reflection of the resources in the balance sheet (statement of financial position). 

 
Table II. The reflection of the resources in the balance sheet (statement of financial position)Source:Own preparation. 

Type of resources according to IIRC (2013a) Are they reflected in the balance sheet? 

Financial resources YES 

Manufactured resources YES 

Human resources NO 

Intellectual resources YES, but only in certain cases 

Natural resources NO 

Social resources NO 

 

Table II shows that the balance sheet (statement of financial position) primarily reflects financial and manufactured 

resources. Intellectual resources are included in the case of acquired assets, such as purchased goodwill or intangible 

assets under development, but only after fulfilling stringent criteria (IAS 38, § 57). The remaining types of resources 

are not recognized in the balance sheet, althoughincreasing amounts of information about them are being disclosed 

in other sections of corporate reports. 
 

3. Past proposals to amend financial statements with regard to the business model 

According to Nielsen andRoslender (2015, pp. 264-266),business models were previously fairly consistent 

acrossspecific industries. Recent changes in the competitive landscape, however, have given rise to a variety of new 

industry value creation and delivery models. The business model facilitates understanding how successful 

relationships with stakeholders,such as customers, contribute to generating value. Its ultimate aim is to capture the 

uniqueness of the enterprise and illustrate the interrelatedness of the processes of value creation, value delivery and 

value capture within the organisation. How much profit margin the firm captures from its total value chain depends 

upon its pricing strategy, relation to distributors, and retail network capacity (Haslam et al., 2015, p. 63). Cash-to-

cashcycles, growth and stability vary between industries, as well as withinindustries due to the use of different 

business model (Francis and Eason, 2012, p. 227), cf. (Gailly and Geerts, 2014, p. 188). 

 
Hedlin (2001, pp. 33-34) pointed to the importance of a well described business model as a point of departure in 

identifying key value drivers, as well as for linking financial and non-financial measures. In his study, he noted the 

lack of corporate information in financial statements, such as the business model, the strategy and strategic goals, 

competitive advantages and market development.Although, in many cases, companies reported non-financial 

metrics, the information was perceived as not relevant as it was not presented in the appropriate context.Likewise, 

Nielsen andRoslender (2015, p. 266) noted that publication of voluntary information about strategy, value creation 

processes, knowledge resources, etc. may be problematic because such information is difficult to understand if not 

presented in a relevant context. 

 

Hedlin (2001, p. 35) proposed a model report, shown in Figure 2, in which the business model is at the strategic 

level. 
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Strategic level 

   

Description metrics Markets, business model, strategy andstrategic goals 

   

Process level 

   

Description Key business processes 

   

Performance and 

resource level 

   

Financial and non-financial 
Key performance metrics 

Key resource metrics 

   

Fig. 2 A model report according to Hedlin (2001) 

Source: Hedlin (2001, p. 35). 

 

StebbensandBraz (2013, p. 45) proposed that corporate reports should consistof three blocks (story, key numbers 

and details)and should focus much more broadly on an entity‟s drivers for longer term value creation, rather than 

traditional financial performance measures. These drivers shouldincludethe entity‟s strategy, business model, related 

risks and performance across a number of key performance indicators, including non-financial ones. The business 

model would bein the first block, alongsidechallenges and prospects for the future. 
 

Nielsen andRoslender (2015, p. 270) stated that the business model is something more than a perfunctory 

description of how the company seeks to create and deliver value to customers and shareholders. According toTokar 

(2015, p. 441), themeasurement basis should reflect both the characteristics of an item and how that item is used by 

the entity to generate cash flows. Similarly, according toGebhardtet al. (2014, p. 114),a single measurement base for 

all assets and liabilities should not be used as it would not enable capital providers to appropriately assessa 

company‟s future cash flows. While the IASB‟s 2013 discussion paper of a conceptual framework does not 

explicitly introduce the business model concept, it states that the most appropriate information about future cash 

flows depends on the expected use of the assets and liabilities that are to be measured, cf. (IASB, 2013, p.9.23-9.34). 

In recent years, a number of initiatives have emerged that are also aimed at addressing the business model as a way 

of improving the relevance of financial statements, among themICAEW, 2010; IIRC, 2013a, 2013b; EFRAG, 2013. 

