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Financial statements

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

a business, organization, or individual. They provide a summary of financial

CBSE Fransactions over a specific period and are crucial for stakeholders to make
informed decisions.
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Meaning of Financial Statements Financial statements are the basic and formal
annual reports through which the corporate management communicates financial
information to its owners and various other external parties which include
investors, tax authorities, government, employees, etc. These refer to: the
balance sheet (position statement) as at the end of accounting period, the
statement of profit and loss of a company and the cash flow statement.

Here’s a detailed breakdown of the main types of financial statements:

1. Balance Sheet

— Banking &

A UEGRCe Definition: The balance sheet provides a snapshot of an organization'’s financial

position at a specific point in time. It lists the company's assets, liabilities, and
equity.

Central Govt. Components:

ervice
o Assets: Resources owned by the company that are expected to provide future
economic benefits.
o Current Assets: Cash and other assets that are expected to be converted into
cash or used up within one year (e.g., accounts receivable, inventory).
o Non-Current Assets: Long-term investments that are not expected to be
converted into cash within a year (e.g., property, plant, equipment, intangible
assets).
LAW « Liabilities: Obligations of the company that are expected to be settled in the
- Entrance RO
o Current Liabilities: Debts that are due within one year (e.g., accounts
payable, short-term loans).
MBA o Non-Current Liabilities: Long-term debts that are due beyond one year (e.g.,

bonds payable, long-term lease obligations).

o Equity: The residual interest in the assets of the entity after deducting
liabilities. It represents the owners’ claim on the business (e.g., common stock,
retained earnings).
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_ Railways .& Metro
= Services Equation: Assets = Liabilities + Equity
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2. Income Statement (Profit and Loss Statement)

Definition: The income statement shows the company's financial performance
over a period of time, detailing how much revenue was earned, the expenses
CBSE incurred, and the resulting profit or loss.

©

Components:

|

* Revenue: Income earned from the company's primary operations (e.g., sales
revenue, service income).

o Expenses: Costs incurred to generate revenue (e.g., cost of goods sold,
salaries, rent, utilities).

o Gross Profit: Revenue minus cost of goods sold.

o Operating Income: Gross profit minus operating expenses.

* Net Income: Operating income minus interest, taxes, and other non-operating
expenses. This represents the company’s profit or loss after all expenses.

: Equation: Net Income = Revenue - Expenses
— Banking &

LU 3. Cash Flow Statement

Definition: The cash flow statement provides insights into the cash inflows and
[y el outflows of a company over a period. It helps in understanding how.cash is
ervice generated and used in operations, investing, and financing activities.

Components:

I

m State .G°"t' « Operating Activities: Cash flows from the core business operations (e.g.,
Services receipts from customers, payments to suppliers).

» Investing Activities: Cash flows related to the acquisition and disposal of long-

term assets (e.g., purchase of equipment, sale of investments).

LAW  Financing Activities: Cash flows from transactions with the company’s owners

S TTITT T and creditors (e.g., issuance of shares, borrowing, repayment of loans).
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Equation: Net Cash Flow = Cash Inflows - Cash Outflows

MBA : .
Enfrince 4, Statement of Changes in Equity
Definition: This statement provides a detailed account of the changes in equity
over a specific period. It shows how the equity components such as retained

(TP R YT earnings, share capital, and reserves have changed.
='_  Services
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Opening Equity: Equity at the beginning of the period.

Additions: Additional equity inflows (e.g., issuance of new shares).
Deductions: Reductions in equity (e.g., dividends paid).

Closing Equity: Equity at the end of the period.

Equation: Closing Equity=Opening Equity + Additions - Deductions

Summary

Di
o
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« Balance Sheet: Snapshot of assets, liabilities, and equity at a specific date.

* Income Statement: Summary of revenues, expenses, and profits or losses over
a period.

e Cash Flow Statement: Details of cash inflows and outflows from operations,
investing, and financing activities.

« Statement of Changes in Equity: Shows changes in equity over a period.

These statements collectively provide a comprehensive overview of a company’s

- financial health, performance, and cash management. They are essential for

= Banking & stakeholders such as management, investors, creditors, and analysts to make
WLLLLUNY informed decisions.

Uses and Importance of Financial Statements

Central Govt.

ervice Financial statements are important documents that give a clear picture of a
company's financial health. Here's why they are useful and important, explained
in simple terms:

I

i State Govt.

caTvices 1. For Company Management

» Making Decisions: Managers use financial statements to decide on important
things like whether to expand the business, cut costs, or invest in new projects.
LAW « Checking Performance: These documents help managers see how well the

S THLLEEM company is doing and where they can improve.

» Using Resources Wisely: Financial statements show how money and resources
are being used, helping the company to be more efficient.
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MBA

Entrance 2. For Investors

o Deciding Where to Invest: Investors look at financial statements to decide if
they should buy, hold, or sell shares in a company.

SO « Understanding Financial Stability: Investors want to know if a company is

= Services financially stable and will continue to grow in the future.
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3. For Lenders and Creditors

o Assessing Creditworthiness: Banks and other lenders check financial
statements to see if a company can repay loans on time.

o Evaluating Risk: They also use these documents to understand how risky it
might be to lend money to the company.

4. For Shareholders
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o
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» Checking Profitability: Shareholders use financial statements to see how
much profit the company is making, which affects their dividends.

» Looking at Growth Potential: They also look for signs of future growth, which
could increase the value of their shares.

5. For Regulatory Authorities

o Ensuring Compliance: Government bodies use financial statements to make

- sure companies are following the law and paying their taxes.

ol Banking & * Monitoring Financial Health: Regulators also check these documents to
WLLLLUIN ensure that companies are financially sound.

6. For Employees
Central Govt.

ervice « Job Security: Employees can get a sense of whether their company is stable
and secure by looking at its financial statements.
+ Wage Negotiations: Unions might use these documents to-negotiate better
pay and benefits for workers.

L

i State Govt.

Services 7. For Analysts

|

o Comparing Companies: Analysts study financial statements to compare
LAW different companies and give advice on which ones to invest in.

S T » Predicting Trends: They also use this information to predict future market
trends.
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8. For Suppliers

EatroncoiNn Setting Credit Terms: Suppliers check a company's financial health before

deciding how much credit to give it when supplying goods.

CPHITR R 9. For Customers
=°_  Services

i

o Ensuring Reliability: Customers, especially other businesses, might check
many moreg financial statements to ensure that the company can deliver on its promises.
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Limitations of Financial Statements

Financial statements are very useful, but they do have some limitations. Here's a
simple explanation:

1. Historical Data

» Looks at the Past: Financial statements show what happened in the past, not
what might happen in the future. They don't predict future performance or
trends.

Di
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2. Doesn't Capture Non-Financial Factors

* Missing Important Information: They don't include important non-financial
factors like customer satisfaction, employee morale, or the company's
reputation, which can also affect a company's success.

__ Banking & 3. Based on Accounting Estimates

nsurance . .
¢ Can Be Inaccurate: Some numbers in financial statements are based on

estimates or assumptions (like depreciation or bad debt). These can sometimes
be inaccurate or misleading.

Central 'Govt.
ervice
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