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Question 1:

a:
The profit and loss account reports on certain financial aspects of transactions that have taken place during an accounting period. It does this by showing the income which has been earned and the expenses incurred in earning it. The difference between the two is a profit if the income is higher than the expenses or a loss if the expenses are higher than the income. (Day et al, 2011, page 39) In other words income statement is a financial statement which measures company’s performance over a specific accounting period. I think these records are very useful because they provide information that shows profitability of a company during the time interval specified in its heading. We can also find out whether company is making profit or a loss. Moreover it helps in making decisions for the future.
b:
Question 2:
a:
The balance sheet shows the financial position of a business at a point in time, as one accounting period ends and another starts. Accounting time could be described as a stream of profit and loss accounts punctuated at regular intervals by balance sheets. By comparing them the person reading the balance sheet can find information about the state of the business at the end of the period covered by the profit and loss account. (Day et al, 2011, page 49)   Purpose of a balance sheet is to show 

company’s liabilities, assets and equity at a point in time. It basically shows two sides:
  1. where the money has come from (current and short-term liabilities) and
  2. where the money has been spent ( current and short-term assets)
From these figures various ratios can be utilized which will tell the bank manager/investor of the strength of the company. I believe that balance sheet is highly significant in assessing the financial strength of a business. By comparing past balance sheets with the present balance sheet the growth or decline of the business assets, liabilities and net worth can be determined.
Question 3:
a:
Cash flow is one of the most important aspects of any business. Cash flow should not be confused with profit – they are different concepts. Cash flow shows the money flowing into a business from trading receipts, interest received and any borrowings; and money flowing out of a business through paying for costs, investments in fixed assets, interest, loan repayments and so on. (Day et al, 2011, page 59) The main purpose of a cash flow statement is to help the business owner plan and control the flow of income in order to meet scheduled financial obligations. It is extremely helpful in assessing the financial capability of business because business can use such a statement to show the flow of cash in its operating, investment and financial activities.
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