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0 0   ·   W H Y  F S A  S T I L L  M A T T E R S

FSA in the AI Era
Financial statement analysis was always important, and it is becoming more so

Analysis used to be one act. It is now becoming two.

Where calculation and economic judgement once flowed together in one analyst's head, AI is splitting them and shifting 

the centre of gravity towards interpretation.

T H E N   ·   I N T E G R A T E D

One analyst, one flow

Calculation, comparison and economic judgement all 

happened in the same head, in the same flow: 

context-rich, slow, but coherent.

N O W   ·   S P L I T

Machine calculates, human 
interprets

AI handles standard analyses and quantitative work 

better and faster. Economic interpretation is no longer 

a by-product; it has to be done deliberately.

Critical accounting topics need expert judgement more than ever
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0 1   ·   T H E  B I G  P I C T U R E

Uncertainty is Highest Today
Macro, fiscal and geopolitical volatility continues to set the backdrop for accounting
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0 2   ·   S U B J E C T I V I T Y  &  D I S C R E T I O N

Subjectivity in Accounting
Where there is uncertainty, there is accounting risk

Modern FSA is not just about the past.

Standards require forward-looking assumptions for long-term assets, liabilities and fair-value items. Uncertainty 

about the future translates directly into accounting risk.

R E A S O N A B L E

A position that holds up to 
challenge

Preparers must reach assumptions that 

are reasonable, supportable and pass the 

auditor's test – a tough bar in volatile 

times.

A U D I T  P R E S S U R E

Auditors on heightened 
alert

Regulators routinely criticise audit work 

on judgements. Last year's accepted 

positions may not pass this year – expect 

more challenge and more rework.

O U T C O M E S

Risk skewed in both 
directions

Elevated risk of write-downs, additional 

provisions – but also of provision 

releases, late filings or accounting 

changes designed to fit a narrative.
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0 2   ·   S U B J E C T I V I T Y  &  D I S C R E T I O N

Room for Discretion
Hard vs. soft positions: not every line item carries the same accounting risk

L O W  D I S C R E T I O N   ·   H A R D  P O S I T I O N S H I G H  D I S C R E T I O N   ·   S O F T  P O S I T I O N S

Verifiable, observable, contractual Forecast-based, model-driven, judgemental

H A R D  P O S I T I O N S

Little room to flex the answer

• Cash and bank balances

• Short-term trade payables

• Listed-equity investments at quoted prices

• Contractually fixed debt principal

• Current tax payable

S O F T  P O S I T I O N S  – O U R  F O C U S

Wide management discretion

• Goodwill & intangible asset impairments

• Useful lives, residual values, depreciation

• Defined benefit pension assumptions

• Provisions, ECLs and onerous contracts

• Level 3 fair values & deferred tax recoverability

→  Uncertainty and Discretion: a quite explosive Combination
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0 3   ·   B A L A N C E  S H E E T  S T R E S S

Balance Sheet Stress & Flexibility
Fewer acute stresses in 2026 than in 2020, but vigilance for stretched balance sheets remains essential

Balance sheets can flex. Pushed too far, they buckle.

There is always a limit to what a balance sheet can absorb. The thinner and more rigid it is, the less room for 

manoeuvre, and the higher the risk of small fissures becoming structural cracks.

S T R E T C H E D

When the balance sheet 
runs thin

Stretched balance sheets carry 

concentrated value in highly subjective 

and illiquid assets – intangibles and 

goodwill in particular.

R I G I D

When flexibility runs out

Heavy fixed obligations, pension deficits, 

refinancing windows or restrictive 

covenants leave little room to absorb 

shocks.

W A T C H F U L

Where we focus our radar

Companies whose balance sheets have 

changed materially during the year –

especially via long-term asset spend or 

acquisition activity.
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0 3   ·   B A L A N C E  S H E E T  S T R E S S

Stress Testing
Operational and accounting signals beyond the headline metrics

Non-financial signals 
first

Customer/supplier concentration, key-

employee turnover, governance, credit-

agency moves and management posture 

before going to the numbers.

Revenue recognition 
choices

Watch deferred-revenue releases, 

accrued-income spikes, criteria changes 

vs prior year, and revenue not converting 

into operating cash flow.

Cost reclassifications

Items moving below the line, capitalisation 

creep, recurring “exceptionals”, deferred 

costs from support schemes; anything that 

flatters earnings today.

