
Financial Statements

1. Introduction to Financial Statements

Financial statements are formal records of the financial activities and position of a

business, organization, or individual.

They provide a snapshot of a company's financial performance and help stakeholders

make informed decisions.

2. Types of Financial Statements a. Income Statement

Also known as the Profit and Loss Statement.

Shows a company's revenues and expenses over a specific period, resulting in net

income or loss.

b. Balance Sheet

Provides a snapshot of a company's financial position at a specific point in time.

Includes assets (what the company owns), liabilities (what the company owes), and

equity (the difference between assets and liabilities).

c. Cash Flow Statement

Shows how changes in balance sheet accounts and income affect cash and cash

equivalents.

Helps assess a company's liquidity, solvency, and financial flexibility.

d. Statement of Changes in Equity

Tracks changes in equity capital, including share capital, retained earnings, and

reserves over a period.

3. Purpose of Financial Statements a. External Use

Assist investors, creditors, and regulatory bodies in evaluating a company's financial

performance.

Aid in making investment decisions and assessing creditworthiness.
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b. Internal Use

Assist management in evaluating the company's financial performance and making

strategic decisions.

Provide insights for improving operations and financial health.

4. Key Considerations a. Accuracy and Transparency

Financial statements must be accurate, reliable, and comply with accounting

standards.

b. Comparability

Statements should be prepared using consistent methods to allow for meaningful

comparisons over time or with other companies.

c. Disclosure

Companies must disclose relevant information, including accounting policies,

assumptions, and potential risks.

5. Conclusion

Financial statements are vital tools for assessing a company's financial health and

performance.

Understanding how to read and interpret financial statements is essential for investors,

creditors, and management.
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