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General Motors (GM) - Background

General Motors (GM) is a major automaker that filed for bankruptcy in 2009.

GM was the largest automaker in the world at the time.

GM’s bankruptcy was the fourth-largest in U.S. history.1

CIK change: 40730 to 1467858.
▶ Old GM’s Annual Reports with the last 10-K filed on 2009-03-05..
▶ New GM’s Annual Reports with the first 10-K filed on 2010-04-07.).

1after Lehman Brothers, Washington Mutual, and WorldCom.
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https://www.sec.gov/cgi-bin/browse-edgar?action=getcompany&CIK=40730&type=10-k&dateb=&owner=exclude&count=40&search_text=
https://www.sec.gov/cgi-bin/browse-edgar?action=getcompany&CIK=0001467858&type=10-k&dateb=&owner=exclude&count=40&search_text=


What Happened?

2001 2002 2003 2004 2005 2006 2007 2008
−40

−30

−20

−10

0

10

20

30

40

0

Year

N
et

In
co
m
e
(B

ill
io
n
s
U
S
D
)

Real-World Cases When Accounting Makes the News Fall 2025 4 / 50



What Happened?

GM was financially vulnerable before the automitive industry crisis of 2008–2010.

In 2005, GM posted a loss of $10.6 billion.2

In 2007, GM posted a loss of $38.7 billion; sales dropped by 45%.3

In 2008, GM reported a loss of $30.8 billion.4

Its balance sheet included:
1 $91 billion in Assets
2 $176 billion in Liabilities
3 $85+ billion in Shareholders’ deficit (incl. $70+ billion in Accumulated deficit)5

On Nov 7, 2008, GM reported it had projected it would run out of cash in 2009
without government aid.

GM filed for Chapter 11 bankruptcy on June 1, 2009.

GM received $33 billion in debtor-in-possession financing. debt.

2GM-2005-10K
3GM – countdown to collapse, the Guardian.;
The Big Question: Why is General Motors in such trouble and can it be saved?, the Independent.

4GM-2008-10K
5Accumulated deficit is the cumulative loss of the company, the opposite of retained earnings.
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https://www.sec.gov/Archives/edgar/data/40730/000095012406001534/k03376e10vk.htm
https://www.theguardian.com/business/2009/may/28/general-motors-collapse
https://web.archive.org/web/20090101051043/http://www.independent.co.uk/news/world/americas/the-big-question-why-is-general-motors-in-such-trouble-and-can-it-be-saved-1017824.html
https://www.sec.gov/Archives/edgar/data/40730/000119312509045144/d10k.htm


Implications

Big companies can go bankrupt.

Recording net losses can turn retained earnings (and even Shareholders’ equity) into
negative.

It’s a new GM that is emerging from bankruptcy in 2009.
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What happened to Ford?

Why is Ford’s net income fluctuating so much?

I/S items 2020 2021 2022

Total revenues 127,144 136,341 158,057
Total costs and expenses 131,552 131,818 151,781

Operating income/(loss) (4,408) 4,523 6,276
. . . . . . . . . . . .
Other income/(loss), net (Note 5) 4,899 14,733 (5,150)

Income/(Loss) before income taxes (1,116) 17,780 (3,016)

. . . . . . . . . . . .

Net income/(loss) (1,276) 17,910 (2,152)

Units: $ million
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What happened to Ford?

Ford owned a significant stake in Rivian, a major automaker that invested in Ford.

Rivian went public in 2021 and its stock price increased.
→ Reflected as other income in Ford’s income statement in 2021.

But then, Rivian’s stock price dropped significantly in 2022.
→ Reflected as other loss in Ford’s income statement in 2022.

The fluctuation in Ford’s net income is due to the fluctuation in Rivian’s stock price.
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Gain/Loss on Investment in Rivian

Ford disclosed the following information in its 2022 10-K (p.38):6

2021 2022

Gain/(loss) on Rivian investment 9,096 (7,377)

Gain/(loss) on Rivian investment is not reflected in operating income but income before
income taxes through other income/(loss), net.

