Financial statements (or financial reports) are formal records of a business' financial activities. These statements provide an overview of a business' profitability and financial condition in both short and long term. There are four basic financial statements:[1] 

1. Balance sheet: also referred to as statement of financial position or condition, reports on a company's assets, liabilities and net equity as of a given point in time. 

2. Income statement: also referred to as Profit or loss statement, reports on a company's results of operations over a period of time. 

3. Statement of retained earnings: explains the changes in a company's retained earnings over the reporting period. 

4. Statement of cash flows: reports on a company's cash flow activities, particularly its operating, investing and financing activities. 

For large corporations, these statements are often complex and may include an extensive set of notes to the financial statements and management discussion and analysis. The notes typically describe each item on the balance sheet, income statement and cash flow statement in further detail. Notes to financial statements are considered an integral part of the financial statements. 

Purpose of financial statements

"The objective of financial statements is to provide information about the financial strength, performance and changes in financial position of an enterprise that is useful to a wide range of users in making economic decisions."[2] Financial statements should be understandable, relevant, reliable and comparable. Reported assets, liabilities and equity are directly related to an organisation's financial position. Reported income and expenses are directly related to an organisation's financial performance. 

Financial statements are intended to be understandable by readers who have "a reasonable knowledge of business and economic activities and accounting and who are willing to study the information diligently."[3] 

Analogy

Knowing is not the same as understanding, so it is helpful to present an analogy. 

· Think of an investment as a water reservoir. The value of the investment is the volume of water in it. The shareholder equity (net equity) on the balance sheet measures this value. 

· Streams empty into the reservoir, adding more water. These inflows are measured by revenues on the income statement. 

· Streams run out of the reservoir, depleting it. These outflows are measured by expenses on the income statement. 

· The difference between these inflows and outflows is the net income, also shown in the income statement. 

· When a neighbor joins in the investment as a partner, he digs a canal from his own reservoir so it drains into the reservoir. This additional water is measured by an increase in the share capital. 

· If you ask a neighbor to add to the reservoir, it is considered as liability, thus reducing net equity but increasing assets. These are both shown on the balance sheet. 

While measuring the volume of water in the reservoir at a point in time (balance sheet) is relatively easy, keeping track of the streams' volumes at every second of the year is difficult. Accountants may choose to ignore some streams: they may not know that some streams exist: water may be evaporating, and unmeasurable. As a result the income statement is easily wrong. Regardless, the net sum of inflows less outflows should equal the difference in the reservoir (beginning vs. ending). The statement of changes in shareholder equity attempts this reconciliation. 

None of the financial statements measures your own personal share of the reservoir when you have partners. It is up to the individual investor to measure, not the business totals, but his share. The methods to use "equity per share" is shown at shareholders' equity. 

Users of financial statements

Financial statements are used by a diverse group of parties, both inside and outside a business. Generally, these users are: 

1. Internal Users: are owners, managers, employees and other parties who are directly connected with a company. 

· Owners and managers require financial statements to make important business decisions that affect its continued operations. Financial analysis are then performed on these statements to provide management with a more detailed understanding of the figures. These statements are also used as part of management's report to its stockholders, as it form part of its Annual Report. 

· Employees also need these reports in making collective bargaining agreements (CBA) with the management, in the case of labor unions or for individuals in discussing their compensation, promotion and rankings. 

2. External Users: are potential investors, banks, government agencies and other parties who are outside the business but need financial information about the business for a diverse number of reasons. 

· Prospective investors make use of financial statements to assess the viability of investing in a business. Financial analyses are often used by investors and is prepared by professionals (financial analysts), thus providing them with the basis in making investment decisions. 

· Financial institutions (banks and other lending companies) use them to decide whether to grant a company with fresh working capital or extend debt securities (such as a long-term bank loan or debentures) to finance expansion and other significant expenditures. 

· Government entities (tax authorities) need financial statements to ascertain the propriety and accuracy of taxes and other duties declared and paid by a company. 

· Media and the general public are also interested in financial statements for a variety of reasons. 

Government financial statements

See also: Fund accounting


The rules for the recording, measurement and presentation of government financial statements may be different from those required for business and even for non-profit organizations. They may use either of two accounting methods: accrual accounting, or cash accounting, or a combination of the two. A complete set of chart of accounts is also used that is substantially different from the chart of a profit-oriented business. 