Hidden debt 
techniques

Factoring, supplier-payment-day 

extensions, sale-and-leaseback, 

JV/associate parking, advance billing near 

year-end.

Long-term asset 
assumptions

Optimistic impairment-review inputs, 

lengthening useful lives, capex deferrals, 

large goodwill/intangible balances vs 

equity: classic stress markers.

Provisions & deferrals

Sudden provision releases that absorb 

pressure on earnings, plus deferred large 

payments (pensions, tax), historically a 

late-stage warning.
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0 4   ·   C A P E X  &  A S S E T  V A L U E S

Capex & Long-Term Asset Values

S T A R T I N G  P O I N T

A highly subjective area in the 
books

Long-term tangible and intangible assets carry a lot of 

subjective and material accounting judgements in the financial 

statements.

Companies have wide latitude: assumptions and forecast cash 

flows only need to be 'justifiable and supported'.

Accounting choices need not even be consistent across the 

business (e.g. useful lives can change, different assumptions 

across CGUs).

T H I S  Y E A R ' S  C H A L L E N G E S

AI & Technology Spend
Capex/opex split, carrying-value justification and forward AI 

commitments – risk of material cost deferral or under-

amortisation.

Inflation & Rates Pressure
Higher cash costs, higher carrying values and higher D&A –

pushing up the future cash flows needed to support 

valuations.

Changing Assumptions
Watch for shifts in depreciation rates or impairment-review 

inputs – small tweaks can move the answer materially.
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0 4   ·   C A P E X  &  A S S E T  V A L U E S

The Cash Conversion Cycle
Why long-term asset analysis must look at the liability side too

A liability is not always just a liability.

Behind similar accounting labels can sit very different duration, risk and cash-flow profiles. The cash conversion 

cycle is what gives the accrual principle a time structure, and makes those differences visible.

S T R U C T U R A L  

S H I F T

The cycle itself changes

A business model transition (e.g. on-prem 

to cloud, or a capex-heavy pivot) 

reshapes the timing of cash in and cash 

out.

O V E R L A P P I N G  

C Y C L E S

Operating + investment 
cycles collide

Short operating cycles and long 

investment cycles can run in parallel, 

netting them blurs the underlying picture.

M I X  E F F E C T S

Relative weights drift over 
time

Even with stable individual cycles, a shift 

in mix between business lines can 

change the company-level cash dynamic.
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0 4   ·   C A P E X   ·   C A S E  S T U D Y

Oracle: Two Liabilities, Two Cycles
Same balance-sheet label, fundamentally different cash dynamics

L E G A C Y  S O F T W A R E

Short, self-financing cycle

Customers paid upfront, services delivered over time. Negative 

working capita, cash arrives ahead of recognition. But contract 

liabilities are now trending down as the legacy book matures.

A I  /  D A T A - C E N T R E  C A P E X

Long-dated, financing-heavy cycle

Around two-thirds of recent payables relate to unpaid capex. 

Paybacks stretch four to six years: a long, cash-hungry cycle 

that requires significant external financing.
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0 5   ·   R A T E S  &  I N F L A T I O N

Interest Rates & Inflation
Why it matters for the financial statements

Accounting standards force companies to take a view of the future.

Persistently elevated rates and inflation make every forward-looking judgement materially harder. And the effects 

are often asymmetric across assets and liabilities.

F O R E C A S T S

Future cash flows under 
pressure

Discount rates and growth assumptions 

feed almost every long-term valuation. 

Small changes flow through to large 

impacts.

A S Y M M E T R Y

Assets and liabilities 
move differently

Pensions, provisions and asset values 

do not respond symmetrically to rate or 

inflation moves, net effects can 

surprise.

J U D G E M E N T

More room for subjective 
bias

Wider input ranges allow management 

(sometimes subtly) to nudge outcomes 

towards the narrative they wish to 

present.
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0 5   ·   R A T E S  &  I N F L A T I O N

Where It Shows Up in the Financials
Six positions where elevated rates and inflation drive the accounting outcome

Long-Term Asset 
Impairments

Higher cash-flow hurdles strain carrying 

values, including investments in 

associates and JVs.

Revenue & Profit 
Recognition

Contracts with finance components or 

long durations are particularly sensitive 

to rate inputs.

Defined Benefit 
Pensions

Assets and liabilities react 

asymmetrically. A net-neutral position is 

not necessarily neutral after valuation 

adjustments.

