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What is a financial statement?

Financial statements are formal records that present the financial activities and position of a
business, individual, or other entity. They are typically prepared periodically, usually at the
end of a specific reporting period such as a month, quarter, or fiscal year. These statements
provide a comprehensive summary of a company's financial performance and financial

position, helping stakeholders understand its economic activities and overall health.
Understanding Financial Statements:

1. Balance Sheet:

Snapshot of Financial Position: It portrays what a company owns (assets), owes (liabilities),

and its equity at a specific point in time.

Assets: Tangible (like property, equipment) and intangible (like patents, goodwill) resources.
Liabilities: Debts and obligations owed by the company.

Equity: Represents the ownership interest in the company.

2. Income Statement (Profit and Loss Statement):

Performance Overview: It outlines the company's revenues, expenses, gains, and losses over

a specific period, usually a quarter or a year.
Revenue: Money earned from the sale of goods or services.
Expenses: Costs incurred to generate revenue.

Profit/Loss: The difference between revenue and expenses, indicating the company's

profitability.
3. Cash Flow Statement:

Liquidity Insights: Tracks the inflow and outflow of cash and cash equivalents during a

specific period.

Operating Activities: Cash generated from core business operations.



Investing Activities: Cash flows related to investment in assets like property, equipment, or

securities.

Financing Activities: Cash flows from activities like borrowing, issuing stocks, or paying
dividends.

4. Statement of Changes in Equity:

Capital Changes: Records changes in equity accounts like common stock, retained earnings,
and additional paid-in capital over a specific period.

Dividends: Distribution of profits to shareholders, affecting equity.
Why Financial Statements Matter?

1.Decision Making:

Investors, creditors, and management rely on financial statements to make informed decisions

regarding investments, loans, and business strategies.
2. Performance Evaluation:

Financial statements help assess a company's performance over time, comparing current

results with historical data and industry benchmarks.
3. Transparency and Accountability:

They promote transparency by disclosing the company's financial health to stakeholders,

ensuring accountability to shareholders and regulatory bodies.
4. Risk Assessment:

Analysis of financial statements aids in identifying potential risks and weaknesses within the

business, allowing for proactive risk management.
5. Compliance and Regulation:

Financial statements are subject to regulatory standards (e.g., Generally Accepted Accounting

Principles - GAAP) to ensure consistency, comparability, and reliability.



Key Ratios and Metrics:

1. Liquidity Ratios:

Measure a company's ability to meet short-term obligations.
Examples: Current Ratio, Quick Ratio.

2. Profitability Ratios:

Assess a company's ability to generate profits.

Examples: Gross Profit Margin, Net Profit Margin, Return on Equity.
3. Financial Leverage Ratios:

Evaluate the extent to which a company relies on debt financing.
Examples: Debt-to-Equity Ratio, Interest Coverage Ratio.

4. Efficiency Ratios:

Gauge how effectively a company utilizes its assets and resources.

Examples: Asset Turnover Ratio, Inventory Turnover Rati

Internal Use of Financial Statements

Financial statements are used within a business by owners, managers, and board members to
make strategic and operational decisions. The statements summarize underlying transactions
and account balances to show both the state of the business at points in time and the business

activity that has occurred within the period.

Businesses often customize their reports—the income statement in particular—to show

activity by division, location, or product line. This can help to isolate which areas are more

profitable and which may need more support to gain the traction that was expected.



External Use of Financial Statements

Whether a business is closely held and owned by a single individual, family, or millions of
shareholders, there is often a need to share a company’s financial statements with those

outside of the organization.

Public companies—those traded on a stock exchange—are required to publish their financial
statements so investors and prospective investors can understand how the company is uses its
resources. This allows the readers to make buy and sell decisions with their investment

dollars.

Nonpublic companies frequently require outside funds to scale their business. When securing
lines of credit for working capital and construction loans, lenders require that you provide
financial statements to help so they can judge whether loaning the funds is a wise decision.
Likewise, investors also need them to learn how owners are using their current funds and help

them decide if choosing investing in your business over another is the right move.

Financial statements serve as the cornerstone of financial reporting, providing crucial
insights into a company's financial health, performance, and viability. Understanding and
analyzing these statements empower stakeholders to make sound decisions, mitigate risks, and
drive sustainable growth. Therefore, mastering the language of financial statements is

paramount for anyone involved in the world of business and finance.

Terminology

1. Financial statements- 4l <Gl

2. Balance Sheet — 4 saall 43 judll

3. Income Statement (Profit and Loss Statement) —( Ul gl) J3al gl
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4. Cash Flow Statement - 4ua&ll cilaaadll ol

5. Statement of Changes in Equity - 2SWdl (3 séa &l s ol
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7. Liabilities - <l 311y

8. Equity - &Sl (3 g3~

9. Revenue - &l uy)

10.Expenses - <lé 5 padll

11.Gross Profit - sy 7 )

12.Net Profit - Suall &)l

13.Earnings before Interest and Taxes (EBIT) - <l yuall 5 sailall & ~L 5!

14.Earnings before Interest, Taxes, Depreciation, and Amortization
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15.0perating Income - (il Jaal)
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21.Return on Investment (ROI) - Jiiwy) e xile
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24.Current Ratio - il 4w
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27.Working Capital - Jelall JWll Ll
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31.Gross Margin - by Jialel

32.Net Margin - &uall (il

33.0Operating Margin - sl (ialgl)

34.Free Cash Flow - _all (saaill 3axil)



35.Dividend - 4=y sall #LY)

36.Dividend Yield - zL_Y) xile

37.Capital Expenditure (CapEXx) - Judl (sl e syl

38.Retained Earnings - L hdisall 7L )Y

39.Intangible Assets - dw salall e J sa¥)

40.Tangible Assets - 4w salall J sa¥!

41.Equity Capital - =l Jul (sl

42.0perating Cash Flow - Ll gaail) gaxill

43.Financing Cash Flow - J; s«ill (gasil) sl

44.Investing Cash Flow - _leiindl gaill 3l

45.Book Value - Al dagdll

46.Market Value - 48 sl 408l

47.Financial Ratios - 4l il

48.Accrual Basis - S| il gelud)
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L sac

51.IFRS (International Financial Reporting Standards) - 4l el julas
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