
Financial Statements Analysis



Agenda 
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II. Overview of the 3 Statements
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The Importance of Financial Statements Analysis

What is Financial Statements Analysis? 

• The dissection of a company’s financial statements to make key economic & investment 

decisions, also referred to as fundamental analysis

• What are we looking for?

• Growth Trends

• Key Margins

• Financial Position & Capital Structure 

• Ratios

• Where to find financial statements?

• Company filings: 10K, 10Q

• Factset/Bloomberg/Cap IQ etc..



Income Statement

What Is It?

• Tracks Revenues & Expenses over a 
period of time. Also called P & L 
statement

• Primarily used to assess the 
company’s performance from period 
to period

• Main Components:

• Top-Line Revenue (Top Line)

• Cost of Goods Sold

• Operating Expenses

• Non-Operating Expenses

• Interest & Tax Expenses

• Net Income (Bottom Line)

Key Margins

• Gross Margin

• Operating Margin

• EBIT/EBITDA Margin 

• Profit Margin

Performance Indicators

• Topline Revenue Growth

• Expanding Margins

• Decreasing Variable Costs 

Non-Cash Expenses

• Depreciation

• Stock-Based Compensation

• Asset Write Downs 



Income Statement

Summary P&L from Form 10K



2012A 2013A 2014A 2015A '12A - '15A CAGR

Revenue $47,267 $44,033 $42,237 $39,498 -5.81%
% Growth -6.84% -4.08% -6.48%

COGS 16,446 16,954 16,768 14,934 -3.16%
% Margin 34.79% 38.50% 39.70% 37.81%

Gross Profit 30,821 27,079 25,469 24,564 -7.28%
% Margin 65.21% 61.50% 60.30% 62.19%

Marketing & Administrative 12,776 11,911 11,606 10,313 -6.89%
% Margin 27.03% 27.05% 27.48% 26.11%

Research & Development 8,168 7,503 7,180 6,704 -6.37%
% Margin 17.28% 17.04% 17.00% 16.97%

Operating Income 9,877 7,665 6,683 7,547 -8.58%
% Margin 20.90% 17.41% 15.82% 19.11%

Restructuring Costs 664 1,709 1,013 619

EBIT 9,213 5,956 5,670 6,928 -9.06%
% Margin 19.49% 13.53% 13.42% 17.54%

Other (Income) Expenses 474 411 (11,613) 1,527

Pre-Tax Income 8,739 5,545 17,283 5,401 -14.82%
% Margin 18.49% 12.59% 40.92% 13.67%

Tax Expense 2,440 1,028 5,349 942
% Tax Rate 27.92% 18.54% 30.95% 17.44%

Net Income $6,299 $4,517 $11,934 $4,459 -10.88%
% Margin 13.33% 10.26% 28.25% 11.29%

Income Statement

Sample P&L



Balance Sheet

What Is It?

• Snapshot in time of the company’s 

financial position

• 2 Sides of the Balance Sheet:

• Assets

• Liabilities & Shareholders 

Equity

• Assets = Total Liabilities + Total 

Equity 

• Current vs Non-Current

Key Items

• Assets:

• Cash & ST Investments

• Accounts Receivable

• Inventory

• PP&E

• Liabilities:

• Accounts Payable

• Short Term Debt

• Long Term Debt

• Shareholder’s Equity:

• Common Stock

• Preferred Stock

• Retained Earnings 



Balance Sheet

Consolidated Balance Sheet from Form 10K - Assets



Balance Sheet

Consolidated Balance Sheet from Form 10K – Liabilities & Equity



Statement of Cash Flows

What Is It?

• Tracks actual cash in flows and 

outflows in a given period from 

operating activities, investing 

activities, and financial activities

• Most Important Statement: Cash is 

King

• Can be constructed using Income 

Statement & Balance Sheet line items 

• Company can have negative net 

income but positive cash flows

CF from Operations

• Cash generated from operating 
activities of the company

• Adjusts for non-cash expenses

CF from Investments

• Cash spent on capital expenditures or 
other investments

• Inflow from disposal of fixed assets & 
investments

CF from Financing

• Cash generated from debt & equity 
issuance

• Cash outflow in dividend payments, 
stock buy-back or debt pay down



Statement of Cash Flows

Consolidated CF Statement from Form 10K - Operating



Statement of Cash Flows

Consolidated CF Statement from Form 10K - Investing



Statement of Cash Flows

Consolidated CF Statement from Form 10K - Financing



How do the Statements Link Together?

Income Statement Statement of Cash Flows

• Net Income

• Depreciation

• Non-Cash Expenses

• Gain/Loss on Sale of Assets

• CF from Operations – Net Income

• Non-Cash Adjustments

• Adjustment for Sale of Assets

• Net Cash Position -> Balance Sheet

Balance Sheet

• Assets: Cash & Cash Equivalents

• Retained Earnings: 

• Net Income - Dividends



Key Ratios

Return on Equity

• Net Income / Total Equity

Return on Assets

• Net Income / Total Assets

Asset Turnover

• Net Sales / Total Assets

Profitability

Liquidity

Debt to Equity

• Total Debt / Total Equity

Debt to EBITDA

• Total Debt / EBITDA

• EBITDA:

• Earnings Before Interest Tax 

Depreciation & Amortization

Interest Coverage Ratio

• EBITDA/Interest Expense

• Should be higher than 1x

Current Ratio

• Current Assets / Current Liabilities

Quick Ratio

• Cash & Receivables / Current Liabilities

Cash Coverage Ratio

• Cash / Current Liabilities

Leverage



Assignment

1. Find and Calculate Key Ratios for Eli Lilly & Co. and Colgate-Palmolive

2. Please also answer the following questions for both companies using the companies’ 

10K Report:

1. Which company had greater Cash Flows from Operations in 2014? 

2. Which company generated more EBITDA in 2015? 

3. Which company has a higher Operating Margin for 2015?

4. Were there large “Other” or “Non-Recurring” income/expenses in 2015 or 2014? If 

so, read the footnotes and explain why. (Acquisitions, divestures, litigation, etc..)


