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Financial Accounting Reports and
Statement the Types Explained

Reports are called financial accounting reports, and they correlate the financial situation of a business in
numerical form. There are what reports owners or investors or others to make they know if the company
has profits or lost. Balance Sheet, Income statement, Cash flow statement: Financial accounting data—
these are some statements. These reports offer a comprehensive snapshot of the money that’s coming in,
going out, and left behind in the business. What are financial accounting reports? is simple. They are
paper documents that show a company’s financial performance. They help facilitate intelligent
observations.

How the Types of Financial Statements Work?

Several financial accounting reports communicate different aspects of the business. Each report has its
own topic, like profit, cash, or net worth. These are called types of financial statements and they give a
lot of visibility on financial health of a company.

Types of Financial Statements

Every business utilizes a few core financial statements. They include the balance sheet, income
statement, and cash flow statement. Together, they comprise the base of financial reporting.

Balance Sheet

The balance sheet is a snapshot of what a company owns and how much it owes. This comprises three
parts — assets, liabilities, and equity. The balance sheet shows the worth of the business at a specific
time. It's "financially sound" if a company has more assets than liabilities.'

Income Statement

The income statement pockets the business: It tells you whether it made or lost money over this period.
It includes details on revenue, costs, and profits. It is also referred to as a profit and loss statement. It
shows if a business is profit or loss.

Cash Flow Statement

The cash flow statement shows us the amount of cash coming in and going out. That includes cash
from operations, investing, and financing. This helps people understand the extent to which the business
has enough cash to conduct its business efficiently.

These are the components of financial statements which together reflects the overall health of any
business.

Other Types of Financial Statements

Along with these three basic statements, there are other accounting statements that most businesses will
use. These include:

o Statement of Changes in Equity: This shows the change of the owner’s equity over a period.

« Notes to Financial Statements: Provide further details that help explain these figures.

e Comparison Reports/Cashflows: How did the company fare this year compared to last year.
When combined, these reports can fit into an overall financial report deemed an annual financial report.
Why Financial Accounting Reports Matter ?

Every business has to make decisions — where to invest, when to conserve and how to grow. And it is
in making such decisions that financial statements help. These developments are magnitudes to ease the


https://plutuseducation.com/programs
https://plutuseducation.com/blog/financial-accounting/
https://plutuseducation.com/blog/cash-flow-statement
https://plutuseducation.com/blog/financial-statements
https://plutuseducation.com/blog/what-is-business-activity

(o) PLUTUS

EDUCATION

company owners and investors, banks, and perhaps the government to provide them with insight into
the company.

Significance of Financial Statements

When a business wishes to grow, it needs funding. It could look for a loan or bring in investors. In both
scenarios, financial statements are required. These reports help show:

e How much profit the company made.
e How much it owns and owes.
e Only when the business has enough cash.

The Financial statements are used in actual to analysis and made some future plan. This means that if
there is a loss in the income statement then the owner can check in which segment the expenses
increased. If cash flow statement shows low cash then they can start planning it better for next month,
and they know that.

It’s good government too, because these accounts also bad for government. Every business has to pay
tax and avoid paying tax is illegal. The tax is based on the financial accounting reports. Besides, these
documents assist in tracking rule and laws as set.

Investor/Stakeholder Decisions

If investors are willing to invest in a company, the first thing they will examine is the annual financial
report. This allows them to identify relevant investments. He also said that balance sheets are "a way
investors would look to assess the strength of a company.” They look at the income statement for
confirmation of the company’s profitability. They will look at the cash flow statement to assess whether
there is sufficient liquidity.

o These reports, for banks, are what determine whether someone gets a loan. A good balance
sheet, in other words, one that can pay back the loan. What does a poor report signal for the
business?

« Even business supervisors use financial reports to track performance between departments. It
helps them to cusp the goals, cost cuts and maximise profit.

e Such reports help in comparing one business with other businesses. Once companies report
their financials, it is very clear who is doing better.

Balance Sheet, Income Statement, And Cash Flow Statement

Basically, financial accounting is composed of three statements—the balance sheet, income statement,
and cash flow statement. It is a very hard thing to digest.

