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Statement of Cash Flows
dQa81) cul@datl) daild

The first learning objective is to identify the purposes of the Statement of Cash Flows.
Aaal) sl Al (e Caagll gy 5V alaill Cangl)
The Statement of Cash Flows reports cash flows—cash receipts and cash payments. It:
L) e giaall § il gl (of ~Agaall culdbal) dpaal) il Aald oy
* shows where cash came from (receipts) and how cash was spent (payments).
(e shaall) Lgd ym a3 a5 (Cla siall) Aaiill <ol cpl o (a3
* reports why cash increased or decreased during the period.

5yl OMA (add of Auamill ala 33 13k
» covers a span of time and is dated the same as the Income Statement - “Year Ended December 31,
2011,” for example.
(2011/31 gl dsgitall i) (o) Jaal) Aailal adliia S Led )l iy g a3 (g0 88 i
The Statement of Cash Flows explains why net income as reported on the Income Statement does not
equal the change in the cash balance.
pail) a8 5l ae JAa) A8 8 e 5 a3 o3 JAa e (g b ade o Aol colaal) Aails -
In essence, the cash flow statement is the communicating link between the accrual-based Income
Statement and the cash reported on the Balance Sheet. )
Ll aally L a5l Al 5 Jaal Aals L Sliaiuy) Gelad Gn Jlal s o)y o4 Lail) culsiadl) Za (e s
3galaal)
How do people use cash-flow information?
90800 B il shea ) Y i Cag
The Statement of Cash Flows helps:
st Al el Al ac L
1.predict future cash flows. Past cash receipts and payments help predict future cash flows.
i) il clianl) @i g e aald) 8 il cle el 5 cilia gaiall aelud L) il ciliaxil) o8 g3
2. evaluate management decisions. Wise investment decisions help the business prosper. Unwise
decisions cause problems. Investors and creditors use cash-flow information to evaluate managers’
decisions.
G Ll daSal) ye ol ) el Lol Jlae 1 sline jlaa 3l aclus dasSall 4 jlaiial) <ol jall 13y jlay) <l ) jall sy
1) ) B ag) A8l BN e slaa () geddinng (i jiall 5 0 pefineall  JSLE)
3. predict ability to pay debts and dividends. Lenders want to know whether they’ll collect on their
loans. Stockholders want dividends on their investments. The Statement of Cash Flows helps make
these predictions.
GE g agaa s 8 A il agieUaiuly OIS 13 Lad 48 yra (A () e 8] ey Apalill ey 5l 5 ) soal) ads (e 5 )ally i)
il o3 ALl A ae L Agail) i) Aails agdl e e ey ) 53 pgad) A
On a Statement of Cash Flows, cash means more than cash on hand and cash in the bank.
o paally aiill ol aully Al (pa ST s Ayl b Al i) Al
Cash includes cash equivalents, which are highly liquid investments that can be converted into cash
quickly.
Aoy A0 ) Jsai o oSy 5 e A g ol ol sl a3l 5 edial) bl 1pail) e
As the name implies, cash equivalents are so close to cash that they are treated as “equals.”
" A Ll e el 5 A0l Ay B o dgail) S () cand) Jy LS
Example of cash equivalent is investments in U.S. government securities.
S Y Age sSall claindly el jlaiiay) il dpaaill cliala e AL
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The second learning objective is to distinguish among operating, investing, and financing cash
flows.
Ay gatll g oy jlalina) (Apbdal) a8l i8Rl cpa g AR oA AL A eal) Ciagl)
There are three basic types of cash-flow activities, and the Statement of Cash Flows has a section for
each. They are:
tst s Lea JS) sl Lol dniil) i) Al 5 (i) sl ddadl (e Jalail 3G llin
« Operating activities. 4l idaisy)
« Investing activities. 4 laiiny) Ay
« Financing activities. 4l saill 4a23Y)
Operating Activities:
adaia dassy)
* is the most important category of cash flows because it reflects the day-to-day operations that
determine the future of an organization.
Aabaiall Qe 2003 Al 5 a0 g Alinel) Cilland) S Ll Canns 3080 il 8 Gpeal iKY Aol 48 s
* create revenues, expenses, gains, and losses.
‘):\LHAM} “_u.u\S.AS\ ‘k—\UJJAAAS‘ “_\\J‘ﬁ:}” é&;ﬁ
» affect net income on the Income Statement.
JAA A8 8 ) e e SIS
« affect current assets and current liabilities on the Balance Sheet.
Sl S all AailE 3 A ghaiall clal Y5 A gl J e e i
Investing Activities:
A L) Ay
« increase and decrease long-term assets, such as computers, software, land, buildings, and equipment.
lanall g e el ¢l Y eclma sl ccanlall 3 jead Jie (Ja¥) Al sh J all (misd s 0 5
* include purchases and sales of these assets, plus loans receivable from others and collections of
those loans. )
u'a_,)ﬂ\ XYY A2 yial g oo Saxll 3Uanll u'a;ﬂ\ L@Jiﬁl...afn sd}..ai)“ 0da Oilaaie 5 AL yids Cpaaal
Financing Activities:

