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Financial Statements play a key role in a variety of activities related to a given organization. It is the milestone that triggers different actions and responses with the organization stakeholders. Typical users of the financial statements are the owners of the organization, the board of directors, the management, even the employees, on the other hand are the tax authorities, the stock market players, potential and current partners, potential buyers. The financial statement on its own is an informative document to the extent that the stakeholders are able to verify if the company has generated any profit or loss during the financial period in focus, but it becomes more informative when accompanied by the rest of the components of the financial report, part of which is the financial statement.
[bookmark: _Toc76569949]Financial statement and financial report explained
First of all, let’s establish what the financial statement is and how it is structured. The financial statements reflect the way a given organization “(e.g. company, charity, society, government department, etc.) has performed.” (Sangster and Wood 2017, p.7) Financial statements include: Balance sheet, Income statement, Cash flow statement. They are presented to the public as a part of the Annual Financial report.
The modern financial reports vary from entity to entity, but they all have a common structure which is regulated by the standard-issuing international bodies and the government regulations and requirements on the contents of the Company Financial Report.
Dyson (2010) in his book ‘Accounting for non-accounting students’ reminds us that according to The Companies Act 2006, the legal entities are required to make a financial report on their activities annually. Under this same act, the companies should provide their shareholders with a copy of the report. A copy of the report is also presented to the debentures, who also need to have an up-to-date vision on the company business and its stance. The companies have to also report on other aspects of their business other than the accounts. The narrative report and the accounting reports are usually combined in one whole document. Every year companies have to file a copy of this document with the Registrar of Companies, who then provides it for public inspection. (Dyson, J., 2010)
Accountants usually refer to this public document as the 'published accounts'. (Dyson, J., 2010)
With most annual reports and accounts one can lightly define the report part from the accountings regarding of where they are in the document and how they are named. The part where different reports are stated is usually the first part of the annual financial report and the accountings and the financial statement come after that. However it is not regulated by the legislation and the different sections can be grouped into categories that vary from three to up to ten all together. Most of the times, the information is displayed in four categories in the financial report and these categories are: (a) highlights – the things which the entity wants to especially emphasise; (b) the financial statement which reflects the financial status and performance of the company during the past financial period; (c) promotional part; (d) the chairman’s statement. (Dyson, J., 2010)
Each of these categories is explained below:
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This part of the report is for the audience who neither has the time nor the intention to read the report in details. The highlights part of the report will usually be confined to a couple of pages or, sometimes, even less. (Dyson, J., 2010)
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The majority of the companies usually present a one-page financial statement for the performance of the entity or the group of entities during the year. It is often a combination of graphs and numbers. (Dyson, J., 2010)
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Dyson (2010) states that the Chairman’s statement will, most probably, be in the beginning of the annual report. In most of the cases it fills from one up to four pages and is in narrative style, although it often holds some concrete numbers for the business performance and expectations. Dyson (2010) says that a researche evidence gives the notion that this part of the report is the one that receives the most attention from the report users. The suggested explanation for this is that it is mostly narrative in its entirety. (Dyson, J., 2010)
However, this report should be read with caution to the optimism of the narrative. The Chairmen tend to exaggerate the company performance for the period and to look into the future with optimism. This is why one should be careful with the conclusions after reading this report and should, before all be a little bit of sceptic and compare the Chairman’s notes with other sections of the report in order to make sure that they match. “Nevertheless, chairmen have to be careful that they do not become too optimistic. Their remarks can have a significant impact on the company’s share price and they might have to answer to the Stock Exchange authorities if they publish misleading statements.” (Dyson, J., 2010)
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The shareholders, being the owners of the companies, due to a number of reasons they appoint directors to manage the companies in their place. This brings forth the matter that the shareholders have to be assured that the directors are competent and know what, how and with what level of success they are doing with the company.