Audit and legal implications

Although the legal statutes may differ from country to country, an audit of financial statements are usually, but not exclusively required for investment, financing, and tax purposes. These are usually performed by independent accountants or auditing firms. Results of the audit are summarized in an audit report that either provides an unqualified opinion on the financial statements or qualifications as to its fairness and accuracy. The audit opinion on the financial statements is usually included in the annual report. 

There has been much legal debate over who an auditor is liable to. Since audit reports tend to be addressed to the current shareholders, it is commonly thought that they owe a legal duty of care to them. But this may not be the case as determined by common law precedent. In Canada, auditors are liable only to investors using a prospectus to buy shares in the primary market. In the United Kingdom, they have been held liable to potential investors when the auditor was aware of the potential investor and how they would use the information in the financial statements. Nowadays auditors tend to include in their report liability restricting language, discouraging anyone other than the addressees of their report from relying on it. Liability is an important issue: in the UK, for example, auditors have unlimited liability. 

In the United States, especially in the post-Enron era there has been substantial concern about the accuracy of financial statements. Corporate officers (the chief executive officer (CEO) and chief financial officer (CFO)) are personally liable for attesting that financial statements "do not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by th[e] report". Making or certifying misleading financial statements exposes the people involved to substantial civil and criminal liability. For example Bernie Ebbers (former CEO of WorldCom) was sentenced to 25 years in federal prison for allowing WorldCom's revenues to be overstated by $11 billion over five years. 

Standards and regulations

Different countries have developed their own accounting principles over time, making international comparisons of companies difficult. To ensure uniformity and comparability between financial statements prepared by different companies, a set of guidelines and rules are used. Commonly referred to as Generally Accepted Accounting Principles (GAAP), these set of guidelines provide the basis in the preparation of financial statements. 

Recently there has been a push towards standardizing accounting rules made by the International Accounting Standards Board ("IASB"). IASB develops International Financial Reporting Standards that have been adopted by Australia, Canada and the European Union (for publicly quoted companies only), are under consideration in South Africa and other countries. The United States Federal Accounting Standards Board has made a commitment to converge the U.S. GAAP and IFRS over time. 

Inclusion in annual reports

To entice new investors, most public companies assemble their financial statements on fine paper with pleasing graphics and photos in an annual report to shareholders, attempting to capture the excitement and culture of the organization in a "marketing brochure" of sorts. Usually the company's chief executive will write a letter to shareholders, describing management's performance and the company's financial highlights. 

In the United States, prior to the advent of the internet, the annual report is considered the most effective way for corporations to communicate with individual shareholders. Blue chip companies went to great expense to produce and mail out attractive annual reports to every shareholder. The annual report was often prepared in the style of a coffee table book. 

History

Financial statements and records have been produced for as far back as there has been human writing. The people in the old Mesopotamian societies operated both insurance and credit (see interest) corporations, and had the obvious need of record keeping.

1.  About Balance sheet:
In formal bookkeeping and accounting, a balance sheet is a statement of the book value of all of the assets and liabilities (including equity) of a business or other organization or person at a particular date, such as the end of a financial year. It is known as a balance sheet because it reflects an accounting identity: the components of the balance sheet must (by definition) be equal, or in balance; in the most basic formulation, assets must equal liabilities and net worth, or equivalently, net worth must equal assets minus liabilities (see the accounting equation). 


A balance sheet is often described as a "snapshot" of the company's financial condition on a given date. Of the four basic financial statements, the balance sheet is the only statement which applies to a single point in time, instead of a period of time. 


A simple business operating entirely in cash could measure its profits by simply withdrawing the entire bank balance at the end of the period, plus any cash in hand. However, real businesses are not paid immediately; they build up inventories of goods to sell and they acquire buildings and equipment. In other words: businesses have assets and so they could not, even if they wanted to, immediately turn these into cash at the end of each period. Real businesses also owe money to suppliers and to tax authorities, and the proprietors do not withdraw all their original capital and profits at the end of each period. In other words businesses also have liabilities. 


A modern balance sheet usually has three parts: assets, liabilities and shareholders' equity. The main categories of assets are usually listed first and are followed by the liabilities. The difference between the assets and the liabilities is known as the 'net assets' or the 'net worth' of the company. 