AL gail) Adnisly)
« increase and decrease long-term liabilities and equity. ‘
LSl (3 gia 5 JaY) Al sl el AV (mia of a5
» include issuing stock, paying dividends, and buying and selling treasury stock.
1 380 agl o) 35 a g il Cilay ) 5l add 3 )0l agud) aual
* include borrowing money and paying off loans.
02 s il @y g Ayl J) gaY) Cpanals
To summarize, operating cash flows are derived from current assets and current liabilities. Investing
activities come from transactions involving long-term assets, while financing activities are from long-
term liability and equity transactions.
G Ol e A leiny) Aadi) A gaial o peadll Al glaiall Jsal) e il Lladall Loall el (ol
ALl D lalaa 5 Ja) AL sha bl SV e Ay sadll Al Sl e 8 cJaY) A sl J saal e
EXxercise provides practice in identifying in which cash flow category each item belongs on the
indirect method statement.
B8l e A8 HLal) s b xS ety dgaal) el 258 (gl oy ety oy 5 a0 0 pal)
Loss on sale of land— added back to net income in the operating section
il andll 8 Al e ) Giale) ol -yl a5 5lud
Acquisition of equipment by issuance of note payable—noncash investing & financing (NIF)
G g el 5 s gai - Bl sk Slanas Sl
Payment of long-term debt—financing outflow
TS Glsai 333 -JaY) dash (o add
Acquisition of building by issuance of stock—noncash investing and financing
@ e i 5 Jyga -pgd Jlaaly e s s
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Accrual of salary expense—this item by itself does not appear on the Cash Flow Statement. An
increase or decrease in salaries payable would, however.
ek Aiaisall (il )1 8 eV g Baly 3l 81 il Culdiail) A 8 eas o) jeday W and) 18 ARl Ci) g ) Cig e
Decrease in inventory—change in current assets—operating inflow
dals Slads (3835 A ghaiad) Jgeal) 3 e -y Sl (alias)
Increase in prepaid expenses—change in current assets—operating outflow
o Gl 385 A glaiall J peal) S 3al ) Sledia de shaall Ciy laall 30y
Decrease in accrued liabilities—change in current liability—operating outflow
TS i (535 Al glaiall el 3V 8 et disiall e SV (sl
Cash sale of land-investing inflow
Jala (5 laial (3835 - 0 (5385
Issuance of long-term note payable to borrow cash—financing inflow
Jala (b sad (3835 Agas (yal JBY Ja¥) Al sk ads (3 )5l gl
Depreciation-this is added back to net income in the operating section
bl andll 3 Jaall ilal Caliay 138 iUl
Purchase of treasury stock—financing outflow
TS (ohsad (305 A0 A ael o) yd
Issuance of common stock—financing inflow
Jala b s (3835 -Aple agud laa)
Increase in accounts payable— change in current liability—operating inflow
Jaly e (5ax5 A ghaial) il 3V 8 e -Aslall bl 3ol
Net income-this is the starting point of the operating section
(ol andll 3 Ao ddais o2 -Jad) il
Payment of cash dividend—financing outflow
TS (sl (385 4085 Cilay ) 55 ol
There are two ways to format operating activities on the Statement of Cash Flows:
Agaiall i) s 8 Alpil) Aado¥) Aelpal oy, Hla ellia
* Indirect method, which starts with net income and adjusts it to net cash provided by operating
activities.
b)) AaiaY) (e dadial) i) dla N Adaad s Ja) il fag bl e 46y k)
» Direct method, which restates the Income Statement in terms of cash. The direct method shows all
the cash receipts and all the cash payments from operating activities.
) il giaall g dgaiill il gial) JS (8 5 il 48y ylall a3 el e Jiall Aald delua el ) 6 il 34l
w”]”. :~.~“ 'I ..‘y\ (_)A
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The indirect and direct methods:
2Byl g 8 yiluall 43y shal)
* use different computations, but produce the same amount of cash flow from operations.
Lledl) Aadal) (e Apail) GBI Lgunds Al peis (K] dilide il a3
* have no effect on investing activities or financing activities.
Al gl Adaisl g A jlaiiuy) AdadsY) e il Gl
The third learning objective is to prepare the Statement of Cash Flows by the indirect method.
B ydliall & Al yhat) 38 g 4508110 culEBail) Aaild Slac) BN A jeall Cisgl)
To prepare the Statement of Cash Flows, you need the Income Statement and both the beginning and
the ending Balance Sheets.
Baall Al s Ao e S e el 5 Jas Aaild dalay ol (dpatil) cEail) A Slacy
STEP 1: Lay out the statement format as shown below.
Ul e g LS Al JSG (o yry a8 1] 5 shadl)
STEP 2: Compute the change in cash from the comparative Balance Sheet. The change in cash is the
“key reconciling figure” for the Statement of Cash Flows.
Aails JaY oalite Ay sud a8y & il 8 el 35 5aa) Ml 35S el 3ails e dpaiil) & ) cdal 1D 5 sladll
Jpaail) colsatl)
STEP 3: Take net income, depreciation, and any gains or losses from the Income Statement.
Jaall A8 (e yled ol anlSa (sl 5 (@AY (i)l ilia 3323 5 gladl)
STEP 4: Complete the Statement of Cash Flows, using data from the Income Statement and the
Balance Sheet. The statement is complete only after you have explained all the year-to-year changes
in all the accounts on the Balance Sheet. )
D o) amy Jadh i A0 el 38 sl Aail g Jaall Al (e i) Loniivue i) culiiaill 4als JLaSly a8 14 3 shal)
Sl Sl Aails cililaa JS 8 alal ple (g0 <l i) OS &
The Statement of Cash Flows—indirect method—begins with net income, because revenues and
expenses, which affect net income, produce cash receipts and cash payments.
i (Jad dla Lo i ) i g pad) s @lal Y GY (Jaa ilay fag 5 8l e 48kl dgail) i) Aas
Laaill Ale gdaall 5 Cilia gaaall
Revenues bring in cash receipts and expenses must be paid. But net income is accrual based, and the
cash flows (cash-basis net income) don’t always equal the accrual-basis revenues and expenses.
il 30 5 (BlaatLY) ulad (335 Al 4 Jaall dla (S a8 Gl Gang g puaall 5 dgaiill 3ul calal Y calas
GBlaaiu¥) Gl 385 ol Y5 claal) L g g sy Y (il Q) 335 Jaal) dla)
For example, sales on account are revenues that increase net income, but the company hasn’t yet
collected cash from those sales.
Clagall 038 (pa 2y Al Al o) liinall 81 Al ila 3 55 clal ) oo laad) e Cilagaa) (JGeS
Accrued expenses decrease your net income, but you haven’t paid cash if the expenses are accrued.
iniise Ciy jlaall o3 il 13) diil) gds o €T cJaal) iloa (jmiad dintiud) Ciy ladl)
To go from net income to cash flow from operations, we must make some adjustments to net income
on the Statement of Cash Flows.
Aals 8 Jaall ila o el (s o 58 Of can bl Cililasd) (e 2l ciliiad) ) Jaal) e e JUESU
Jgaail) sl
These additions and subtractions follow net income and are labeled Adjustments to reconcile net
income to net cash provided by operating activities.
il e Aaslll L) ilea maad JAall Jiloa Gy gl O Lgd 5K an5i s JAall Lilia aii Cile Y| 5 i) o3a
Depreciation, Depletion, and Amortization Expenses These expenses are added back to net income
to reconcile from net income to cash flow from operations.
) il alad cnlsatl) oda G galal) pe & ginall J o) lgial 5 cdundall I seal) 3 i salal) Lkl J pad) D)
Lliall cllaal) e Aol il ) Jaall ila (e JEESU Jaall il
You can see that depreciation does not affect cash because there’s no Cash account in the journal