6Ford-2022-10K
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https://www.sec.gov/ix?doc=/Archives/edgar/data/0000037996/000003799623000012/f-20221231.htm
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Costco’s Income Statement
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Costco’s Income Statement (2025) - Sandkey Diagram
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Implications

Costco has two sources of revenue: membership fees ($5B) and net sales ($270B).

Cost of revenue is very close to net sales.
→ Gross profit margin is very low.
→ An extra $1 of net sales does not contribute to the net income by much.

Membership fees ($5B) are the key contributor to net income ($8B).
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References

Click an item to open the link.

1 Costco-2025-10K

2 Check this out if you would like to see more Sandkey Diagrams.
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https://www.sec.gov/ix?doc=/Archives/edgar/data/0000909832/000090983225000101/cost-20250831.htm
https://www.appeconomyinsights.com/
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Background Knowledge

Profit Margin

The profit margin is the percentage of revenue that is profit, calculated as:
Profit Margin = Profit

Revenue
, or

Profit Margin (%) = Profit
Revenue

× 100

Companies use various profit margins to measure their profitability, including:
▶ Operating Profit Margin
▶ Net Profit Margin
▶ Adjusted Profit Margin
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What Happened?

Regarding Lyft’s Adjusted Profit Margin on Feb 13, 2024:

1 Lyft disclosed the margin in 2023: 1.6%.

2 Lyft disclosed the margin in 2024 to be expanded by 500 basis points (i.e., 5%).

3 Its stock soared after the news - 60%+ increase in stock price!

4 But, the correction indicated the expansion to be only: 50 basis points (i.e., 0.5%)

5 Its CFO said it was a ”typo” during the earnings release.7

7CNBC-LYFT-20240213 includes the conversation between an analyst and Lyft’s CFO.
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https://www.youtube.com/watch?v=ptYiNxAr2Gw&t=31s


What Happened?

How impressive a ”5% point expansion” would have been
if it had actually happened!
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References

Click an item to open the link.

1 Earnings-Release-by-Lyft-2023Q4

2 Earnings-Call-Transcript-by-Lyft-2023Q4

3 Presentation-Slides-by-Lyft

4 WSJ-LYFT-20240214

5 CNBC-LYFT-20240214

6 Youtube-YF-LYFT-20240214

7 Youtube-CNBC-LYFT-20240213
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https://investor.lyft.com/news-and-events/news/news-details/2024/Lyft-Announces-Fourth-Quarter-and-Full-Year-2023-Results/default.aspx
https://www.fool.com/earnings/call-transcripts/2024/02/13/lyft-lyft-q4-2023-earnings-call-transcript/
https://s27.q4cdn.com/263799617/files/doc_financials/2024/q4/Lyft-Q4-2024-Earnings-Supplemental-Data.pdf
https://www.wsj.com/business/earnings/lyft-earnings-typo-sends-stock-soaring-9b4ad02b?gaa_at=eafs&gaa_n=AWEtsqfZMJPSnlDssXP96ZmBblGMNYvOIbCBGi5ByQ9MYPcGl-ESH22jAOaC-lzhr-U%3D&gaa_ts=6918973d&gaa_sig=5W4quZf_KfcyEiVX13rQnYvErYy93rdBHNtgUknW0p0jVO7ci27rVhyk6eCrv_ZgVLa6R02uo7n_9gmRcEjgXw%3D%3D
https://www.cnbc.com/2024/02/14/lyft-ceo-takes-blame-for-extra-zero-in-q4-earnings-release.html
https://www.youtube.com/watch?v=Q2JjkaZxFdo&t=112s
https://www.youtube.com/watch?v=ptYiNxAr2Gw&t=31s
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Background Knowledge

The Inflation Reduction Act of 2022 created the corporate alternative minimum tax
(CAMT).

CAMT imposes a 15% minimum tax on the adjusted financial statement income
(AFSI) of large corporations for taxable years beginning after Dec. 31, 2022.

CAMT requires companies with average income exceeding $1 billion to measure tax
liability twice and pay whichever is greater.