In terms of presentation and disclosure, the document “Preliminary Views on Financial Statement Presentation” 
published by IASB in 2008 is noteworthy. It was developed in the exposure draft of International Financial 

Reporting Standard X “Presentation of Financial Statements”, in which it was assumed that users are primarily 

interested in the amount, timing, and uncertainty of an entity‟s future cash flows (IASB, 2008c, § 2.1). Financial 

statements should present a coherent picture of the achievements of the company, which in practice means the 

existence of interdependence between financial statements. Highlighting, in line with a management approach, the 

same sections and categories in each element of the reportwas considered as very important, as shown in Table III. 

 
Table III The structure of financial statements according to a 2008 IASB discussion paperSource: IASB (2008c, § S5). 

Statement of financial 

position 

Statement of profit or loss 

and comprehensiveincome 
Statement of cash flow 

BUSINESS ACTIVITY BUSINESS ACTIVITY BUSINESS ACTIVITY 

 Operating assets and 

liabilities 

 Operating income and 

expenses 
 Operating cash flow 

 Investing assets and 

liabilities 

 Investment income and 

expenses 

 Investing cash flow 

FINANCING ACTIVITY 

 Financing assets 

 Financing liabilities 

FINANCING ACTIVITY 

 Financing asset income 

 Financing liability 

expenses 

FINANCING ACTIVITY 

 Financing asset cash 

flow 

 Financing liability cash 

flow 
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INCOME TAXES INCOME TAXES on 

continuing operations 

(business andfinancing) 

INCOME TAXES 

DISCONTINUED 

OPERATIONS 

DISCONTINUED 

OPERATIONS 

(net of tax) 

DISCONTINUED 

OPERATIONS 

 OTHER COMPREHENSIVE 

INCOME, net of tax 

 

EQUITY  EQUITY 

 

Table IIIshows that the statement of financial position, statement of profit or loss and other comprehensive income, 

and the statement of cash flow were to be consistent at each level (IASB, 2008c, § S3, S6, 2.27). While the IFRS X 
project should be regarded as an important step in improving the presentation and disclosure of financial statements, 

unfortunately, the project was suspended. 

 

III. THE BUSINESS MODEL AND THE OBJECTIVE OF FINANCIAL REPORTING 
 

The objective of financial reporting is to provide financial information about the entity that is useful to capital 

providers in making decisions. Information is regarded as useful when it contributes to the assessment of the ability 

of the entity to generate future net cash inflows. Information which enables such assessment includes: economic 

resources (assets), claims on them (liability and equity), and the effects of transactions, other events and 
circumstances that change resources and claims on them(IFRSCF,§ OB2-OB4). In the exposure draft issued by 

IASB concerning the objective of financial reporting, the information and the order of its usein estimating future net 

cash flows of the entity were identified. In order to produce this estimate, assets and liabilities must be recognized 

and measured, the difference between them being net assets. The financial result is a change in net assets (IASB, 

2008b, § BC 1.37), cf. (IASB, 2015, § 1.3-1.4). 

 

As Bezoldnoted (2009, p. 3),much attention has been given to the objective of financial reporting, but to a lesser 

degree to the subject which was included in IASB‟s exposure draft concerning the reporting entity. According to this 

document, the subject is a circumscribed area of business activity of interest to present and potential equity 

investors, lenders and other capital providers (IASB, 2008a, § 24, 27), cf. (IASB, 2015, § 3.11, 3.13).The essence of 

a business activity can be described as investing cash in non-cash resources, combined according to economic logic, 

in order to generate future net cash inflows, which is consistent with the definition of the cash conversion cycle, cf. 
(SFAC 1,§ 39). 

 

Every business activity which is the subject of financial reporting has to follow the logic according to which it 

carries out processes using a specific combination of resources. The logic, reflected in cause and effect relationships 

between resources and processes, is often referred to as a business model, which is confirmed by definitions in 

management literature. Casadesus-Masanell and Ricart (2010, p. 195) have identified the business model as the 

logic of the enterprise and how it operates and creates value for its stakeholders. Magretta (2002, p. 87) described it 

asthe underlying economic logic that explains how value can be delivered to customers at an appropriate cost, 

effectively an explanation of the waythe company conducts business. As Chesbrough and Rosenbloom (2002, p. 

532) noted, thebusiness model mediates between technology development and economic value creation, while, 

according to Zott and Amit (2010, p. 216),it is a system of interdependent activities that transcends the focal firm 
and spans its boundaries. Figure 3 shows a scheme of the business model according to IIRC. 
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Fig. 3 A scheme of the business model according to IIRC 

Source: Own preparation based on: IIRC(2013b, p. 13). 