The net assets shown by the balance sheet equals the third part of the balance sheet, which is known as the shareholders' equity. Formally, shareholders' equity is part of the company's liabilities: they are funds "owing" to shareholders (after payment of all other liabilities); usually, however, "liabilities" is used in the more restrictive sense of liabilities excluding shareholders' equity. The balance of assets and liabilities (including shareholders' equity) is not a coincidence. Records of the values of each account in the balance sheet are maintained using a system of accounting known as double-entry bookkeeping. In this sense, shareholders' equity by construction must equal assets minus liabilities, and are a residual. 

Balance sheet structure

A balance sheet summarizes an organization or individual's assets, equity and liabilities at a specific point in time. Individuals and small businesses tend to have simple balance sheets[1]

 HYPERLINK "http://encyclopedia.thefreedictionary.com/Balance+sheet" \l "endnote_rf-2" [2]. Larger businesses tend to have more complex balance sheets, and these are presented in the organization's annual report.[3] Large businesses also may prepare balance sheets for segments of their businesses.[4] A balance sheet often compares two balance sheets for a single organization.[5]

 HYPERLINK "http://encyclopedia.thefreedictionary.com/Balance+sheet" \l "endnote_rf-6" [6] 


Guidelines for corporate balance sheets are given by the International Accounting Standards Committee and numerous country-specific organizations. 


Balance sheet account names and usage depend on the organization's country and the type of organization. Government organizations do not generally follow standards established for individuals or businesses.[7]
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If applicable to the business, summary values for the following items should be included on the balance sheet:[12] 


Assets
Long-term assets 

1. property, plant and equipment 

2. investment property, such as real estate held for investment purposes 

3. intangible assets 

4. financial assets (excluding investments accounted for using the equity method, accounts receivables, and cash and cash equivalents) 

5. investments accounted for using the equity method 

6. biological assets 

Current assets 

1. inventories 

2. accounts receivable 

3. cash and cash equivalents 

Liabilities 

1. accounts payable 

2. provisions for warranties or court decisions 

3. financial liabilities (excluding provisions and accounts payable), such as promissory notes and corporate bonds 

4. liabilities and assets for current tax 

5. deferred tax liabilities and deferred tax assets 

6. minority interest in equity 

7. issued capital and reserves attributable to equity holders of the parent company 

Equity 

1. numbers of shares authorised, issued and fully paid, and issued but not fully paid 

2. par value of shares 

3. reconciliation of shares outstanding at the beginning and the end of the period 

4. description of rights, preferences, and restrictions of shares 

5. treasury shares, including shares held by subsidiaries and associates 

6. shares reserved for issuance under options and contracts 

7. a description of the nature and purpose of each reserve within owners' equity

2.  About Income Statement
An Income Statement, also called a Profit and Loss Statement (P&L), is a financial statement for companies that indicates how Revenue (money received from the sale of products and services before expenses are taken out, also known as the "top line") is transformed into net income (the result after all revenues and expenses have been accounted for, also known as the "bottom line"). The purpose of the income statement is to show managers and investors whether the company made or lost money during the period being reported.

Items on income statement

Operating section

· Net Revenue - Inflows or other enhancements of assets of an entity or settlements of its liabilities during a period from delivering or producing goods, rendering services, or other activities that constitute the entity's ongoing major or central operations. Usually presented as sales minus sales discounts, returns, and allowances. 

· Expenses - Outflows or other using-up of assets or incurrence of liabilities during a period from delivering or producing goods, rendering services, or carrying out other activities that constitute the entity's ongoing major or central operations. 

· Cost of goods sold - represents the amount a product costs to produce 

· General and administrative expenses (G & A) - represent expenses to manage the business (officer salaries, legal and professional fees, utilities, insurance, depreciation of office building and equipment, stationery, supplies) 

· Selling expenses - represent expenses needed to sell products (e.g., sales salaries and commissions, advertising, freight, shipping, depreciation of sales equipment) 

· R & D expenses - represent expenses included in research and development 

· Depreciation - represents costs associated with depreciated assets 

Non-operating section

· Other revenues or gains - revenues and gains from other than primary business activities (e.g. rent, patents). It also includes unusual gains and losses that are either unusual or infrequent, but not both (e.g. sale of securities or fixed assets). 

