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Financial Statements 

      Financial statements are essential documents that provide detailed information about a company's financial 

health and performance. They serve as a formal record of financial activities and are used by various stakeholders, 

including investors, creditors, and management, to make informed decisions. Typically, financial statements are 

prepared following standardized accounting principles, such as Generally Accepted Accounting Principles (GAAP) 

or International Financial Reporting Standards (IFRS). These principles ensure consistency, accuracy, and 

comparability across different reporting periods and companies, making it easier for stakeholders to assess the 

financial standing of a business.  

      The balance sheet, sometimes referred to as the statement of financial position, provides a snapshot of a 

company’s assets, liabilities, and shareholders’ equity at a specific point in time. Assets represent what the 

company owns, including cash, inventory, and property, while liabilities are what it owes, such as loans and 

accounts payable. The difference between assets and liabilities represents shareholders' equity, or the net worth 

of the company. The balance sheet is critical for assessing a company’s liquidity and financial stability, giving 

stakeholders insight into its ability to meet short- and long-term obligations.  

      The statement of profit and loss, also known as the income statement, shows a company’s revenues, 

expenses, and profits or losses over a specific reporting period, such as a quarter or fiscal year. This statement 

provides a clear picture of operational performance, helping stakeholders understand if the company is making a 

profit and how effectively it is controlling costs. By examining the income statement, investors and creditors can 

assess the profitability and sustainability of a business, while management can use this information to make 

strategic decisions about cost management and revenue generation.  

      The cash flow statement provides a detailed account of cash inflows and outflows over a period, separated 

into operating, investing, and financing activities. Cash from operating activities includes the money generated 

from core business operations, while cash from investing activities reflects purchases and sales of assets, and 

financing activities relate to debt and equity transactions. The cash flow statement is essential for assessing a 

company's liquidity, as it shows how well the company can generate cash to meet its obligations. It also offers 

insights into operational efficiency and how effectively a company is using its financial resources.  

      Together, the balance sheet, statement of profit and loss, and cash flow statement provide a comprehensive 

overview of a company’s financial health and performance. Each statement offers unique insights, with the 

balance sheet focusing on assets and liabilities, the income statement on profitability, and the cash flow 

statement on liquidity. When analyzed together, these statements allow stakeholders to make well-rounded 

assessments of a company’s financial stability, operational efficiency, and growth potential. Financial statements 

are thus vital tools for informed decision-making, guiding everything from investment and lending decisions to 

management’s strategic planning. 



Questions : 

1. What is the primary purpose of financial statements, and why are they important for stakeholders ? 

 

2. How does the balance sheet provide insight into a company’s financial stability ? 

 

3. What type of information are included in the statement of profit and loss, and what does it reveal about a 

company’s operations ? 

 

4. How do the balance sheet, income statement, and cash flow statement complement each other when 

evaluating a company’s financial health ? 

 

5. How can investors and creditors use the income statement to assess the sustainability of a business ? 

 

6. In what ways can management utilize information from the income statement to make strategic decisions ? 

 