The legislation has no specific requirements on this matter, but the London Stock Exchange has formulated and provided the specific requirements “for all listed companies in a document called the The Combined Code.” (Dyson, J., 2010)
“The Code is extremely detailed and it lays out what the company and the directors have to disclose in their annual report and accounts.” (Dyson, J., 2010)
Here is a brief list of the requirements:
•	Implementation of and compliance with the Code’s principles. If the principles have not been complied with, why and for how long. (Dyson, J., 2010)
•	Details for the board and the company officers. (Dyson, J., 2010)
•	The Chairman’s engagements and the amendments, if any. (Dyson, J., 2010)
•	Assessment on the Board’s achievements. (Dyson, J., 2010)
•	Explanation of the work of the nomination committee and the (directors’) remuneration committee. (Dyson, J., 2010)
•	Directors’ responsibilities  for the preparation of the report in its different parts. (Dyson, J., 2010)
•	Statement by the directors that the company is a going concern (this is particularly important at a time of recession). (Dyson, J., 2010)
•	An analysis on the internal control procedures. (Dyson, J., 2010)
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This review is a part of the directors’ report and in the majority of cases it is the bigger part of its content. It provides information to the members of the company which can allow them to make their conclusion on the directors’ efficiency.
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“In 1992, Terry Smith published the first edition of his best-selling expose Accounting for Growth, of the methods by which some UK companies in the 1980s and 1990s had used (apparently legitimate) accounting techniques to turn losses into profits, expenditure into assets and debt into somebody else's liability.” (Dyson, J. (2010). During the crisis in the early 2000’s such companies just disappeared. After that the regulatory bodies and the standardization organizations are working constantly on eliminating such possibilities of distorting the reality and putting the stakeholders in deception. Even nowadays many of the regulations and standards continue to receive new amendments and new ones are added. All this is to ensure the relevance of the report with the reality.
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The major organization’s stakeholders are as follows:
Directors and managers. As final decision-makers, this group of users need to have this information in order to know and make their analysis on where the business is and what its financial status to date is. (Sangster and Wood, 2017) They are the people, who translate the financial statement into a director’s report and thus explain the content of the financial statement and how and when it acquired the relative numbers and figures.
Owner(s) of the business. Their concern is if the business is profitable or not and what current resources the business has. They have most to lose if the business fails. (Sangster and Wood, 2017)
A prospective buyer. It is common that the business is for sale. In such case the perspective buyer will want to see the financial statement for the business, and of course it will be very informative for them to read through the entire financial report in order to gain a wider picture and understand what kind of asset the company is.
The bank. Numerous studies in the field point to the fact that in order to keep a company sustainable and competitive it needs to have adequate funding for all aspects of its business, including environmental protection and social responsibility. “One of the therapies to achieve sustainability and organizational change in the context of current challenges in the national economies is sustainable crediting.” (Dragos, 2012) and when the company applies for a loan, the bank will use the financial statement and the financial report in order to make an adequate decision. (Sangster and Wood, 2017).
Tax inspectors. “One oft-neglected but potentially large stakeholder that is common to all companies is the government (Dyck and Zingales 2004)” (Hanlon et al., 2014). This group will use the financial statement in order to calculate the company taxes. Hanlon et al. (2014) ﬁnd that tax enforcement has a positive effect on the quality of ﬁnancial reporting. They argue that “tax enforcement serves as a corporate governance mechanism” (Hanlon et al., 2014). They also claim that “stricter tax enforcement makes it harder for insiders to extract private beneﬁts and, hence, active monitoring by tax authorities protects the interests of outside shareholders.” (Hanlon et al., 2014).
A prospective partner. This group of users overlaps to some extent with the prospective buyers and the investors. They are all interested in the financial statement of the company for their final decision. 
Investors, either existing ones or potential ones. This is the group of users who are willing to invest in the company. A number of researches argue that there is a connection between the financial reporting quality and the investment initiative (see for instance; Lin et al., 2016; Biddle et al., 2009). “These studies argue that FRQ yields significant economic implications for investment decision” (Shahzad et al., 2019).
Creditors. They usually use the financial statement to inform themselves if the funds their services will be duly paid in the future.
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From what was said so far it appears that the financial statement is relevant to a number of users, but the majority of them will need some additional information like the director’s report in order to make informed decisions. This is why the financial statement is included in the annual financial report where all the parts of the report complement each other into a one whole document that tries to adequately present the current financial and business stand of the organization. And since not everything is perfect and sometimes the system allows discrepancies, the regulations are constantly changing in order to minimize these risks to the minimum if not eliminate them all.
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