entry.
anlaall 28l 8 A8 o 2 VY L) e i Y DY) o s 53 of el
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However, depreciation, like all the other expenses, decreases net income.
daall ila (e o Al claal) JS Jie DY) o <1
Therefore, to go from net income to cash flows, we must remove depreciation by adding it back to net
income.
daall ila ) 4l asila) JOA e @AY 55 of cas i) el ) Jaal) s (e JEEDU ¢13Sa
Sales of long-term assets such as land and buildings are investing activities, and these sales usually
create a gain or a loss.
Bobed ol e 3la sale Clagaall 03 5 iy jlalind Aadil A (Sl 5 ozl Y1 Jie Jal) ALy sha  peal) ey
The gain or loss is included in net income, which is already in the operating section of the cash flow
statement.
Apaiil) el Al e il andlly & )5 (Al la 8 Diaaie s jludll o Cansal)
Gains and losses require an adjustment to cash flow from operating activities: The gain or loss must
be removed from net income on the Statement of Cash Flows so the total cash from the transaction
can be shown in the investing section.
o daall ila e Ll )y o Gangy 3 jledd) o) Sl Al i) Cillasdl (e (gail) 3l 4 gt allati 3 5ludll f sl
A )l Cllea) and 8 L Hledal oy o) oSy lalead) (e Aallan Y1 48l (8 138 o daiall i) s
Most current assets and current liabilities result from operating activities.
bl AaiY) (e i Al glaiall bl Y1 5 A glaial) J gual) alins
An increase in a current asset other than cash causes a decrease in cash. It takes cash to acquire assets.
A0l Apmaatl) J gea¥) L) o iy Al 3 Gl G 40080 lae Jlaie Jual 3300 )
If Accounts receivable, Inventory, or Prepaid expenses goes up, then cash goes down.
adding Aol auea y b dadia A gdaall Cay laal) i o5 3l il cilbluall aua o) 3 13
Therefore, subtract the increase in the current asset from net income to get cash flow from operations.
Alasl) laadl (e g3 380 e J geanll JA Jila (o AL laiall J gea¥) dsa )y 8 530 31 o 2 o Uil
Conversely, if a current asset, other than cash, goes down, cash goes up.
3L L Al e uSaty 3508 lae Jaal (alddil old ¢ pSlaa S
If a current liability goes up, cash goes up. If a current liability goes down, cash goes down. The
payment of a current liability decreases cash. Therefore, we subtract decreases in current liabilities
from net income to get cash flow from operations.
A gliall el 3V aba (ol i) b A ghaiall clal AN Cacadls 13) 5 2y 33 dgaiill ol Gl ghaiall el Y1 apa ) 315 13)
i) o Jsanll Jaall ila (e & ghaiall Gl 3V sua ) 8 (aliasy) (mids ga o iy il aua ) Gaidy
Al cllaall (e dgaail)
The format for the operating section, using the indirect method, is shown here.
8 (g yaa b il pe A8 )kl aladiils o Ladall andl) #3 g4l