 
According to IIRC (2013b, § 2.23),the business modeldraws on various resources as inputs and, through its business 

activities, converts them to outputs (products, services, by-products and waste). The organization‟s activities and its 

outputs lead to outcomes in terms of effects on resources. In the cycle in which resources at the end of a period 

become resources available for use by the business model in the following period, value is being created (IIRC, 

2013a, § 40). Creating and adding value as profits generated for investors are the main reason for establishing 

companies. According to EFRAG (2013, § 3.19),value creation could be viewed as current earnings that can be 

either reinvested or paid out in dividends, or future value that will be realised at a later date. 

 

An example of a business model described in terms of value creation is a food processing entity. Such entity 

acquires basic food ingredients from agricultural producers. From those ingredients, the entity then prepares more 

valuable food products and markets those products to consumers. The entity captures the incremental added value of 

the manufactured final food product over the cost of purchasing and processing ingredients, marketing and 
distribution (EFRAG, 2013, § 3.22). Another example of a business model focused on value creation is that of a 

chemical entity. Such entity purchases raw materials which it processes in a chemical plant. Inputs are converted by 

a variety of methods in chemical reactions to create more valuable chemicals. The entity adds value by converting 

the lower cost chemical inputs into higher valued chemical products (EFRAG, 2013, § 3.23). 

 

Inputs may be used in the production process, as in the above examples, but they can also be sold without 

change.Penman (2007, pp. 36and 39) indicatedthat the essence of the business model may be: 

 transforming inputs and adding value to them, 

 adding or losingvalue due solely to fluctuations in market value of the rights and obligations, which means the 

absence of any transformation of assets; the company earns through appropriate choices of the times of purchase 

and sale. 
 

It follows that a business model is focused on creating value, which is understood as realized and unrealized cash 

flows, and the objective of financial statements should be to provide information as to whether the activity within a 

specific business model, described as the investment of cash according to economic logic in combination with non-

cash resources, is able to generate the expected net cash inflows. Unfortunately, financial reporting in its current 

form does not condition the rules of preparing financial statements on the business model in use. The question 

therefore arises to what extent financial statements can be used to provide information about the business model for 

the assessment of future net cash inflows. 

 

IV. ACCOUNTING POLICY AS A TOOL FOR REFLECTING THE BUSINESS MODEL IN 

FINANCIAL STATEMENTS 
 

The description of the business model should be the starting point for its appropriate reflection in the current form of 

financial statements. Investors and other stakeholders should learnhow the business operatesprior to assessing its 

financial position and performance, so understanding the entity‟s way of doing business is crucial for further 

analysis of financial data (EFRAG, 2013, § 4.13-4.15). The management commentary – a descriptive (narrative) 

reportfacilitating a broader understanding of the financial position, the financial performance, and cash flows of an 

entity – can be especially useful for this purpose, as it complements and supplements the financial statements (IASB, 
2010, § IN3). 
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However, the reflection of the business model should not be limited only to its description as discussed in Chapter 2, 

cf. (Nielsen and Roslender, 2015, p. 272). Appropriate accounting policies should be used to reflect the financial 

consequences of activities within the adopted business model, providing the requisite information for the assessment 

of future net cash flows. According to IAS 8 (§ 5), accounting policies are the specific principles, bases, 

conventions, rules and practices applied by an entity in preparing and presenting its financial statements. Accounting 

policies include both the basic (obligatory) and those selectedfrom the approved accounting principles.While the 
obligatory principles are quite rigid within a limited choice, selected accounting policies should be employed as well 

in order to present the impact of the adopted business model appropriately. They are selected by management 

through conscious choice and refer to the detailed solutions adopted by the company which must be in compliance 

with applicable laws. There may be a closed list of possibilities or complete freedom of choice amongselected 

accounting policies. 

 

The influence of distinct business models on solutions in the field of accounting policies of companies operating 

differently within the same industry will be demonstrated using theexample of four companies selling machines, cf. 

EFRAG (2013, § 3.44-3.103). The first entity has a business model under which it manufactures machines before 

entering into a contract with any customer. The entity expects to be able to sell machines at a price which will be 

higher than the cost of manufacturing. It seems to be the most common model in the business. The second entity 

also manufactures machines before signing a contract but, in contrast to the first entity, the company leases 
manufactured machines directly to others upon completion. The third entity has a business model whereby it 

manufactures machines under pre-existing contracts, sellingthe machines upon completion at a pre-determined price. 

The company creates value based on its ability to produce machines at a lower cost than the pre-determined price. 