Balance Sheet Breakdown

The balance sheet is a moment-in-time description of a company’s value. It has:
e Assets: Something the company owns. That can be cash, properties, machines, or goods.
o Liabilities: This includes what the company owes. That might be loans, or bills, or payments.
o Equity — This is what the owners own after paying the debts.

Formula:

Assets = Liabilities + Equity

If the assets exceed liabilities, the entity is healthy. If liabilities are more then a company has an entries
of many debits.

Income Statement Breakdown
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Repurchase agreement A securities transaction that is an agreement to buy back a space of time. It
includes:

o Revenue: Total of sales or income earned.
e Outflows: Cash which is flowing out to the business.
e Net Income: Revenue — all expenses

Formula:

Net Income = Revenue — Cost

If the income of business is more than its outcomes then company earns profit. If the cost is high then
company faces loss.

Cash Flow Statement Breakdown
Cash flow statement shows what comes in and goes out as actual cash in the business. It includes:
e Operating Cash Flow: This is the cash that keeps coming in from day to day.

o Cash from Investing Activities Cash you pays for or receives from purchasing or disposing of
assets.

« Cash from Financing Activities: Money received in loans or investment

It is possible to find out whether, according to this report, the business has the opportunity to pay the
salary, to pay the bills, as well as to purchase the goods.

Report Type Shows What? Main Sections

Balance Sheet What business owns/owes | Assets, Liabilities, Equity
Income Statement Profit or Loss Revenue, Expenses, Net Income
Cash Flow Statement | Cash movement Operations, Investing, Financing

These three reports contribute to a fuller picture. These together are the building blocks of the financial
accounting reports. They are put together as part of the annual financial report companies filed, and then
reported to investors every year.

Relevance to ACCA Syllabus

For the ACCA Financial Reporting (FR) and Strategic Business Reporting (SBR) exams, financial
accounting reports are core elements that students are trying to be trained in the preparation,
interpretation and analysis of financial statements under the IFRS standards. These can be essential to
the preparation of group accounts, monitoring performance across divisions and ensuring external
transparency. It lays the groundwork for understanding complex accounting treatments and standards
around practice.

Financial Accounting Reports ACCA Questions

Q1: Which IFRS standard that governs the recognition of revenue from contracts with customers?
A) IFRS 9

B) IFRS 10
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C) IFRS 15
D) IFRS 13
Ans: C) IFRS 15

Q2: What does the Statement of Cash Flows say?
A) Profit margins
B) Shareholder transactions
C) Cash receipts and payments by activity
D) Change in Liabilities only
Ans: C) Cash inflows outflows according to activity

Q3: Which qualitative characteristic in ACCA is due to the requirement that financial reports have to
represent economic reality without prejudice?

A) Comparability
B) Timeliness

C) Neutrality

D) Verifiability
Ans: C) Neutrality

Q4: What is the measurement of an asset held for sale at IFRA?
A) Historical cost

B) Book value

C) Assets' carrying amount or fair value less costs of disposal
D) Market value

C) Carrying amount and fairvalue less cost to sell

D) Only large transactions

Ans: C) Revenue as earned and expenses as incurred

Q5: Goodwill is an intangible asset listed on the financial statements.
A) Tangible fixed asset

B) Current liability

Q) Goodwill from acquisitions

D) Operating expense

Ans: C) Intangible assets in acquisition

Q5 What financial reports U.S. private companies are usally required to prepare in compliance with US
CPA?

A) IFRS
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B) Indian GAAP

C) US GAAP

D) Ind AS

Ans: C) US GAAP
Relevance to CPA Syllabus

The CPA syllabus has a core part of it which consists of FAR (Financial Accounting and Reporting)
process which is highly emphasized for a proper understanding of financial statements and disclosure
which are prepared under U.S. GAAP. Candidates are required to incisively read and interpret the
balance sheet, income statement, cash flow statement, and statement of changes in equity.