· Other expenses or losses - expenses or losses not related to primary business operations. 

Irregular items

They are reported separately because this way users can better predict future cash flows - irregular items most likely won't happen next year. These are reported net of taxes. 

· Discontinued operations is the most common type of irregular items. Shifting business location, stopping production temporarily, or changes due to technological improvement do not qualify as discontinued operations. 

· Extraordinary items are both unusual (abnormal) and infrequent, for example, unexpected nature disaster, expropriation, prohibitions under new regulations. Note: natural disaster might not qualify depending on location (e.g. frost damage would not qualify in Canada but would in the tropics). 

· Changes in accounting principle is, for example, changing method of computing depreciation from straight-line to sum-of-the-years'-digits. However, changes in estimates (e.g. estimated useful life of a fixed asset) do not qualify. 

Earnings per share

Because of its importance, earnings per share (EPS) are required to be disclosed on the face of the income statement. A company which reports any of the irregular items must also report EPS for these items either in the statement or in the notes. 


· Basic: in this case "weighted average of shares outstanding" includes only actual stocks outstanding. 

· Diluted: in this case "weighted average of shares outstanding" is calculated as if all stock options, convertible bonds, and other securities that could be transformed into shares are transformed. This way number of shares increases and EPS decreases. Diluted EPS is considered to be a more accurate way to measure EPS.

3.   Statement of retained earnings:
The statement of retained earnings also known as "statement of owner's equity" and "statement of net assets" for non-profit organizations, is one of the basic financial statements as per Generally Accepted Accounting Principles, and it explains the changes in company's retained earnings over the reporting period. It breaks down changes affecting the account, such as profits or losses from operations, dividends paid, and any other items charged or credited to retained earnings. A retained earnings statement is required by Generally Accepted Accounting Principles (GAAP) whenever comparative balance sheets and income statements are presented. It may appear in the balance sheet, in a combined income statement and changes in retained earnings statement, or as a separate schedule. 

Therefore, the statement of retained earnings uses information from the income statement and provides information to the balance sheet. Retained earnings are part of the balance sheet (another basic financial statement) under "stockholders equity", and is mostly affected by net income earned during a period of time by the company less any dividends paid to the company's owners/stockholders. The retained earnings account on the balance sheet is said to represent an "accumulation of earnings" since net profits and losses are added/subtracted from the account from period to period. 

The general equation can be expressed as following: 

Ending Retained Earnings = Beginning Retained Earnings + Investments & minus; Dividends Paid + Net Income.
4.  Cash Flow Statement
In financial accounting, a cash flow statement or statement of cash flows is a financial statement that shows a company's incoming and outgoing money (sources and uses of cash) during a time period (often monthly or quarterly). The statement shows how changes in balance sheet and income accounts affected cash and cash equivalents, and breaks the analysis down according to operating, investing, and financing activities. As an analytical tool the statement of cash flows is useful in determining the short-term viability of a company, particularly its ability to pay bills. International Accounting Standard 7 (IAS 7), is the International Accounting Standard that deals with cash flow statements. 

People and groups interested in cash flow statements include 

· accounting personnel, who need to know whether the organization will be able to cover payroll and other immediate expenses 

· potential lenders or creditors, who want a clear picture of a company's ability to repay 

· potential investors, who need to judge whether the company is financially sound 

· potential employees or contractors, who need to know whether the company will be able to afford compensation 

Purpose

The cash flow statement was previously known as the statement of changes in financial position or flow of funds statement.[1] The cash flow statement reflects a firms liquidity or solvency. 

The balance sheet is a snapshot of a firm's financial resources and obligations at a single point in time, and the income statement summarizes a firm's financial transactions over an interval of time. These two financial statements reflect the accrual basis accounting used by firms to match revenues with the expenses associated with generating those revenues. The cash flow statement includes only inflows and outflows of cash and cash equivalents; it excludes transactions that do not directly affect cash receipts and payments. These noncash transactions include depreciation and write-offs on bad debts.[2] The cash flow statement is a cash basis report on three types of financial activities: operating activities, investing activities, and financing activities. Noncash activities are usually reported in footnotes. 