Expected Credit 
Losses

Extended payment terms and customer 

stress can lift ECLs.

Long-Term Provisions

Decommissioning and similar provisions 

move with rates and inflation.

Selective / Subjective 
Choices

Watch for small, immaterial-looking 

tweaks. They can signal stress or pre-

positioning of future numbers.
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2025 was a turbulent year, and 2026 is not much better: the accounting consequences ripple through several line items.

01

Inventory 
Valuation

Tariffs and freight costs feed 

directly into landed cost. 

Watch for NRV pressure, 

write-downs, and shifting 

cost-flow assumptions.

02

Provisioning

Onerous contracts, supplier 

disputes and customs 

exposures can require new 

or enlarged provisions.

03

Margin Impact

Pass-through is rarely 

complete. Look for 

compressed gross margins 

and check whether 

mitigation is real or one-off.

04

Narrative 
Consistency

Test management 

commentary against the 

numbers. Tariff impacts 

often appear in stories 

before they appear in 

segments.
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0 6   ·   T R A D E  &  T A R I F F S

Trade, Transport & Tariff Uncertainties



0 7   ·   S T A N D A R D S   ·   S U P P L I E R  F I N A N C E

Supplier Finance
One of the big blow-up triggers of recent years
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0 7   ·   S T A N D A R D S   ·   S U P P L I E R  F I N A N C E

Supplier Finance Disclosures
New IAS 7 & IFRS 7 amendments

W H A T  M U S T  N O W  B E  D I S C L O S E D

Four required disclosures

Terms & conditions
of the supplier financing arrangements

Liability amounts
split between those already paid by the finance 

provider and those not yet paid, plus their B/S location

Payment due dates
ranges of dates for both arrangement and comparable 

trade liabilities

Liquidity risk
information sufficient for users to assess the 

company's exposure

W H A T  W E  W E R E  W A T C H I N G  F O R

Sudden first-time disclosure
Companies that have never previously disclosed SCF 

arrangements

Liquidity & working-capital reality
Reclassification implications: are reported trade payables 

masking debt-like financing of the supply chain?

Governance signals
Patchy explanations raised questions about prior-year 

disclosures and audit-committee oversight.
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0 8   ·   S a a S  T R A N S I T I O N

From On-Premise to Cloud
How the SaaS transition reshapes revenue recognition under IFRS 15 / ASC 606

O N - P R E M I S E

Software delivered & installed

Performance obligation is largely fulfilled at delivery: the 

customer runs the software on its own infrastructure.

70-90 %
of contract revenue typically recognised UPFRONT at delivery

→  Revenue front-loaded

H O S T E D   ·   S a a S - L I K E

Software provided as a service

The vendor continuously delivers access: performance 

obligation is satisfied progressively over the contract term.

Pro-rata
revenue recognised RATABLY over the service period

→  Revenue spread over time

Similar business, but different revenue patterns.
The transition is as much an accounting event as an operational one – the economics need not have changed a lot.
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0 8   ·   S a a S  T R A N S I T I O N

The “Software Hole” Effect
Why reported revenue can temporarily diverge from underlying business performance

T H E  T R A N S I T I O N  D I P

Hosted contracts contribute less 
upfront

Even with healthy contract growth, reported revenue typically dips at the start 

of the switch, and only catches up later as the deferred base builds.

Look through the artefact

The dip is an accounting artefact, not an economic 

effect – adjust for it in fundamental analysis.

Shift focus to the balance sheet

Watch contract liabilities (deferred revenue) and 

backlog – economic value sits there before the P&L.

Source: Schrödinger Inc. Corporate Presentation, February 2026
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0 9   ·   I F R S  1 8

IFRS 18 at a Glance
A reform of presentation and disclosure, not of recognition or measurement

P U B L I S H E D

April 2024

E F F E C T I V E

1 Jan 2027

F I R S T  C O M P A R A T I V E

FY 2026

Replaces IAS 1: companies must derive 2026 numbers IFRS 18-compliant already, as 2026 serves as the first comparative year.

01  ·  STRUCTURE

Standardised income 
statement

Mandatory categorisation into operating, 

investing, financing, income taxes and 

discontinued operations, with required 

subtotals.

02  ·  MPMs

Defined disclosure for 
adjusted KPIs

First-ever framework for Management-

Defined Performance Measures, 

including reconciliations, tax and NCI 

effects.

