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	Financial Statement
1. Resent and describe the components of the balance sheet. Use illustrative numerical examples to clarify the discussion
Nerdy Company is assumed to be operational in this paper. This company will be used to explain the components of the balance sheet in detail. 
One of the major components of a balance sheet is the heading. This is a very important component because it makes the balance sheet unique by identifying the name of the company the balance sheet belongs, the type of the statement to follow and most importantly the date at which each account value applies (Di Tella , 2017). A good example of a balance sheet heading looks like; 
THE NERDY COMPANY
 BALANCE SHEET
 AS of DECEMBER 20, 2019
From the heading above, it’s evident that the company is called THE NERDY COMPANY, the statement is a balance sheet while the date is “As of December 2019”. The date is very significant because it indicates the time at which the values of the account apply. 
Another component is assets which are resources that a company depends on to grow economically. Assets are classified as either current or fixed. Current assets comprise of resources in the company that is expected to be converted into cash within one year (Kahn & Baum, 2020). These resources include cash which is the amount of money that the company has its account that it uses to pay his bills in order to maintain the smooth running of daily activities. From the table below, the cash of Nerdy Company is $10, 122 as of October 20, 2019. Accounts receivable is another resource that belongs to the current asset and it entails the promises given by customers to pay goods and services at a later date (McCall , 2017). From the table, Nerdy company $5000 outstanding in accounts receivable which means that the company customers purchased products worth $5000 as of December 20 and have not paid for them. The third resource is prepaid items which comprise of items that a business pays in advance, for example, prepaid insurance (Di Tella , 2017). Nerdy Company purchased fire insurance on its building on July 1 and the insurance company quoted a yearly rate of $2400 as well as requesting a one-year payment to be made in advance. Since $2400 paid will protect the company for a year, the prepaid section of the company’s balance sheet will read $1200 because six months will have elapsed. Lastly, it’s the inventory which is the products that a company produces and sells to consumers directly (Sunder, Sunder & Zhang, 2018). For example, Nerdy Company is a retail company that buys then sells products to the consumer. As of 20th December, Nerdy Company had finished products on hand valued at $12558.  
Total assets
	Current assets
	