The cash flow statement is intended to[3] 

1. provide information on a firm's liquidity and solvency and its ability to change cash flows in future circumstances 

2. provide additional information for evaluating changes in assets, liabilities and equity 

3. improve the comparability of different firms' operating performance by eliminating the effects of different accounting methods 

4. indicate the amount, timing and probability of future cash flows 



The cash flow statement has been adopted as a standard financial statement because it eliminates allocations which might be derived from different accounting methods, such as various timeframes for depreciating fixed assets.[4] 

History and variations

Cash basis financial statements were common before accrual basis financial statements. The "flow of funds" statements of the past were cash flow statements. 

In the United States in 1971, the Financial Accounting Standards Board (FASB) defined rules that made it mandatory under Generally Accepted Accounting Principles (US GAAP) to report sources and uses of funds, but the definition of "funds" was not clear. "Net working capital" might be cash or might be the difference between current liabilities and current assets. From the late 1970 to the mid-1980s, the FASB discussed the usefulness of predicting future cash flows.[5] In 1987, FASB Statement No. 95 (FAS 95) mandated that firms provide cash flow statements.[6] In 1992, the International Accounting Standards Board issued International Accounting Standard 7 (IAS 7), Cash Flow Statements, which became effective in 1994, mandating that firms provide cash flow statements.[7] 

US GAAP and IAS 7 rules for cash flow statements are similar. Differences include 

· IAS 7 requires that the cash flow statement include changes in both cash and cash equivalents. US GAAP permits using cash alone or cash and cash equivalents.[8] 

· IAS 7 permits bank borrowings (overdraft) in certain countries to be included in cash equivalents rather than being considered a part of financing activities.[9] 

· IAS 7 allows interest paid to be included in operating activities or financing activities. US GAAP requires that interest paid be included in operating activities.[10] 

· US GAAP (FAS 95) requires that when the direct method is used to present the operating activities of the cash flow statement, a supplemental schedule must also present a cash flow statement using the indirect method. The IASC strongly recommends the direct method but allows either method. The IASC considers the indirect method less clear to users of financial statements. Cash flow statements are most commonly prepared using the indirect method, which is not especially useful in projecting future cash flows.[11] 

Cash flow activities

The cash flow statement is partitioned into cash flow resulting from operating activities, cash flow resulting from investing activities, and cash flow resulting from financing activities. 

Operating activities

Operating activities include the production, sales and delivery of the company's product as well as collecting payment from its customers. This could include purchasing raw materials, building inventory, advertising and shipping the product. 

Under IAS 7, operating cash flows include[12] 

· receipts from the sale of goods or services 

· receipts for the sale of loans, debt or equity instruments in a trading portfolio 

· interest received on loans 

· dividends received on equity securities 

· payments to suppliers for goods and services 

· payments to employees or on behalf of employees 

· tax payments 

· interest payments (alternatively, this can be reported under financing activities in IAS 7, but not in US GAAP) 

· payments for the sale of loans, debt or equity instruments in a trading portfolio 

Items which are added back to the net income figure (which is found on the Income Statement) to arrive at cash flows from operations generally include: 

· Depreciation (loss of tangible asset value over time) 

· Deferred tax 

· Amortization (loss of intangible asset value over time) 

· Any gains or losses associated with an asset sale (unrealized gains/losses are also added back from the income statement) 

Investing activities

Investing activities focus on the purchase of the long-term assets a company needs in order to make and sell its products, and the selling of any long-term assets. 

Under IAS 7, investing cash flows include[13] 

· collections on loan principal and sales of other firms' debt instruments 

· investment returns from other firms' equity instruments, including sale of those instruments 

· receipts from sale of plant and equipment 

· expenditure for purchase of plant and equipment 

· loans made and acquisition of other firms' debt instruments 

· expenditure for purchase of other firms' equity instruments (unless held for trading or considered cash equivalents) 

Items under investing activities include: 

· Capital expenditures, which include purchases (and sales) of property, plant and equipment 

· Investments 

Financing activities

Financing activities include the inflow of cash from investors such as banks and shareholders, as well as the outflow of cash to shareholders as dividends as the company generates income. Other activities which impact the long-term liabilities and equity of the company are also listed in the financing activities section of the cash flow statement. 