Financial Accounting Reports CPA Questions

Q1: Which financial statement shows the financial position of a company in a specific moment of time?
A) Income Statement

B) Cash Flow Statement

C) Balance Sheet

D) Statement of Equity

Ans: C) Balance Sheet

Q2: The income statement is primarily used to:

A) Present the cash on hand of the company
B) Demonstrate past profitability

C) Show Owner Contributions

D) Reflect asset depreciation

Ans: B) Demonstrate past profitability

Q3: What is excluded from a statement of cash flows?
A) Operating activities

B) Accrual based net income

C) Investing activities

D) Financing activities

Ans: B) Accrual based net income

Q4: What part of cash flow statement shows cash paid to suppliers?
A) Financing activities

B) Investing activities

C) Operating activities

D) Other comprehensive income

Ans: C) Operating activities
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Q5: Which statement links the income statement and balance sheet?
A) Trial Balance

B) Notes to Financials

C) Statement of Changes in Equity

D) Statement of Changes in Retained Earnings

Ans: C) Statement of Changes in Equity

Relevance to CMA Syllabus

Financial reporting is one of the essential sections of CMA (Certified Management Accountant)
syllabus, which is a part of Part 1: Financial Planning, Performance, and Analytics. CMAS need to serve
as internal consultants to business-unit and functional leaders, and that means knowing how to prepare
and interpret financial statements that orients those leaders to understand profitability and focus their
functions on internal decision-making and strategy.

Financial Accounting Reports CMA Questions
Q1: The statement of cash flows.

A) Income Statement

B) Statement of Cash Flows

C) Balance Sheet

D) Retained Earnings

Ans: B) Statement of Cash Flows

Q2: What basis of accounting is required for financial reporting under GAAP?
A) Cash basis

B) Modified cash basis

C) Accrual basis

D) Tax basis
Ans: C) Accrual basis

Q3: What might you see in the Statement of Changes in Equity?
A) Assets and liabilities

B) Owners contributions, net income, and dividends

C) Revenues and expenses

D) Depreciation schedules

Ans: B) Owners contributions, net income, and dividends

Q4: What is the main purpose of the balance sheet?
A) To calculate tax liability
B) To present the financial position of a company at a single point in time
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C) To show profitability
D) To record transactions
Ans: B) To present the financial position of a company at a single point in time

Q5: A cash inflow from property disposal is classified as:
A) Operating activities

B) Investing activities

C) Financing activities

D) Extraordinary items

Ans: B) Investing activities

Relevance to CFA Syllabus

Dietrich: The CFA curriculum leverages heavy weightage on financial reporting and analysis, especially
appointing 70%, 85% and 80% weightage in Levels I, Il and 111 respectively. All candidates need to
know how to interpret financial statements in both IFRS and US GAAP, evaluate the quality of
reporting information in the company's financial statements given the choices made by the company in
reporting, and to utilize accounting information in their valuation and decision making.

Financial Accounting Reports CFA Questions

Q1: What is the use of the income statement by the analysts?
A) — For assessing growth of the company’s assets

B) To analyze potential profitability and return on investment
C) To determine market share

D) Liquidity checking

ANS: B) To determine profit and income potential

Q2: What is included in “other comprehensive income”?
A) Revenue from operations

B) Foreign exchange translation gain

C) Interest expense

D) Tax expense

Ans : B) Foreign currency translation profit

Question 3: Under IFRS, which of the following with respect to inventories is incorrect?
A) LIFO is allowed

Instead B) Only need to write down at the cost

C) At the lower of cost or net realizable value

D) There was no need to wait for the value to decrease.


https://plutuseducation.com/programs
https://plutuseducation.com/blog/cfa/

(o) PLUTUS

EDUCATION

Ans: C) Reported at lower of cost or net realizable value

Q4: What is the role of financial accounting reports in equity valuation?
A) To calculate VAT

B) Estimate cash dividends

C) To enable security pricing using earnings information

D) to calculate nothing but depreciation

Ans: C) To price securities using earnings data

Q5: Which is the most used statement for the firm solvency analysis?
A) statement of changes in equity

B) Balance Sheet

C) Income Statement

D) Notes to Accounts

Ans: B) Balance Sheet
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