	Cash 
	$10122

	Accounts receivable 
	$5000

	Prepaid fire insurance
	$1200

	Inventory 
	$12558

	Total current assets
	$28 880


The second category of assets is fixed assets which are resources of economic importance in the company that has long lives before they are consumed (Kahn & Baum, 2020). In Nerdy Company, fixed assets include the office equipment and the building. From the company’s fixed section, Nerdy Company bought two computers at $4 400, a mobile photocopier at $ 7800 and a fax machine for $300 which sums up to $12500 of office equipment. Similarly, the company utilized $22500 for building.
The third component is liabilities which refers to the items that a business owes other businesses and they are classified as current and long term liabilities (Smith, 2017). Current liabilities are due in a short period of time, for example, as of 20 December 2019, Nerdy Company owes $12 254 for office equipment and supplies. Long-term liabilities are due in the long term period, for example, Nerdy Company in 2019 received a 10 year, $22,500 loan.
The fourth component is the equity which comprises of all the investments made into the company. For example, Nerdy is a sole proprietor business and the owner invested his life savings of $10000 into the business. 
2. Highlight what you feel are the four most important accounting methods used for the development of this statement.
One of the accounting method that is important in the development of market basis valuation which is used to estimate the base price of the fixed asset and then capitalized expenses added to provide the value of taxable gain after the asset is sold (Sunder, Sunder & Zhang, 2018). This method is important in the development of the balance sheet because it describes how assets which are the main component of the balance sheet can be sold at a profit. Another method is cost basis valuation which describes the original value of an asset for tax purposes so as to determine the capital gain (McCall , 2017). This is important because by understanding the original value of an asset, the company can forecast its demand and by extension the revenue that it’s going get by selling these assets (Di Tella , 2017). This is important in the development of the balance sheet because it helps the company calculate its inventory. Another method is a cash basis which is a method that companies use to maintain their books and records. In the cash basis method, the goods and services sold are recorded and reported yearly (Smith, 2017). The cash basis method of accounting is important in the development of the balance sheet because through it all the records that are relevant in calculating the components of a balance sheet can be accessed. The fourth method is the accrual basis which matches the revenues and the expenses of the same accounting period (Sunder, Sunder & Zhang, 2018). The accrual basis method of accounting is important in the development of a balance sheet because it gives both the expenses and the revenue of the company which is important in calculating the assets of the company. 
3. Present and describe the components of the income statement. Use illustrative numerical examples to clarify the discussion.
There are five components of the income statement. One of the components is revenue which refers to the money that a company receives from selling its products. For example, in 2018 alone Amazon is reported to have generated a revenue of $72.4 billion (Sunder, Sunder & Zhang, 2018). Another component is the number of goods sold which refers to the direct cost incurred by the company in producing the goods it’s selling. For example, as of 2019, the cost of goods sold by Apple stood at $161782 Million (Sunder, Sunder & Zhang, 2018). Gross profit is another component and it refers to total revenue received less the cost of goods sold. For example, the gross profit margin of Apple Company between the years of 2014 to 2018 is reported to be 38.9% (Sunder, Sunder & Zhang, 2018). The fourth component is the operating expenses which comprise the amount of money that a company spends to maintain and operate general business activities (Smith, 2017). For example, for the fiscal year ending 2015 to 2019, Apple Company’s operating expenses were reported to $167.9(REFERENCE). The last component is operating Income which refers to total revenues less operating expenses and cost of goods sold. For example, Apple’s operating income between the months of July to September 2019 was reported to be $15,625 million (McCall , 2017). 
4. Highlight what you feel are the four most important accounting methods used for the development of this statement 
One of the accounting methods that are very important in the development of the income statement is activity-based costing which uses the resource usage of the activities to assign a cost to those activities (Kahn & Baum, 2020). This is important in the development of income statement because through assigning a cost to different activities that a company is carrying out, it’s easy to calculate the operating cost. Since operating cost is one of the components of the income statement, this method is therefore important in the development of income statements. Another method is the cost-benefit analysis which compares the cost of the strategy of a given business with its expected results (Di Tella , 2017). This is important because the result of the strategies of a company determines its revenue which is the main component of the income statement. Another method is demand forecasting which predicts the demand for a given product or a service in the market (Smith, 2017). This is important because it helps that business estimate its gross profit which is calculated by subtracting the cost of producing a product from the money received from selling that product. Gross profit is one of the main components of the income statement which means that the demand forecasting method is an important accounting method in the development of income statements. The fourth accounting method is lifecycle cost analysis which is the process of evaluating the costs over the life of an asset. This is important because it helps the company identify the assets that have appreciated in value and those that have depreciated in value. The company will then focus on increasing its revenue by focusing much attention on the production of those products that have appreciated in value. Revenue being the component of the income statement means that the lifecycle cost accounting method is important in the development of the income statement. 

5. Review the Penman (2007) article and describe the nature of the research questions and the primary conclusions advanced
The nature of the research questions in this research is comparative. Comparative research questions aim to compare the outcome of two or more variables. In the research provided, the research seeks to find if fair value is a plus or a minus by comparing the instances when the fair value is a plus and when it’s a minus. This research concludes by stating that fair value accounting at a conceptual level is a fair value. This is so because, at this level, there is no further analysis since the equity value is read from the balance sheet. However, the implementation of terms is challenging regardless of the significance (Sunder, Sunder & Zhang, 2018). The minuses are known to add with the fair value which is defined as the exit price. This is so because, for both valuation and stewardship, fair value accounting works well. This situation is said to be instructive because is the situation where one to one relationship between the shareholder's fair value and the exit prices holds. However, when the assets whose value comes from the execution of a business plan of the company rather than from the fluctuations in market prices, the one to one relationship described above fails even when the exit prices are observed in active markets.  
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