Under IAS 7, financing cash flows include[14] 

· proceeds from issuing shares 

· proceeds from issuing short-term or long-term debt 

· payments of dividends 

· payments for repurchase of company shares 

· repayment of debt principal, including capital leases 

· for non-profit organizations, receipts of donor-restricted cash that is limited to long-term purposes 

Items under the financing activities section include: 

· Dividends paid 

· Sale or repurchase of the company's stock 

· Net borrowings 

Disclosure of noncash activities

Under IAS 7, noncash investing and financing activities are disclosed in footnotes to the financial statements. Under US GAAP, noncash activities may be disclosed in a footnote or within the cash flow statement itself. Noncash financing activities may include[15] 

· leasing to purchase an asset 

· converting debt to equity 

· exchanging noncash assets or liabilities for other noncash assets or liabilities 

· issuing shares in exchange for assets 

Preparation methods

The direct method of preparing a cash flow statement results in a more easily understood report.[16] The indirect method is almost universally used, because FAS 95 requires a supplementary report similar to the indirect method if a company chooses to use the direct method. 

Direct method

The direct method for creating a cash flow statement reports major classes of gross cash receipts and payments. Under IAS 7, dividends received may be reported under operating activities or under investing activities. If taxes paid are directly linked to operating activities, they are reported under operating activities; if the taxes are directly linked to investing activities or financing activities, they are reported under investing or financing activities. 


Sample cash flow statement using the direct method[17] 

	Cash flows from operating activities

	  Cash receipts from customers
	$27,500
	

	  Cash paid to suppliers and employees
	(20,000)
	

	  Cash generated from operations (sum)
	7,500
	

	  Interest paid
	(2,000)
	

	  Income taxes paid
	(2,000)
	

	  Net cash flows from operating activities
	
	$3,500

	Cash flows from investing activities

	  Proceeds from the sale of equipment
	7,500
	

	  Dividends received
	3,000
	

	  Net cash flows from investing activities
	
	10,500

	Cash flows from financing activities

	  Dividends paid
	(12,000)
	

	  Net cash flows used in financing activities
	
	(12,000)

	.

	Net increase in cash and cash equivalents
	
	2,000

	Cash and cash equivalents, beginning of year
	
	1,000

	Cash and cash equivalents, end of year
	
	$ 3,000


Indirect method

The indirect method uses net income as a starting point, then makes adjustments for all transactions for non-cash items. This method converts accrual-basis net income (loss) into cash flow by using a series of additions and deductions.[18] 

Citigroup Incorporated cash flow example:[19]
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	Citigroup Cash Flow Statement
(all numbers in thousands)

	Period ending
	12/31/2006
	12/31/2005
	12/31/2004

	Net income
	21,538,000
	24,589,000
	17,046,000

	Operating activities, cash flows provided by or used in:

	Depreciation and amortization
	2,790,000
	2,592,000
	2,747,000

	Adjustments to net income
	4,617,000
	621,000
	2,910,000

	Decrease (increase) in accounts receivable
	12,503,000
	17,236,000
	--

	Increase (decrease) in liabilities (A/P, taxes payable)
	131,622,000
	19,822,000
	37,856,000

	Decrease (increase) in inventories
	--
	--
	--

	Increase (decrease) in other operating activities
	(173,057,000)
	(33,061,000)
	(62,963,000)

	    Net cash flow from operating activities
	13,000
	31,799,000
	(2,404,000)

	Investing activities, cash flows provided by or used in:

	Capital expenditures
	(4,035,000)
	(3,724,000)
	(3,011,000)

	Investments
	(201,777,000)
	(71,710,000)
	(75,649,000)

	Other cash flows from investing activities
	1,606,000
	17,009,000
	(571,000)

	    Net cash flows from investing activities
	(204,206,000)
	(58,425,000)
	(79,231,000)

	Financing activities, cash flows provided by or used in:

	Dividends paid
	(9,826,000)
	(9,188,000)
	(8,375,000)

	Sale (repurchase) of stock
	(5,327,000)
	(12,090,000)
	133,000

	Increase (decrease) in debt
	101,122,000
	26,651,000
	21,204,000

	Other cash flows from financing activities
	120,461,000
	27,910,000
	70,349,000

	    Net cash flows from financing activities
	206,430,000
	33,283,000
	83,311,000

	Effect of exchange rate changes
	645,000
	(1,840,000)
	731,000

	Net increase (decrease) in cash and cash equivalents
	$2,882,000
	$4,817,000
	$2,407,000


