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Chapter 2: Financial Statements

01
Definition of 

Statements

Formal reports 

communicating 

financial 

information.

02
Main Types

Includes balance 

sheet and income 

statement.

03
Purpose of 

Reporting

Supports decision 

making and 

accountability.
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Components of Financial Statements

01
Statement of 

Financial 

Position

Shows assets, 

liabilities, and 

equity.

02
Statement of 

Comprehensive 

Income

Reports revenues 

and expenses over 

time.

03
Statement of 

Changes in 

Equity

Displays changes in 

ownership interest.
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Understanding the components of financial 

position

Statement of 
Financial 
Position

Assets
Resources owned that generate future economic 

benefits.

Liabilities
Obligations owed to external parties or creditors.

Equity
Residual interest of owners after liabilities are settled.

Financial Position
Snapshot of a company's financial health at a point.

4



Understanding 
Assets and 
Liabilities

Assets

Valuable resources 

owned by the business.

Liabilities

Obligations the 

business must fulfill.
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Understanding how income and expenses are 

reported

Statement of 
Comprehensive 
Income

Revenues
Revenues reflect total income generated from 

business activities.

Expenses
Expenses represent costs incurred to generate 

revenues.

Profit or Loss
Profit or loss indicates overall financial 

performance over time.

Other Comprehensive Income
Other comprehensive income includes gains and 

losses not in profit.
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Understanding the flow of ownership changes

Changes in 
Equity

Opening Balance
The initial equity amount at the start.

Profit or Loss
Earnings or losses affecting the equity position.

Owner Contributions
New investments made by the owners increase 

equity.

Dividends
Distributions to shareholders reduce the overall 

equity.
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Overview of cash flow activities and importance

Statement of 
Cash Flows

Operating Activities
Cash transactions from primary business operations.

Investing Activities
Cash used for acquiring or selling assets.

Financing Activities
Cash flows related to borrowing and equity.

Cash Inflows
Total cash received from various activities.
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Understanding essential disclosures for financial 

clarity

Notes to 
Financial 
Statements

Accounting Policies
Principles guiding the preparation of financial 

statements.

Detailed Explanations
Clarifications on complex financial information 

presented.

Breakdown of Line Items
Detailed reporting for transparency and accuracy 

purposes.

Contingent Liabilities
Potential obligations depending on future events 

occurring.
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How financial statements interact and connect

Linkage 
Among 
Statements

Profit Increases Equity
Net income directly boosts retained earnings in 

equity.

Cash Flow Changes
Cash activities reveal changes affecting financial 

position.

Balance Sheet Integration
Results from operations impact overall asset-liability 

balance.

Notes Support Statements
Detailed notes provide clarity on financial statement 

items.
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Insights from a small retail business

Case Study 1
Income Statement
Measures profitability over a specific period.

Cash Flow
Manages liquidity to meet short-term obligations.

Balance Sheet
Assesses debts and overall financial health.

Notes to Statements
Provides details on inventory valuation methods.
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Analyzing a Public Manufacturing Company

Case Study 2
Financial Position
Investors assess the company’s assets and liabilities.

Comprehensive Income
Reports on revenue and expenses for performance 

review.

Changes in Equity
Dividends affect owner’s equity and investment 

decisions.

Cash Flow Analysis
Supports expansion through cash inflows and 

outflows.
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Understanding their role in business decision-

making

Importance of 
Financial 
Statements

Decision Making
Financial statements inform critical business 

decisions every day.

Accountability
They ensure responsible management of resources 

and finances.

Transparency
Clear reporting builds trust among stakeholders and 

investors.

Compliance
Adherence to regulations ensures legality and 

financial integrity.
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Chapter Summary

01
Meaning of 

Financial 

Statements

Communicate 

financial position 

and performance.

02
Main 

Components

Include various key 

financial 

statements.

03
Purpose of 

Each 

Statement

Serve distinct roles 

in reporting.
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Exercises

01
Meaning of 

Financial 

Statements

Explain role in 

communicating 

value.

02
Components of 

Financial 

Statements

Outline main 

statements and their 

purposes.

03
Comparing 

Financial 

Statements

Discuss 

interrelationships 

and differences 

among them.
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