The three business models belong to the first group of models enumerated in chapter 3. The fourth entitypurchases 

ready-made machines from manufacturers and sells them through a network of shops located in different regions of 

the country. This is a typical business model of adding or losing value resulting solely from fluctuations in the 

market of goods for sale, which was discussed in chapter 3. 

 

The four business models all have very different risk and reward profiles. The first entity sells finished goods at a 

profit if it correctly predicts the demand. Its risk is that the sale may take more time than expected, due to the 

possibility of overestimation of demand for finished goods. Misjudging future demand for machines may not only 
mean a longer than anticipatedperiod to sell the machine but the sale may also be made at a potentially distressed 

price. The second entity bears the risk related to the size of demand for the use of machines in the form of leasing. 

Price is a function of the relationship between supply and demand, which implies the recovery of production costs 

through lease payments. The risk to the third entity is that production costs exceed the pre-determined sales price. 

The entity captures value to the extent it can accurately estimate its manufacturing cost before entering into the sales 

contract and then effectively manage those costs. The activities of the fourth entity do not include manufacturing 

and are limited to trade. 

 

Table IV shows the influence of the adopted business model on accounting policies for manufactured (purchased) 

machines. 

 
Table IV The influence of adopted business model on accounting policies for manufactured (purchased) machinesSource: 

Own preparation. 

No. 
The essence of the 

business model 

Presentation of 

produced or 

purchased machines 

in the balance sheet 

(statement of 

financial position) 

Balance sheet value of 

produced or 

purchased machines 

The financial results 

of the adopted 

business model 

1. 
Manufacture of 

machines before 

signing 

purchase agreements 

with customers 

Inventories (finished 

goods) 

Cost 

or 

net realisable value 

Revenues minus cost 

of sales of finished 

goods recognizedonce 

at a point in time 
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2. Manufacture of 

machines intended for 

lease 

Tangible fixed assets Cost (possibly 

increased by borrowing 

costs), decreased by 

accumulated 

depreciation and 

impairment 

lossesorfair value 

Revenues minus 

expenses concerning 

tangible fixed assets 

recognized gradually 

over time 

3. Manufacture of 

machines on special 

order, the result of 

signed purchase 

agreements 

Inventories (finished 

goods) 

Cost determined on the 

basis of the method 

that best reflects the 

degree of production 

Revenues minus cost 

of sales of finished 

goods recognized 

gradually over time 

4. Purchase of ready-

made machines 

intended for further 

sale 

Inventories 

(merchandise) 

Cost 

or 

net realisable value 

Revenues minus cost 

of sales of merchandise 

recognized once at a 

point in time 

 

Activities undertaken by these entities during production are very similar, except for the fourth entity in which no 

production occurs. These entities purchasethe required materials, which are transferred to production. In the case of 
the first and third entities, the outputs are inventories (finished goods), while the second company produces tangible 

fixed assets. This follows the definition of the components of the balance sheet (statement of financial position). 

Inventories are regulated in IAS 2, according to which they are assets: 

 held for sale in the ordinary course of business, 

 in the process of production for such sale; or 

 in the form of materials or supplies to be consumed in the production process or in the rendering of services (§ 

6). 

 

On the other hand, according to IAS 16, tangible fixed assets are assets: 

 held for use in the production or supply of goods or services, for rental to others, or for administrative purposes; 

and 

 expected to be used during more than one period (§ 6). 

 

This means that, depending on the business model, the same goodsare categorized differently and presented 

differently on the balance sheet (in theory, the manufactured machine may also be an investment). Treating the 

given component as inventory or tangible fixed assets (theoretically, investment) depends on how these assets are 

used in the business model. To calculate the cost of production of machines similar solutions are used, especially in 

regard tothe first and the third entities, as shown in Table IV. 

 

Business models begin to differ after manufacturing. The first, second and fourth entities must conduct marketing 

activities: the first and fourth to attract potential buyers of machines, and the second to attract potential lessees. The 

first and fourth entitiesrecognize gain or loss upon sale [2]. The second entity recognizes rental revenues 
successively, while the machines will be depreciated and the entity will incur expenses of maintaining them in good 

condition. They can also be valued according to a revaluation model, which applies a fair value measurement. In the 

case of the third entity, profit or loss will be recognized during production, according to IFRS 15. This situation is 

especially possible when the created or enhanced asset has no alternative use to the entity, and the entity has an 

enforceable right to payment for performance completed to date. It means that, in order to determine how to 

recognizesales revenue, entities must focus on contracts with customers, which requires an understanding of how 

thecompany does business. As noted inTokar (2015, p. 443),the introduction of such solution makes it possible to 

implement a more flexible approach, which would be applicable regardless of the business model employed. 
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Based on the foregoing example, it can be concluded that the accounting policies of the four entities selling the same 

goods but under different business models should not be the same, as each should provide specific information 

related to the generation of net cash inflows (or business model), cf. (EFRAG, 2013, § 4.25). The issue of 

forecasting was highlighted in joint IASB-FASB proposals at the conceptual framework measurement phase in 