Note to The Financial Statement::
Notes to the Financial Statements are additional notes and information added to the end of the financial statements to supplement the reader with more information. Notes to Financial Statements help explain the computation of specific items in the financial statements as well as provide a more comprehensive assessment of a company's financial condition. Notes to Financial Statements can include information on debt, going concern, accounts, contingent liabilities, or contextual information explaining the financial numbers (e.g. to indicate a lawsuit). The information contained within the notes not only supplement financial statement information, but they clarify line-items that are part of the financial statements. For example, if a company lists a loss on a fixed asset impairment in their income statement, Notes to Financial Statements could serve to corroborate the reason for the impairment by providing specific information relative to how the asset became impaired. Notes to the Financial Statements are also used to explain the method of accounting used to prepare the financial statements (all publicly traded companies are required to use accrual basis accounting for financial reporting purposes as mandated by the SEC), and they provide valuations for how particular accounts have been represented. In consolidated financial statements, all subsidiaries should be listed as well as the amount of ownership (controlling interest) that the parent company has in the subsidary companies. Any items within the financial statements that are valuated by estimation should be part of the Notes to Financial Statements if a substantial difference exists between the amount of the estimate previously reported and the amount of the actual results. Full disclosure of the effects of the differences between the estimate and the actual results should be in the note.
Shareholders' equity::

Shareholders' equity is ownership equity spread out among shareholders whose class of share may have special rights attached to it. If all shareholders are in one and the same class, they share equally in ownership equity from all perspectives. 

In business accounting, it is the owners' interest in the assets of the enterprise after deducting all its liabilities.[1] appears on the Balance Sheet, one of three Financial Statements. The book value of equity will increase if the firm's assets increase more than its liabilities. For example, a firm making profits, receives more cash for its products than the cost at which it produced these goods, and so in the act of making a profit it is increasing its assets. Also, an issuance of new equity in which the firm obtains new capital increases the total shareholders' equity. Equity will decrease, for example, when machinery depreciates, which is registered as a decline in the value of the asset, and on the liabilities side of the firm's balance sheet as a decrease in shareholders' equity. 

Share Repurchases

Another event that changes the shareholders' equity is an equity repurchase, in which a firm gives back money to its investors, reducing on the asset side its financial assets, and on the liability side the shareholders' equity. For practical purposes (except for its tax consequences), share repurchasing is similar to a dividend payment, as both consist of the firm giving money back to investors. Rather than giving money to all shareholders immediately in the form of a dividend payment, a share repurchase reduces the number of shares (increases the size of each share) in future income and distributions. 

Dividends paid out to Preferred share owners are considered an expense to be subtracted from Net Income (from the point of view of the common share owners). 

Assets and liabilities can change without any effect being measured in the Income Statement under certain circumstances; for example, changes in accounting rules may be applied retroactively. Sometimes assets bought and held in other countries get translated back into the reporting currency at different exchange rates, resulting in a changed value. 

The individual investor is interested not only in the total changes to equity, but to the increase/decrease in the value of his own personal share of the equity. This reconciliation of equity should be done both in total and on a 'per share' basis. 

· Equity (beg. of year) 

· + net income 

· − dividends 

· +/− gain/loss from changes to the # shares. 

· = Equity (end of year)

Financial analysis
Financial analysis refers to an assessment of the viability, stability and profitability of a business, sub-business or project. 

It is performed by professionals who prepare reports using ratios that make use of information taken from financial statements and other reports. These reports are usually presented to top management as one of their basis in making business decisions. Based on these reports, management may: 

· Continue or discontinue its main operation or part of its business;

· Make or purchase certain materials in the manufacture of its product;

· Acquire or rent/lease certain machineries and equipments in the production of its goods;

· Issue stocks or negotiate for a bank loan to increase its working capital.

· other decisions that allow management to make an informed selection on various alternatives in the conduct of its business. 

Goals

Financial analysts often assess the firm's: 

1. Profitability- its ability to earn income and sustain growth in both short-term and long-term. A company's degree of profitability is usually based on the income statement, which reports on the company's results of operations; 

2. Solvency- its ability to pay its obligation to creditors and other third parties in the long-term;
3. Liquidity- its ability to maintain positive cash flow, while satisfying immediate obligations; 

Both 2 and 3 are based on the company's balance sheet, which indicates the financial condition of a business as of a given point in time. 