Cash flows from operating activitiesibssll dasiy) ;e duaiil) sl

Net Incomedsdl iba

Adjustments to reconcile net income to net cash provided by operating activities
bl A DA (e Lggle J eandl a3 ) 3] Sla ) Jaal ilia 4 sl 0wl

+ Depreciation expense <>iay) cu jlas +

+ Loss on sale of long-term assets da¥! al sk J sua¥) g s jlud +

- Gain on sale of long-term assets Ja¥) i sh J sa¥) au oo Sl -

- Increases in current assets other than cash il lac & glxiall J sea¥) 53 30 -

+ Decreases in current assets other than cash il ac 4 gxidl J pa¥l & (il +

+ Increases in current liabilities 4 slaiall il 310Y1 53l 30 +

- Decreases in current liabilities & slaiall culal 3 8 (il

Net cash provided by operating activities sl iaiill) (o lgle J panll &5 il Ldlal) 4
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Example 1: A corporation reported net income for the year of $28,000. The following items were

reported on the income statement and balance sheet.
Alall S el Aaild y Jaall A8 b Lgie 8l a5 AU 25l $28000 Al (e Jaall dla o) IS il gaa) @ ekl

Depreciation expense $23,000 IMNiAY) Cag yaa
Loss on sale of equipment 5,000 Glamal) a0 s jlud
Increase in accounts receivable 21,000 el allaadl 30y )
Decrease in inventories 15,000 U Al (sl
Decrease in accounts payable 20,000 Aal) Slbaall (yandds