2009, cf. (Gwilliam and Jackson, 2008, p. 256). It was stated that the objective for selecting a measurement attribute 

for an item is to maximise the information about the reporting entity‟s prospects for net cash inflows. It means that a 
particularly important factor for measurement of an asset or a liability should depend on the future value flows it 

represents (IASB/FASB, 2009, § ME12). Value realization refers to the conversion of the economic value of an 

asset or liability into cash, other assets, services, or release from obligations (IASB/FASB, 2009, § ME29). Given 

this definition, the method of value realization for an asset or liability is a function of management‟s decision about 

the use, disposition or settling of that item. The business model determines how value will be realised, leading to the 

following chain of reasoning: accounting based on the value realisation method will provide the most relevant 

reported information because it determines future net cash inflows (Leisenringet al., 2012, pp. 336-337). 

 

Financial results should be reported in the manner in which the entity generates the actual cash flows and actually 

creates or destroys value, cf. (Świderska et al.,2014, p. 17). The way resources are used in the context of a business 

model, i.e. the role that they play in cash conversion cycles, has an impact on the timing and size of cash flows that 

will be generated and on the exposure to risk. Consideration of the business model in financial reporting is to reflect 
changes in the values that are important to the financial position and performance of the entity and recognition of the 

key elements of financial statements (assets, liabilities, revenues and expenses),cf. (EFRAG, 2013, § 4.17-4.18). 

 

Financial reporting needs to account for the substance and not just the form of transactions (Tokar, 2015, p. 450). It 

means that assessing net cash inflows should be based on more than justthe rights and obligations that are derived 

from the contract.Contractual terms could be an initial starting point for this assessment, but it is also necessary to 

consider the way the rights and obligations are used by the entity when conducting its activities. The way assets, 

liabilities and other resources are actually used in a business model is the most relevant and reliable way of 

assessingnet cash inflows, thereby providing users with information that has better predictive value (EFRAG, 2013, 

§ 4.26). 

 

V. THE EMPIRICAL STUDY OF THE FINANCIAL STATEMENTS 
 

An airline could structure its flight routes using certain “hub” airports or direct “point-to-point” flights to optimise 

its passenger traffic. By routing passengers through certain hub airports, it can combine passengers from multiple 

locations in order to offer more frequent flights to more destinations. The configuration of these routes and the 

choice of airports impact the cost structure of the entity (EFRAG, 2013, § 3.26). The business model of low-cost 

carriers relies specifically on low cost structures. Therefore, according to Flouris and Walker (2005, p. 6-7), these 

airlines mainly use secondary airports with low airport charges, typically a significant part of airlines‟ expenses. 

These airports are also less congested, helping low-cost carriers increase punctuality and reduce turnaround times 
which, in turn, lead to higher utilization of aircraft, cf. (Richardson et al., 2014, p. 5). Additionally, “point-to-point” 

flights have the advantage of eliminating wasted time by interlining flights as there is no need to wait for passengers 

from delayed flights, thereby also increasing utilization of aircraft. The description of factors related to the adopted 

business model should be an integral part of the financial statements and the management commentary, cf. 

(Karwowski, 2015, p. 489). 

 

According to its annual report for 2014,Ryanair Holdings plc pioneered the low-fares operating model in Europe in 

the early 1990s. Ryanair„s low fares are designed to stimulate demand, particularly from fare-conscious leisure and 

business travellers who might otherwise use alternative forms of transportation or choose not to travel at all. In order 

to minimise expenses, Ryanair mainly provides frequent point-to-point service on short-haul routes to secondary, 

regional airports. 

 
According to its annual report for 2014,Air France-KLM currently operates the largest network between Europe and 

the rest of the world. The network is centred ontwo intercontinental hubs, whichare two of the four largest 

connecting platforms in Europe.In the traditional network carrier business, approximately40% of passengers are on 

business while 60% are travellingfor personal reasons.Furthermore, approximately50%of revenue is realized 
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fromloyalty scheme customers (members of the frequent flyer program or those whose companieshave corporate 

contracts with the company). 

