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Financial statements: Income statement

 An organization’s income statement lists the 

economic  resources acquired (revenues) and 

consumed (expenses)  through operations over 

a period of time.
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Financial statements: Income statement

The income statement reports success or failure of  company's operations 

during the period.

Relative to the balance sheet, the income statement explains  the change in 

retained earnings between the beginning and  end of the period.
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Financial statements: Cash flow statement

An organization’s cash flow statement describes flow of cash  into and out of organization 
during a period.

The cash flows are classified as one of three types

oOperating activities. Intended to generate net income.

oInvesting activities. Resulting from acquiring or disposing  of productive company assets.

oFinancing activities. Payments to or receipts from  suppliers of money (e.g., 

shareholders or debt holders).

Relative to the balance sheet, the income statement explains  the change in cash between 

the beginning and end of period.
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Financial statements: Cash flow statement
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Financial statements & economic concepts

Financial statements measure, to the 
extent possible, the  economic status of an
organization.

Financial statements and economic 
concepts are related as shown on the right.



3ENMG 602 Introduction to Financial Engineering

Annual report

 The balance sheet, the income statement and the cash flow  statement are part of a 
comprehensive financial report called  annual report.

The annual report contains other elements.

o Retained earnings statement. Shows changes in retained  earnings during the 

period covered by the statement.
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Other elements of annual report

oManagement Discussion and Analysis. Covers three  aspects of an organization,

Liquidity. Ability to pay near-term obligations.

Capital resources. Ability to fund operations and  expansions.

Results of operation. Profitability and efficiency.

oNotes to financial statements. Clarify and expand  information included in the body of the

statements.
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o Auditor’s report. The Auditor (an independent accountant)  gives an opinion on whether the 

financial statements  present the financial position, the results of operations, and  the cash flows 

in accordance with GAAP.

Other elements of annual report


