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What are financial Statements?

• They provide a snapshot of a 

corporation's financial health, giving insight into 

its performance, operations, and cash flow.

• They are essential since they provide information 

about a company's revenue, expenses, 

profitability, and debt.



Who wants to know?
People and groups interested in financial statements include:

• Accounting personnel, who need to know                                   
whether the organization will be able to                                          
cover payroll and other immediate expenses

• Potential lenders or creditors, who want a                                              
clear picture of a company's ability to repay

• Potential investors, who need to judge whether the                  
company is financially sound

• Potential employees or contractors, who need to know              
whether the company will be able to afford compensation

• Company Directors, who are responsible for the governance             
of the company, and are responsible for ensuring that the        
company does not trade while insolvent

• Shareholders of the company.



Common Financial 
Statements

BALANCE SHEET

INCOME STATEMENT

CASH FLOW STATEMENT



Balance 
Sheet

AKA statement of financial 

position or statement of financial condition

Summary of financial balances of an 

organization

Often described as a "snapshot of a 

company's financial condition

Assets, liabilities and ownership equity are 

listed as of a specific date





What
information

is in the
balance 
sheet?

Current assets such as cash, accounts 

receivable, and inventory

Fixed assets such as land, buildings,       

and equipment

Intangible assets such as patents

Liabilities such as accounts payable, accrued 

expenses, and long-term debt

Contingent liabilities such as warranties are 

noted in the footnotes to the balance sheet 

The small business's equity is the difference 

between total assets and total liabilities



How to
build a 
Balance 
Sheet?    

REVIEW

 Left side:  cash on hand and in the bank

value of the equipment you own

value of the inventory in stock

other financial assets 

 Right side: list liabilities, accounts payable,       

credit card balances

bank loans                                                     

other monies owed by the company

Total assets – Total Liabilities = Owner’s 

equity



Common 
Errors in 
Balance 
Sheets

• Omiting transactions

• Recording transactions
incorrectly

• Not reporting inventory
changes

• Incorrect classification
of data

• Inconsistant time 
period



How to avoid
errors

 Conduct a trial balance before
creating balance sheet

 Review balance sheet transactions
regularly

 Identify and address issues as soon
as posible

 Keep financial records organized

 Verify that the time period is correct



Income
Statement

Shows company’s revenues and 
expenses during a particular period

Shows how revenues are 

transformed into net income/profit

Shows managers & investors 

whether the company made money 

Helps forecast ability to generate 

future revenues



Income Statement Sample

This Photo by Unknown Author is licensed under CC BY-SA-NC

https://courses.lumenlearning.com/acctmgrs/chapter/1-8-income-statements-for-manufacturing-companies/
https://creativecommons.org/licenses/by-nc-sa/3.0/


How to
build an
Income

Statement

Part I

An income statement is composed of:

 Pick a reporting period

 Generate a Trial Balance Report

 Calculate your revenue

 Determine your Cost of Goods sold

 Calculate the Gross Margin



How to
build an
Income

Statement

Part II

An income statement is composed of:

 Add up Operating Expense

 Calculate your income

 Include Income Taxes

 Calculate Net Income

 Finalize your Income Statement



ERRORS         
OF OMISSION

Unrecorded transactions are known 
as errors of omission.

 Errors of omission throw off your 
accounting book

 May cause you to file your taxes 
incorrectly

 create false financial statements

 spend more money than you have.



Avoiding Errors

 Update your accounting books. Save 
receipts and other documents. I

 Check your records. ...
 Separate personal and business funds. ...
 Use software. ...
 Create budgets.

 Unrecorded transactions are known as 
errors of omission. Errors of omission 
throw off your accounting books, which 
may cause you to file your taxes 
incorrectly, create false financial 
statements, and spend more money than 
you have.



Cash Flow 
Statement

Concerned with the flow of cash in and out of the 
business. 

Breaks the analysis down to operating, 

investing, & financing activities. 

Shows how changes in balance sheet accounts 

& income affect cash & cash equivalents

An analytical tool, the statement of cash flows is 

useful in determining the short-term viability of 

a company, particularly its ability to pay bills



This Photo by Unknown Author is licensed under CC BY-SA-NC

This Photo by Unknown Author is licensed under CC 
BY-SA-NC

https://courses.lumenlearning.com/cerritos-smallbusmgmt-1/chapter/9-2-financial-accounting-statements-2/
https://creativecommons.org/licenses/by-nc-sa/3.0/
https://courses.lumenlearning.com/acctmgrs/chapter/12-4-using-the-indirect-method-to-prepare-the-statement-of-cash-flows/
https://creativecommons.org/licenses/by-nc-sa/3.0/


Intended purpose

Provide information on a 

firm’s liquidity and 

solvency and its ability 

to change cash flows in 

future circumstances

1

Provide additional 

information for 

evaluating changes in 

assets, liabilities and 

equity

2

Improve the 

comparability of 

different firms’ 

operating 

performance 

3

Indicate the amount, 

timing and 

probability of future 

cash flows

4



Avoiding Errors

 Misclassifying cash flows

 Not accounting for non-cash 
transactions

 Not reporting a non-cash transaction

 Inconsistent naming of categories

 Audit numbers, double check

 Double check again!!!!



Take Aways
 Always maintain update accurate 

records

 Seek professional help

 Audit your numbers

 Numbers tell a story, are you listening?

 They are essential since they provide 
information about a company's 
revenue, expenses, profitability, and 
debt.