 

Table Videntifies the influence of the adopted business model on the accounting policies oftwo airlines, representing 

two different business models. 

 
Table V The influence of the adopted business model on the accounting policies of airlinesSource: Annual reports for 2014 

of Ryanair Holdings plc and Air France-KLM SA. 

No. Name of company Ryanair Air France-KLM 

1. Type of business model Low-cost carrier Full-service carrier 

2. Property, plant and 

equipment 

Historical cost less accumulated 

depreciation and provisions for 
impairments. 

Acquisition or manufacturing cost, 

less accumulated depreciation and 
anyaccumulated impairment losses. 

3. Inventories The lower of cost and net realisable 

value. 

The lower of cost and net realizable 

value. 

4. Unused tickets Systematic basis, such that twelve 

months of time-expired revenues are 

recognised as revenue in each fiscal 

year. 

Recognized as revenue atissuance 

based on statistical analysis, which is 

regularly updated. 

5. Loyalty programs No information. “Miles” acquired by passengers are 

considered as part of the price and 

deferred untilthe commitments 

relating to these “miles” have been 

met. 

6. Revenue Revenue from the sale of seats is 

recognised in the period in which the 

service is provided. 

Sales related to air transportation 

operations are recognized when the 

transportation service is provided. 

7. Segment reporting Single business unit. The Group is organized around the 

following segments:Passenger, 

Cargo, Maintenance, Other. 

 

The study of the financial statements identifiedthe following accounting policiesdifferentiating the two business 

models of the airlines: 

 the recognition and measurement of unused tickets, 

 the recognition and measurement of loyalty programs, 

 identifying reportablesegments. 

 

The two companies recognise revenue in the period in which the service is provided, but there are differences 

concerning unused tickets. Ryanair recognises them as revenue on a systematic basis, such that twelve months of 
time-expired revenues are recognised asrevenue in each fiscal year. Air France recognises them at issuance based on 

a statistical analysis, which is regularly updated.Ryanair does not have a loyalty program, which is typical of low-

cost carriers. Air France-KLM, similar to other full-service carriers, has its own frequent flyer program, which 

entitles members to a variety of benefits such as free flights. Deferred revenue on ticket sales and frequent flyer 

programsof Air France-KLM constitute 13.7% of total liabilities and equity, while in the case of Ryanair, unearned 

revenue representsonly 9.7%. Ryanair is managed as a single business unit that provides low fare airline-related 

services, across a European route network. This description isa very common feature of low-cost carriers, allowing 

them to minimise expenses. In contrast to Ryanair, the logic of Air France-KLM is based on differentiation. 

 

The foregoingobservations confirm that the business model impacts the accounting policies of the selected airlines 

which represent two different business models. 
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VI. CONCLUSIONS 
 

The current form of financial statements is widely criticized (cf. Chapter 2.2) because it does not provide sufficient 

information for the assessment of future net cash flows. In the course of the review of relevant literature, the results 
of which are included in Chapter 2.1, the growing interest in reflecting the business model in the financial 

statements (and vice versa) was noted, although there is still a noticeable lack of studies entirely devoted to the 

importance of the business model in financial statements (cf. Chapter 2.3). 

 

The objective of the research presented in this article was to present the necessity of reflecting the business model in 

financial statements. The use of the business model in financial statements is justified by review of relevant 

literature included in Chapter 3, which confirmed that the objective of financial statements has many common 

features with the business model, e.g. business activity, economic logic, creation of value, generation of net cash 

flows. However, current financial reporting standards make it impossible to appropriately reflect the business model 

in financial statements. 

 
In Chapters 4 and 5 it was concluded that in order to reflect the business model in financial statements accounting 

policies can be applied appropriately. The presented examples(one theoretical and the other empirical) indicate 

various accounting solutions in companies following different business models. It was also noted that the description 

of the business model should be an integral part of financial statements and the management commentary in order 

tofacilitate an understanding of the activity of the entity. 

 

Notes 

1. This database was selected due to the possibility of obtaining information about the quantities of materials by 

year, by publication, and by type of publication. 

2. In general, inventories are valued at purchase price or production cost. However inventories held by broker-

traders trading in goods are valued differently, because such inventories are principally acquired with the 

purpose of selling in the near future and generating a profit from fluctuations in price or broker-traders‟ margin 
(IAS 2, § 5) 
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