Due to CAMT, large companies are not allowed to fully enjoy the tax cuts that the
Republican Congress passed earlier 2025.8

8The WSJ-CAMT-20251108 article provides a detailed explanation of CAMT.
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https://www.wsj.com/politics/policy/trump-biden-tax-laws-corporate-bace4fe8?st=CtnjPa&reflink=desktopwebshare_permalink


What Happened?

Large companies try to claim some of the tax cuts that the Republican Congress
passed earlier 2025.

But, they can’t escape the corporate tax increase that Democrats passed in 2022.

Meta took a $15.9 billion one-time hit in 2025Q3.

This one-time, non-cash charge heavily affected Meta’s net income and effective tax
rate.
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Effective Tax Rate: 87% in 2025Q3

$18,954 billion provision for income taxes in 2025Q3 includes
one-time, non-cash charge of $15.9 billion.
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Net Income: $2.7 billion in 2025Q3

Net income in 2025Q3 is extremely low due to the one-time, non-cash charge.
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References

Click an item to open the link.

1 Earnings-Presentation-by-Meta-2025Q3

2 WSJ-CAMT-20251108

3 WSJ-META-20251029

4 IRS-Corporate-Alternative-Minimum-Tax
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https://s21.q4cdn.com/399680738/files/doc_financials/2025/q3/Earnings-Presentation-Q3-2025-Final.pdf
https://www.wsj.com/politics/policy/trump-biden-tax-laws-corporate-bace4fe8?st=CtnjPa&reflink=desktopwebshare_permalink
https://www.wsj.com/tech/metaplatforms-meta-q3-earnings-report-2025-e0666e9c?st=UsZxSy&reflink=desktopwebshare_permalink
https://www.irs.gov/inflation-reduction-act-of-2022/corporate-alternative-minimum-tax
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Background Knowledge

Remaining Performance Obligations (RPOs) is the total dollar amount of contracted
revenue for products and services that are expected to be delivered in the future.

1 Deferred Revenue: Cash received in advance for products and services that are
expected to be delivered in the future.
→ on balance sheet as a liability.

2 Backlog: Contracted revenues that haven’t been invoiced or recognized. → not on
balance sheet but included in the note to financial statements.

The case of Oracle belongs to the backlog category.
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What Happened?

According to the Oracle’s earnings relase on Sep 9, 2025 and the related news:

OpenAI signed a contract with Oracle to purchase $300 billion in computing power
over roughly five years.

The database-software company has $455 billion in outstanding contract revenue
that it expects to collect for the latest quarter that ended in Aug. 31.

The amount is massive given the company’s total revenue in 2025 was $57.4 billion.
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What Happened?

Oracle shares surged by as much as 43% after the announcement!
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References

Click an item to open the link.

1 Earnings-Release-by-Oracle-2026Q1

2 CNBC-ORCL-20250910

3 WSJ-ORCL-20250909

4 WSJ-ORCL-20250910
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https://investor.oracle.com/investor-news/news-details/2025/Oracle-Announces-Fiscal-Year-2026-First-Quarter-Financial-Results/default.aspx
https://www.cnbc.com/2025/09/10/oracle-stock-cloud-backlog-ai.html
https://www.wsj.com/business/earnings/oracle-stock-orcl-ai-deals-047216cd?st=4hCTAr&reflink=desktopwebshare_permalink
https://www.wsj.com/business/openai-oracle-sign-300-billion-computing-deal-among-biggest-in-history-ff27c8fe?st=RdReUL&reflink=desktopwebshare_permalink
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Background Knowledge

MicroStrategy is a software company that develops business intelligence and
analytics software.

MicroStrategy has been heavily investing in cryptocurrencies since 2020.

Before the adoption of FASB ASU 2023-08, cryptocurrency assets were considered
indifinite-lived intangible assets under ASC 350. Impairment tests were required;
but unrealized gains were not recognized.

After the adoption of FASB ASU 2023-08, cryptocurrency assets are now measured
at fair value at the end of each reporting period. Both unrealized gains and losses
are recognized in the income statement.

The case of MicroStrategy included in this section was under the
pre-FASB ASU 2023-08 regime.

