
FINANCIAL REPORTS

ITS NEED AND IMPORTANCEITS NEED AND IMPORTANCE



ACCOUNTING SYSTEM
It is a source of financial InformationIt is a source of financial Information
It is a guide to the managementIt is a guide to the management
It gives financial implication of operationsIt gives financial implication of operations
It may be defined asIt may be defined as

A process of identifying,A process of identifying,
Measuring, and communicatingMeasuring, and communicating
Economic informationEconomic information



NEED OF ACCOUNTING 
SYSTEM

To make decisionsTo make decisions
To control manpower and To control manpower and 
material resourcesmaterial resources
To report on custodianship To report on custodianship 
of resourcesof resources
To facilitate social To facilitate social 
functions and controlsfunctions and controls

By managementBy management
Employees/Raw materialEmployees/Raw material

Managers/AdministratorsManagers/Administrators

Customers/employees/Gov.Customers/employees/Gov.
/ Investors/ Investors



To provide information 
Accounting has to perform

Accumulate Accumulate 
informationinformation
Measuring the Measuring the 
informationinformation
Communicating the Communicating the 
informationinformation

Recording of Recording of 
informationinformation
Analysis of economic Analysis of economic 
eventsevents
Management Management 
information serviceinformation service



Users of Accounting Information

Owners/ proprietorsOwners/ proprietors
Potential investorsPotential investors
CreditorsCreditors
GovernmentGovernment
Employees/Trade unionsEmployees/Trade unions
CustomersCustomers
ManagersManagers



FINANCIAL REPORTS
Major financial statementsMajor financial statements

Income & Expenditure AccountIncome & Expenditure Account
Balance SheetBalance Sheet
Cash/fund flow statementsCash/fund flow statements



OBJECTIVES OF 
FINANACIAL REPORTS

To provide reliable financial informationTo provide reliable financial information
To provide changes in net resourcesTo provide changes in net resources
To estimate the earning potentialTo estimate the earning potential
To report on changes of economic resourcesTo report on changes of economic resources
Other Other informationsinformations needed to usersneeded to users



BALANCE SHEET

Have two parts of informationHave two parts of information

AssetsAssets

LiabilitiesLiabilities



ASSETS           - LIABILITIES

Fixed Assets less Fixed Assets less 
DepreciationDepreciation
InvestmentsInvestments
Loans&AdvancesLoans&Advances
Current AssetsCurrent Assets
NonNon--current assetscurrent assets

Share capital/equityShare capital/equity
Reserves&SurplusReserves&Surplus
LoansLoans--
Secured/unsecuredSecured/unsecured
Current LiabilitiesCurrent Liabilities
ProvisionsProvisions



FUNCTIONS OF BALANCE 
SHEET

Balance sheet revealsBalance sheet reveals
TATA--TOL=EquityTOL=Equity
Net worth=TANet worth=TA--ITAITA--LTLLTL--CLCL
Capital employed=TACapital employed=TA--ITAITA--CLCL
It also measuresIt also measures

Firms resourcesFirms resources
Firms liquidityFirms liquidity
Firms solvencyFirms solvency



PROFIT OR LOSS ACCOUNT
INCOME AND EXPENDITURE ACCOUNT
RECEIPTS AND PAYMENTS ACCOUNT

This report reveals the earning capacity of This report reveals the earning capacity of 
the firmthe firm
REVENUESREVENUES

By sale of productsBy sale of products
By rendering servicesBy rendering services
By return on investmentsBy return on investments
By sale of AssetsBy sale of Assets



REVENUE CLASSIFICATION
OPERATING OPERATING 

SALE OF PRODUCTSSALE OF PRODUCTS
SERVICE CHARGESSERVICE CHARGES

NONNON--OPERATINGOPERATING
SALE PROFIT ON ASSETSSALE PROFIT ON ASSETS
INTEREST ON INVESTMENTSINTEREST ON INVESTMENTS
COURSE FEECOURSE FEE
STD CHARGESSTD CHARGES
MISCELLANEOUSMISCELLANEOUS



PROFIT OR LOSS ACCOUNT
This statement is prepared in Manufacturing This statement is prepared in Manufacturing 
and trading and trading OrganisationsOrganisations

Where accrual basis of accounting is Where accrual basis of accounting is 
followedfollowed

And dealing with goods manufacturing And dealing with goods manufacturing 
and trading and trading 



Income and expenditure account

Applicable to Applicable to organisationsorganisations other than in other than in 
material manufacture and/or Tradingmaterial manufacture and/or Trading

Applicable to Service Applicable to Service organisationsorganisations --where where 
accrual basis of accounting followedaccrual basis of accounting followed



RECEIPTS & PAYMENTS ACCOUNT

Applicable to Societies,Trusts & AssociationsApplicable to Societies,Trusts & Associations

cash basis of accounting followedcash basis of accounting followed



EXPENSE

Expired costExpired cost -- Revenue expenseRevenue expense

Unexpired costUnexpired cost -- Capital ExpenseCapital Expense



REVENUE EXPENDITURE

Operating ExpenditureOperating Expenditure

NonNon--Operating expenditureOperating expenditure



Revenue Reports
Gives Gives informationsinformations onon
On Cost of productionOn Cost of production--By cost reportsBy cost reports
Gross profitGross profit
Operating profitOperating profit
Net profit Net profit 



THANK YOU


