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BACKGROUND: THE FINANCIAL STATEMENTS

The Four Financial Statements

ÅIncome Statement (also referred to as: Statement of Earnings, 
Statement of Income, or Statement of Operations)

ÅStatement of Changes in Stockholdersõ Equity

ÅBalance Sheet

ÅStatement of Cash Flows

The requirements for calculating and presenting the financial 
statements are mandated by Generally Accepted Accounting 
Principles (GAAP), written by the Financial Accounting 
Standards Board (FASB). 
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BACKGROUND: THE FINANCIAL STATEMENTS

Financial Statements ðPublic view of company performance. 

ÅAudience is investors and creditors.

ÅEach financial statement contributes unique information about 

financial performance.

ÅCollectively, the financial statements should provide investors and 

creditors with enough information to rationally allocate funds in the 

markets.

ÅManagement is responsible for the amounts reported on the financial 

statements and the system from which the financial statements are 

prepared.

ÅFor publicly -traded companies the financial statements are subject to 

an audit by an independent accounting firm quarterly and annually.
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BACKGROUND: THE FINANCIAL STATEMENTS

ÅThe Securities and Exchange Commission (SEC) requires management to 

make disclosures in the public financial statements to emphasize that 

management is responsible for the information on the financial statements and 

the system that created the financial statements. 

ÅA companyõs Internal Control over Financial Reporting (ICFR) is a process 

designed to provide reasonable assurance regarding the reliability of 

financial reporting and the preparation of financial statements for external 

purposes in accordance with generally accepted accounting principles 

(GAAP). 

Å Publicly -traded companies are required to create and maintain an internal control 

system for financial reporting.

Å An evaluation of Internal Control over Financial Reporting is an integral part of the 

quarterly/annual audit of the financial statements conducted by an independent 

accounting firm.
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