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Understanding Financial 
Statements

Agenda: 
•Overview of Financial Statements
• Interpreting the Balance Sheet and the Income 
Statement, with a comment about the Statement of 
Cash Flows 
•Risk Factors in Financial Reporting



Interpreting Financial Results

Current Market Capitalization 
$2.4 Trillion

Current Market Capitalization 
$286 Million



Overview - Four Financial 
Statements



Overview of the Financial 
Statements
• The Four Financial Statements
• Income Statement (also referred to as: Statement of Earnings, Statement of 

Income, Statement of Operations, or Profit/Loss (P&L) Statement)
• Statement of Changes in Stockholders’ Equity
• Balance Sheet (also referred to as Statement of Financial Position)
• Statement 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). 



Overview of the Financial 
Statements
Income Statement – Measures economic profit (not cash flow)
Statement of Changes in Stockholders’ Equity – A statement for the owners
Balance Sheet – Measures liquidity and solvency; what mix of debt and owner 

investment has the company used to finance the assets it owns.
Statement of Cash Flows – Measures sources and uses of cash; how did the 

company generate cash and what are its spending priorities.

Focus: Income Statement and Balance Sheet with a comment on the Statement of 
Cash Flows



The Income Statement
Purpose: Measures the company’s economic profit for a fixed period of time; for 
example, the month of December, or the fourth quarter of 2022, or for the year of 2022. 

Formula: 
Revenues
Minus: Expenses
Net Income (Net Loss)

Revenues: What the company receives from customers
Expenses: The costs the company incurred to generate the revenues
Net Income: Also referred to as “profit” and produced when revenues > expenses
Net Loss: Also referred to as “loss” and produced when expenses > revenues



The Income Statement
• Measurement of Revenues & Expenses: Accrual Basis of Accounting v Cash 

Basis of Accounting
• Accrual Basis: Revenues are reported in the period in which they are earned, 

regardless of when cash is received. Expenses are reported in the period in 
which they are legally incurred, regardless of when cash is paid. Thus, 
economic activities are matched to the period in which the events occurred 
not the period in which cash was paid/received. 
• Cash Basis: Revenues are reported in the period in which cash is received, 

regardless of when they are earned.  Expenses are reported in the period in 
which cash is paid, regardless of when they are incurred.





Increasing 
Revenues

Increasing 
Profit  



Interpreting the Income 
Statement

Return on Sales =   Net Income
  (or Profit Margin) Total Revenue

         

Measures amount of profit earned on each $1 of  revenue; the 
bottom line of the income statement divided by the top line of 
the income statement.  This ratio can be negative if the 
company reports a net loss. 



       25.31%              25.88%       20.91%

Profit Margin = 
Net Income/Net 
Sales





Decreasing 
Revenues

Increasing 
Losses 



Decreasing 
Revenues

Increasing 
Losses 

Profit Margin = Net Loss/Net Sales        - 7.11%               -1.63%               -5.50%



The Balance Sheet
Formula: Assets = Liabilities + Owner’s (Stockholders’) Equity

Assets are properties owned by the reporting company
Liabilities are debts owed by the reporting company
Equity represents the owners’ (stockholders’) investment in the 

reporting company

The Balance Sheet is dated using the last day of the accounting period 
and represents a snapshot of the company’s financial position. 





GAAP/SEC 
Presentation 
Highlights the 
following 
amounts



Interpreting the Balance Sheet
• Current Ratio =    Current Assets

 Current Liabilities

Current Assets = assets expected to be liquidated (turned into cash) or used up 
within one year of the Balance Sheet date. 

Current Liabilities = debts that are due within one year of the Balance Sheet date. 

Current Ratio measures a company’s ability to pay its short-term debt within the 
next year. 



Current Ratio = 
Current Assets/Current 
Liabilities

Current Ratio = 88%

Less than 100% 
indicates a short-term 
liquidity/solvency 
problem



Interpreting the Balance Sheet
• Debt to Assets = Total Liabilities

 Total Assets

   Measures the percentage of total assets that were financed with debt.  

Where the current ratio estimates the company’s liquidity and solvency position 
for the next year, the Debt to Assets ratio is a long-term measurement using total 
assets and total liabilities. 



Debt-to-Assets
Total Liabilities/Total 
Assets

Debt to Assets =  86%

If Debt to Assets is 86%, 
then 14% of the Assets 
are financed with 
Stockholders’ Equity





Current Ratio = 
Current Assets/Current 
Liabilities

Current Ratio = 114%



Debt to Assets = Total 
Liabilities/Total Assets

Debt to Assets  = 96%

If Debt to Assets is 
96%, then 4% of the 
Assets are financed 
with Stockholders’ 
Equity



Interpreting the Balance Sheet
Return on Assets =     Net Income

   Avg. Asset Balance*

Measures the amount of profit earned on each $1 invested in assets. 

