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Basic financial statements
Balance sheets and their importance to the stakeholders
These are financial statements that indicate the assets and liabilities of a given corporation at a specific point in time. Balance sheets usually have three main sections. The first section records the assets owned by the firm. Items under this segment include the fixed assets such as land and equipment, cash inventory, and money expected from the debtors. The second segment incorporates the liabilities. The items listed in this segment include the accounts payable commercial bonds and other responsibilities. The third segment is equity. It is obtained by subtracting the total liabilities of the firm from the total assets. However, it is worth noting that the structure of the equity segment may vary from one company to another due to disparities of their outstanding stocks. Balance sheets also provide the basis for calculating and evaluating the capital returns, thus are useful in determining the equity rates. The primary purpose of drafting a balance sheet is to determine the financial status of an order. Stakeholders rely on information provided by the balance sheets when making vital decisions affecting the organizations (Adrian, 2013). The data presented by these statements enable the investors to compute the assets – liabilities ratio, which is essential in determining the business performance. Balance sheets also help the stakeholder to determine the gains of their assets as well as their liquidity, which is a critical planning tool. By assessing the liquidity of their current assets, stakeholders derive strategies to use to counter unexpected expenses in the future (Aladangady, 2014). Recording this data is vital as it provides an insight into what to expect should the stakeholders decide to undertake an expansion scheme in the future.
Cash flows and their importance to the stakeholders
[bookmark: _GoBack]Cash flow statements indicate the amount of cash earned and used by a business in a particular accounting period. There two main ways of computing cash flows. The first method is the direct cash flow approach, which computes the summations of all cash payments and receipts. The second method is the indirect cash flow approach. In this method, cash flow is computed by removing the net income of a firm from the income statements. These statements are divided into three segments. The first segment shows the flow of money from business operations (Bradbury, 2011). In this section, we capture the cash flows from sales of goods and services, rent expenses, wage expenses, and the taxes incurred by the firm. The second category indicates the flow of cash from investment activities. This category enumerates the flow of money from the investment schemes owned by the firm. It is in this section that we record amounts earned or spent in the purchase and sales of assets. The third category record cash realized and used in financing activities. It incorporates cash transactions between the firm and financial institutions. Dividends and expenses incurred in stock repurchases are also recorded in this segment. The total amount of money earned from or used in these activities is finally summed to determine the final change. Information from these statements is useful to the shareholders and other investors. It is because many investors use historic cash analysis to project the future performance of the business, thus influencing their investment decisions. It also enables the stakeholders to compare their statements with those of other companies to determine the quality of their earnings (Ljubić, 2013). Cash flows even provide foreknowledge about the liquidity and wealth of a business, which is essential in the planning process. Stakeholders consider these statements as a valuable measure of performance. These statements also enable the stakeholders to evaluate whether the firm has sufficient cash to pay for its operational expenses.
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