Compute cash flows from operating activities using the indirect method.
Sodlal pe 48y Hlall alasiuly Abeill AaY) e 408l BN )

Net income $28,000 dJadl e
Adjustments to reconcile net income to net Ladial) 0l il ) J3al) s & i) SOLadl)
cash provided by operating activities Alad) AV o
Depreciation $23,000 <y
Loss on sale of equipment 5,000 Clanall a3 jled
Decrease in inventory 15,000 O 33all paias
Increase in accounts receivable (21,000) Al cllualisaly )
Decrease in accounts payable (20,000) Aol Clluad) (adas
Net cash provided by operating activities | $30,000 lseil) Al (he Lediall alil] dla
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Example 2: The income statement and a partial balance sheet for Jefferson Company is presented
below. Prepare the operating activities section of the statement of cash flows using the indirect method.
Aail) sl Aaildy Al Aai) and dacly B olial Lgaia s a3 () sue s A1 40 Jall el Syl Al 5 J2al) 403
Bodball e 45 Hhll aladinly
Jefferson Company
Income Statement For the Year Ended December 31, 2006

Sales $500,000 Claall
Cost of goods sold 390,000 delall deliall 4S5
Gross profit $110,000 dadll tea)
Operating expenses: Ll oy Juadll
Salaries $70,000 Y]
Depreciation expense 20,000 VAV oy o
Miscellaneous 10,000 | 100,000 Ao siia 3y lae
Net income $10.000 Jadll il

Jefferson Company Partial Balance Sheet December 31, 20X6

12/31/2005 | 12/31/2006
Cash $65,000 $80,000 4paail)
Accounts receivable (net) 50,000 57,000 (m) Al cliluall
Inventories 86,000 102,000 G il
Prepaid expenses 4,000 4,500 Loxie de shaall Ciy jladl)
Accounts payable (merchandise) 51,000 58,000 (Aeliay) dvlall clilual)
Salaries payable 6,000 7,500 Aaausall il 50
Answer:

Jefferson Company
Partial Statement of Cash Flows For the Year Ended December 31, 2006

Cash flow from operating activities: Lladall adi¥) (e dpaiall lEax)
Net income $10,000 il la
Adjustments to reconcile net income to net cash Bl (I J3 il 4y sl <3l
provided by operating activities Al Aato¥) e Aedial) Ao
Depreciation expense $20,000 RV g e
Increase in accounts receivable -7,000 Al Slilal) A5 50
Increase in inventories -16,000 Ol 8530 -
Increase in prepaid expenses -500 Lot Ao ghaall ild g pocaal) (830300 -
Increase in accounts payable 7,000 Al clbuall A3, +
Increase in salaries payable 1,500 5,000 Aasall il 5 syl +
Net cash provided by operating activities $15,000 Aol A (e ALl Lol
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Investing activities affect long-term assets, such as plant assets and investments. ‘
) et 5 pinaall J gual Jin (JaV1 A sh J sl Ao i 4 jlaiiny) ddadsY)
To prepare the Investing section, you need to analyze these accounts to determine the activity. Use of
T-accounts is helpful. Also, if a gain or loss appears on the Income Statement, a long-term asset has
been sold. ;
e (T) Gl alasiind Ll aasil cillaad) o3 Jlad of elile ¢ il aud dlacy
Lex 338 Ja¥1 Al sha J pea) 8 cJaall A8 85 s 5l CanSe jela 13) L
It is helpful to net Accumulated depreciation with Plant assets to determine the activity.
Ll 58 K80 yia) AL piadl J sal dial 3iall (g

Plant Assets, Net

Beginning balance Depreciation

Acquisitions Sales

Ending balance \

A

GENERAL JOURNAJ(
DATE DESCRIPTION \ REF | DEBIT CREDIT
Cash 272727
A loss would Gain on sale of plant asset From Income $565
be debited Statement
. Plant assets { $$5$
The T-account here shows possible transactions in Plant assets. AV