*Average Asset Balance = (Beginning Assets + Ending Assets)
                                                                       2



Return on Assets
Net Income/Avg Total 
Assets

Return on Assets =  28%

Net Income from 
the Income 
Statement = 
$99,803



Return on Assets = Net 
Income/Avg Total 
Assets

Return on Assets  = 
-9%

Net Loss from the 
Income Statement = 
($559,623)



The Statement of Cash Flows
Purpose: Reports the sources and uses of cash from the company’s operating 
activities, investing activities, and financing activities. 

Discloses the company’s spending priorities for cash.
Definition of Elements: 
• Operating Activities: Cash basis net income
The Income Statement reports economic income measured using accrual 
accounting; the net cash from operating activities is the cash basis net income. 
• Investing Activities: Cash paid for the purchase of long-term assets or cash 

received from the sale of long-term assets
• Financing Activities:  Cash paid to the shareholders/creditors or cash received 

from shareholders/creditors.



Cash Basis Net Income

Apple’s source of 
cash is Operations, 
and it used cash for 
Investments and 
Payments to the 
Investors and 
Creditors



Cash Basis Net Income

Bed Bath and Beyond’s 
source of cash is Operations, 
and it used cash for 
Investments and Payments to 
the Investors and Creditors



Risk Factors
Item 1A in Form 

10K



Required Organization and Disclosures in SEC Form 10K



From SEC.gov – “How to Read a 
Form 10K”
• Item 1 - “Business” requires a description of the company’s business, including its 

main products and services, what subsidiaries it owns, and what markets it operates in. 
This section may also include information about recent events, competition the 
company faces, regulations that apply to it, labor issues, special operating costs, or 
seasonal factors. This is a good place to start to understand how the company 
operates.

• Item 1A - “Risk Factors” includes information about the most significant risks that 
apply to the company or to its securities. Companies generally list the risk factors in 
order of their importance. In practice, this section focuses on the risks themselves, not 
how the company addresses those risks. Some risks may be true for the entire 
economy, some may apply only to the company’s industry sector or geographic region, 
and some may be unique to the company.



Disclosure of Risk Factors – 
Form 10K
Item 1A. Risk Factors. Under Rule changes adopted by the SEC in 

November 2020 Risk Factors described in the 10K should be Material 
and Organized by Category of Risk. 
• Materiality: Only material risks should be included in risk factors, rather than 

the “most significant risks,” with the goal of reducing “boilerplate” disclosure 
that could apply to most companies.
• Organization: Risk factors must now be organized under relevant headings, 

with risk factors that could apply generally to any investment in securities 
required to appear at the end of the risk factor section under a separate 
caption entitled “General Risk Factors.”



Risk Factors for Apple Inc. 
• Macroeconomic and Industry Risks

Global and Regional Economic Conditions, COVID-zero Policies in 
China, Political Events, Wars, and Natural Disasters. 
• Business Risks

Managing Successful Rollouts of Multiple Products and Services, 
Supply Chain Issues, Developing Digital Content that Appeals to 
Consumers, Attracting and Keeping Talented Employees, and Success of 
Retail Stores



Risk Factors for Apple Inc. 
• Legal and Regulatory

Lawsuits Over Intellectual Property, ESG issues (environmental, 
social and governance issues), Media and Political Scrutiny, Data 
Protection
• Financial

Uneven Operating Results, Currency Fluctuations, Credit 
Risk/Rising Interest Rates, Volatility in Stock Price



Risk Factors for Bed Bath and 
Beyond 
• Macroeconomic and Industry Risks

General Economic Factors Beyond Management’s Control Including  
COVID Issues, Supply Chain Issues, Labor Shortages, Wage Pressures, Inflation, 
War in Ukraine, Housing Market, Consumer Debt Levels, and Fuel/Energy Costs
• Business Risks

Changes in Consumer Preferences that Create Inventory Build-ups in 
Unwanted Products including Too Much Seasonal Inventory, Executing on an 
Omni-channel Strategy, Reputation Risk from Coverage of Company Events like 
Store Closures and Inventory Management



Risk Factors for Bed Bath and 
Beyond 
• Legal and Regulatory

Keeping Technology Up-to-date and Preventing Security Breaches
• Financial

Low Stock Price and the Ability to Service Debt Obligations

Update from 2nd Quarter FORM 10Q – Significant Turnover in the 
Senior Management Team