03  ·  AGGREGATION

Sharper rules on grouping

More explicit guidance on aggregation 

and disaggregation, pushing back on 

opaque “other” lines and bucket 

disclosures.
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0 9   ·   I F R S  1 8

The New Income Statement Structure
Three categories anchor the P&L: operating, investing and financing

O P E R A T I N G

The default category

Anything not assigned to investing, financing or taxes lands here. 

Drives the new mandatory “Operating profit or loss” subtotal.

I N V E S T I N G

Returns from non-core resources

Associates and JVs at-equity, cash and equivalents, and other assets 

that generate returns largely independently of operations.

F I N A N C I N G

Funding-related effects

Interest on borrowings and lease liabilities, plus measurement and 

derecognition effects on financing liabilities.Source: IASB Project Page on ifrs.org 
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0 9   ·   I F R S  1 8

MPMs: Adjusted KPIs Disclosed
New formal disclosure framework for management-defined performance metrics

W H A T  Q U A L I F I E S  A S  A N  M P M ?

Definition

Subtotals of income and expenses used in public 

communication outside the financial statements that 

convey management's view of overall financial 

performance.

N O T  I N  S C O P E

• IFRS-defined subtotals (e.g. Gross profit, 

Operating profit)

• Pure income or expense sub-items

• Balance-sheet figures and ratios

• Non-financial KPIs

R E Q U I R E D  D I S C L O S U R E S

What companies must disclose for every 
MPM

Reconciliation
to the most directly comparable IFRS subtotal – line by line.

Tax effect per item
for every reconciling adjustment, with method disclosed.

NCI effect per item
for every reconciling adjustment – separately.

Single note + caveat
all MPM information bundled, with a comparability warning.
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0 9   ·   I F R S  1 8

What Analysts Should Watch
More structure brings more comparability – but also new pitfalls

Time-series breaks

Reported numbers will look different from 

prior years; rebuild your time series and 

KPI logic before drawing trend 

conclusions.

“Main business 
activity” judgement

Hybrid models (captives, leasing-heavy 

industrials, platforms) get latitude on what 

counts as operating – peer comparisons 

can shift.

Allocation cuts across 
economics

Cash pooling, FX on intra-group loans and 

natural hedges may now sit in different 

categories – splitting up what economically 

belongs together.

Operating profit is not 
always ‘the answer’

For finance-integrated models (e.g. real-

estate developers), interest below 

operating profit can overstate sustainable 

operating earnings.

MPM tax & NCI effects 
need filtering

Useful for normalising one-offs – but 

irrelevant for valuation when the 

adjustment is a structural ‘level’ difference, 

not a timing item.

Communication may 
shift outside

Tighter rules inside the statements may 

push more management narrative into 

MD&A, investor presentations and other 

unaudited channels.
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1 0   ·   F S A  F R A M E W O R K

The FSA Framework
Navigate FSA with discipline

Revisit the 
business model

Re-read the business model, 

customers, cash drivers and 

any specific risks (litigation, 

pensions, FX, climate).

Identify 
material 
changes

Look for events, transactions 

or restructurings in the year 

that could move the numbers 

or change comparability.

Calculate the 
key KPIs

Recompute the metrics that 

drive remuneration and 

capital-market communication 

before diving into the detail.

Read context & 
policies

Auditor and audit-committee 

reports, notes outside the 

primary statements, and any 

accounting-policy changes.

Work through the 
statements

P&L first, Balance sheet second (incl. 

equity changes), then the cash flow

Test the narrative

Cross-check management commentary 

against the unadjusted and adjusted 

numbers – does the story match the 

data?

Mind the bias, read 
the white space

Always test against your own 

assumptions, ask what was deliberately 

not said or explained.
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1 0   ·   F S A  F R A M E W O R K

A Forensic Analyst's Perspective

Look for small signs

Accounting issues are like stress fractures in a large 

building. Small fissures may be warnings or simply normal 

flex. Either way, they deserve attention.

Don't look in isolation

Impending problems usually leave more than one footprint. 

Triangulate across the financials; even individually 

immaterial items can matter in combination.

Consider the bigger picture

There are rarely definitive answers. Pair top-down industry 

context with bottom-up analysis, and apply judgement and 

experience.

Beware of directional bias

Don't only hunt for the negative. The same conditions 

create opportunities (margin growth, volume gains, better 

terms) which also need to be unpicked from organic 

performance.

Top-down + bottom-up. Scepticism + experience.
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