piaall J pals dlainall clleal) cpn la T ol
Any acquisitions increase the account.
Cloadl 138 3y 5 (€lla) 3 gacial IS
Depreciation expense, from the Income Statement, would decrease the account.
Gl (et ¢ JAall Aaild e DAY Ca g pona
Remember this is NET plant assets, so accumulated depreciation is subtracted.
s oS yiall SBAYY (8 Ul 5 cpiiadd) J sal ila ady sy
The book value of any plant assets sold would also decrease the account.
) (it siiad) J sal (e glae dual Y 4 ol dadl
To determine the cash received from any sale of plant assets, recreate the journal entry.
ealae a8 L) sel cpiadl J sl andolee gl e A0 il sl il
Cash is debited (we will “back into” this amount).
Assuming the asset is sold at a gain, credit the gain amount from the Income Statement. ‘
LAl JRal) 4B e ol e o o8 (gl dial) Gl L
If a loss was incurred, it would be debited.
e O sSiud 3 lued Jasd 1)
The Plant asset account is credited for the book value of the asset sold, which you can bring down
from the T-account.
Gluall (e adle J seanl @liSay 53 5 o Luall a4y ji8all Lailly 430 piaal) J gual il
Add together the gain and the book value to determine the cash received—or subtract a loss.
Boldl) k) f Aalivual) dpadall &0 4 yial) el ae ConSall many o8
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This table summarizes how to compute amounts for the Investing section. The amounts in red
indicate missing numbers that you can solve for.
Lela b 3 5 shnal) fllaal) 1) 50 pea L alaall (5 laiias) vl 8 adlsall Cansnd (o (il Jsaal) 120

Computing Cash Flows from Investing Activities

Cash Receipts:

From sales of plant assets:

Beginning plant asset, + Acquisition - | Depreciation - | Book value of asset = | Ending plant
net expense sold assets, net
Cash receipt = | Book value of + Gain on sale
asset sold
or
- | Lossonsale

Cash Payments:

For acquisitions of plant assets:

Beginning plant asset, + Acquisition - | Depreciation - | Book value of = | Ending plant assets, net

net

expense asset sold

Financing activities affect the liability and owners’ equity accounts, such as Long-term notes payable,
Bonds payable, Common stock, and Retained earnings.

Aalal) agas¥! Ainiosall laiadl (Ja¥) Al sk adall 3 5l Jie ASLall (3 sin 5 bl V) clba e i A saill :umm‘:y\
Ao jsall e ZLY)

Again, T-accounts are helpful in finding amounts needed for the Statement of Cash Flows.
Agaiil) laiail) Alal A U1 allall slal B LY 8 s Al

Long-term notes payable is increased by any new borrowings and decreased by payments.
Sandly ality cana 029 b 2 JaY Ak g8al) Gl

Long- term notes payable

Payments Beginning balance

New notes issued

Ending balance

The Common stock account is increased when shares are issued. If there were any retirements of
stock, it would be decreased.

agl) s (285 Cand agn D i) gl llin 13 agu) ) &5 Ladie 3y 5 Zaolal) agu¥) Giliss

To determine dividends paid to shareholders, Retained earnings is analyzed. Retained earnings is

increased by net income, which can be found on the Income Statement. It is reduced by dividends

declared.
@V s (Jaall ilayde jaal ye LY Bl Ak Lelilad alyde G sall st =LY cagu) Alaal de ol ey ) 5ill ayaatl
Ailaall a5 5l by g JA Aeilsy o2ni o (S
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Common Stock

Retirements

Beginning balance

Issuance of shares

Retained earnings

Dividends

Beginning balance

Net Income (From Income Statement)

Ending Balance

The treasury stock, a normal debit balance, is increased when treasury shares are purchased. The
account is decreased when treasury shares are sold.
Ly Al agal Ay Ladie laall (s oy g 43 3800 agad o) 8 4l Ledie 313 35 ¢ oanb Gade aea ) <13 iy A agd

Treasury Stock

Beginning balance

Sales

Purchases

Ending Balance

Here is a summary of how to determine cash receipts from financing activities. It is assumed there are

no retirements of stock.

e D) gy Y l oal ) &5 Ao gl Adadil) (e 450810 Cilia sial) 3aa3 A0S e (adle Lia

Computing Cash Flows from Financing Activities

Cash Receipts:

From issuance of notes payable:

Beginning notes
payable

+

Cash receipt from -
issuance of note
payable

Payment of note payable

Ending notes
payable

From issuance of stock:

Beginning stock

+

Cash receipt from issuance of
stock

= Ending stock
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This table summarizes the cash payments for financing activities.
A il Aasil) pe Aol Cile dadll Jsaall s adly