The case illustrates how MicroStrategy adjusted impairment losses to make the firm
look rosier; then how SEC intervened the firm’s reporting.
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MicroStrategy’s Cryptocurrency Assets

”MicroStrategy is one of the firms that have heavily invested in digital assets.”

(a) (b) (c) (d) (e)= (b) + (c) - (d)
Quarter Carrying value, beg Purchased Impairment Carrying value, end

2020Q3 - 425 44 381
2020Q4 381 700 26 1,054
2021Q1 1,054 1,086 194 1,947
2021Q2 1,947 529 425 2,051
2021Q3 2,051 420 65 2,406
2021Q4 2,406 591 147 2,850
2022Q1 2,850 216 170 2,896
2022Q2 2,896 10 918 1,988

Table: Beginning balance to ending balance
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MicroStrategy’s Cryptocurrency Assets

Before the adoption of FASB ASU 2023-08, the carrying value of cryptocurrency assets was the
lower of cost or market. Unrealized losses are recognized while unrealized gains are not.
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Adjustments to Pretax Income

Over the quarters between 2020Q3 and 2022Q2, MSTR made adjustments to its pretax
income by adding back the impairment losses. The adjustment turned the pretax income
from negative to positive in some quarters.

(a) (b) (c) (d) = (b) + (c)
Quarter Impairment loss Pretax Income Adj. Pretax Income

2020Q3 44 -23 21

2020Q4 26 -4 22

2021Q1 194 -184 10

2021Q2 425 -420 5

2021Q3 65 -59 6

2021Q4 147 -127 19

2022Q1 170 -179 -9

2022Q2 918 -926 -8

Table: Impairment losses and income
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Non-GAAP earnings and SEC

Non-GAAP financial metrics (e.g., adj. income) can be described as the “numbers
management talks about once the auditor leaves the room.”

97% of S&P 500 companies used non-GAAP figures in 2017,
up from 59% in 1996 (WSJ, Oct 18, 2019).
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https://www.wsj.com/articles/companies-non-gaap-adjustments-to-net-income-have-soared-11571429258


Non-GAAP earnings and SEC

For 2020 Non-GAAP earnings, MicroStrategy excluded impairment losses.

Figure: 2020 Non-GAAP earnings

SEC didn’t allow this for future filings.

For 2021 Non-GAAP earnings, MicroStrategy did NOT exclude impairment losses.

Figure: 2021 Non-GAAP earnings
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1 FASB-ASU-2023-08-Crypto-Assets

2 WSJ-MSTR-20220125

3 WSJ-Non-GAAP-Adjustments
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https://www.fasb.org/page/ShowPdf?path=ASU%202023-08.pdf&title=ACCOUNTING%20STANDARDS%20UPDATE%202023-08%E2%80%94Intangibles%E2%80%94Goodwill%20and%20Other%E2%80%94Crypto%20Assets%20(Subtopic%20350-60):
https://www.wsj.com/articles/microstrategy-to-continue-buying-bitcoin-despite-market-tumble-cfo-says-11643106608?st=m94Vxg&reflink=desktopwebshare_permalink
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What Happened? (WSJ, 2021)

Companies need to manage their inventory carefully to avoid stockouts and
overstocking.

After the pandemic, companies were
wrestling with how big their inventories should be, since the pandemic
highlighted the dangers of having both too much and too little stored away.

Companies on the S&P 500 increased their inventories by an average of 15% in
the 2020Q2 versus 2019Q2.
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What Happened? (WSJ, 2024)

Inventory levels that surged during the
pandemic are down and companies are reluctant
to build new stockpiles.

The shift marks a return to the “just-in-time”
inventory management strategy many companies
had employed before pandemic-driven product
shortages and volatile shifts in consumer demand
prompted a switch to a “just-in-case”
stockpiling approach.
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What Happened? (WSJ, 2025)

Companies from Costco to
Williams-Sonoma are
holding more inventory after placing
unusually big orders to beat Trump’s
new tariffs.

The strategy is a hedge against the
costs of increased tariffs, but logistics
experts say it opens up retailers to the
risk of getting stuck with piles of
unsold goods as consumer spending
slows.
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1 WSJ-Inventory-20211107

2 WSJ-Inventory-20240124
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