4. Stability- the firm's ability to remain in business in the long run, without having to sustain significant losses in the conduct of its business. Assessing a company's stability requires the use of both the income statement and the balance sheet, as well as other financial and non-financial indicators. 

Methods

Financial analysts often compare financial ratios (of solvency, profitability, growth...): 

· Past Performance: Across historical time periods for the same firm (the last 5 years for example),

· Future Performance: Using historical figures and certain mathematical and statistical techniques, including present and future values, This extrapolation method is the main source of errors in financial analysis as past statistics can be poor predictors of future prospects. 

· Comparative Performance: Comparison between similar firms. 

These ratios are calculated by dividing a (group of) account balance(s), taken from the balance sheet and / or the income statement, by another, for example : 

''Net profit / equity = return on equity

''Gross profit / balance sheet total = return on assets

''Stock price / earnings per share = P/E-ratio



Comparing financial ratios are merely one way of conducting financial analysis. Financial ratios face several theoretical challenges: 

· They say little about the firm's prospects in an absolute sense. Their insights about relative performance require a reference point from other time periods or similar firms. 

· One ratio holds little meaning. As indicators, ratios can be logically interpreted in at least two ways. One can partially overcome this problem by combining several related ratios to paint a more comprehensive picture of the firm's performance. 

· Seasonal factors may prevent year-end values from being representative. A ratio's values may be distorted as account balances change from the beginning to the end of an accounting period. Use average values for such accounts whenever possible. 

· Financial ratios are no more objective than the accounting methods employed. Changes in accounting policies or choices can yield drastically different ratio values. 

· They fail to account for exogenous factors like investor behavior that are not based upon economic fundamentals of the firm or the general economy (fundamental analysis) [1]. 
Working capital
Working capital (also known as net working capital) is a financial metric which represents the amount of day-by-day operating liquidity available to a business. Along with fixed assets such as plant and equipment, working capital is considered a part of operating capital. It is calculated as current assets minus current liabilities. A company can be endowed with assets and profitability, but short of liquidity, if these assets cannot readily be converted into cash. 

Current assets and current liabilities include three accounts which are of special importance. These accounts represent the areas of the business where managers have the most direct impact: 

· accounts receivable (current asset) 

· inventory (current assets), and 

· accounts payable (current liability) 

In a situation where a company carries more cash than the minimum amount needed to maintain operations, the excess portion is usually excluded from working capital. 
In addition, the current (payable within 12 months) portion of debt is critical, because it represents a short-term claim to current assets. Common types of short-term debt are bank loans and lines of credit. 

A positive change in working capital indicates that the business has either increased current assets (that is received cash, or other current assets) or has decreased current liabilities, for example has paid off some short-term creditors. 
Implications on M&A: The common commercial definition of working capital for the purpose of a working capital adjustment in an M&A transaction (ie for a working capital adjustment mechanism in a sale and purchase agreement) is equal to: 
Current Assets - Current Liabilities excluding deferred tax assets/liabilities, excess cash, surplus assets and/or deposit balances. 
Cash balance items often attract a one-for-one purchase price adjustment.
Gross profit
Gross profit or sales profit or gross operating profit is the difference between revenue and the cost of making a product or providing a service, before deducting overheads, payroll, taxation, and interest payments. 

In general, it is the profit shown on a transaction if one disregards the indirect costs. It is the revenue that remains once one deducts the costs that arise only from the generation of that revenue. 

For a retailer, gross profit is the shop takings less the cost of the goods sold. For a manufacturer, the direct costs are the costs of the materials and other consumables used to make the product. For example, the cost of electricity to operate a machine is often a direct cost while the cost of lighting the machine room is an overhead. Payroll costs may also be direct if the workforce is paid a unit cost per manufactured item. For this reason, service industries that sell their services by time units often treat the fee-earners' time cost as a direct cost. 
Gross profit is an important guide to profitability but many small businesses fail because they overlook the regular demand to meet the fixed costs of the business. The indirect costs are considered when calculating net income, another important guide to profitability.
Sources: http://encyclopedia.thefreedictionary.com/financial+statements
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