Computing Cash Flows from Financing Activities

Cash Payments:

Of notes payable:

Beginning notes | + | Cash receipt from - | Payment of note = | Ending notes
payable issuance of note payable payable
payable

To purchase treasury stock:

Beginning treasury + | Cost of treasury stock purchases | = Ending treasury stock

stock

Of Dividends

Beginning Retained + | Net Income - | Dividends = | Ending Retained earnings
earnings

Companies make investments that do not require cash.
a8 (i W <l ey o 55 8 LS )
They also obtain financing without getting cash.
Al AU O 0 5% e o Juant 8 Gl
Such transactions are called noncash investing and financing activities and appear in a separate part of
the cash flow statement.
paal) culaaal) Aaild e Jiiue o ja jedad g Aol e Aol gaill g Ay jlaiin) AadsY) e d el o8 Jia
Noncash investing and financing activities can be reported in a separate schedule that accompanies
the Statement of Cash Flows.
A0 Culaiaall Aals 380 5y Jasdia J sans Lo 58l a3y o Sy o) e A0 gl 5 Ay el ) AdaiiY)
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The fourth learning objective is to prepare the Statement of Cash Flows by the direct method.
8 _pudilaal) A8, jlally 4583 cilEdail) daild alac) s 1 A jaall Ciagl)
The Financial Accounting Standards Board (FASB) prefers the direct method of reporting cash flows
from operating activities.
Al sV e Aol cliall ey i 5 8lall A3y k) Juady ALl sl julee ulae
The direct method provides more clear information about cash receipts and payments than the indirect
method.
3dlall e 43y lall 4as Las 2,080 cile ol g cilia gl (e ST Aaal 5 e slaa 5 jailaal) 43y lal) 038
However, very few non-public companies use the direct method because it takes more computations
than the indirect method. )
3lall e 44y Hlal (e ST Cllua allas LY 6 pilall 48y Hlall axiis ddall e Sl e fas Q) (oS
Investing and financing cash flows are exactly the same presentation under both direct and indirect
methods. )
880l e 58 plaal) iy yhall a8 Lala o sLa) Gy (ym yas A0l gl 5 3 jlaliinn¥) Aol gl
The format for the Operating section using the direct method is shown here.
s 4 je o3 palal) Ay k) aladiily Leddll ¢ el dasa
It is split into two parts: cash receipts and cash payments.
1) Cle giaall § 4l il giall @ Cpand ) dagud
Users can see how cash is coming in and how it is going out.
Led a2 oS 5 Al Sl a5 o 0 seasiend) gl
We take each line item of the Income Statement and convert it from accrual to cash basis. So, in
essence, the operating activities section of the direct-method cash flow statement is really just a cash-
basis Income Statement.
4y Hhally el At and Glaialy o13Sa 5 i) Gulal) ) BEaiu) (bl (e 4 ad s Jaall daildy jlas IS 320
Lol L) (385 Ja0 A s dpaill il Al 3 yalul)

Statement of Cash Flows (partial)

Cash flows from operating activities

Receipts:

Collections from customers

Interest received

Dividends received on investments

Total cash receipts

Payments:

To suppliers

To employees

For interest and income taxes

Total cash payments

Net cash provided by operating activities

To convert Sales from the Income Statement to Collections from customers, the change in accounts
receivable is added or subtracted.
7oy s Galiay (Al clluall) ¢ siadl Clua 8 sl (oDl (e i aniall ) Jaall Al (e Cilagall Jy 5o
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To convert Cost of goods sold to Cash payments to suppliers, the change in both inventory and

accounts payable are taken into account.
3355 O o A il 5 (5 el s g il ¢y sall Apaiil) e giaal) ) de L) de Ll 43185y gl

ke YL
Cash receipts:
Collection from = | Sales + | Decrease in accounts receivable
customers
or
- | Increase in accounts receivable
Cash payments:
To suppliers = | Cost of goods + | Increase in AND | + | Decrease in
sold inventory accounts payable
or or
- | Decrease in - | Increase in
inventory accounts payable

For other operating expenses, look to changes in the prepaid expense accounts and/or accrued liabilities.
Adaisal) el 3N /5 dladia de ghaall Cay jluadl 8 cl ) ) kil (s A ddsil) cilaal) JaY
For interest expense, the related current liability is Interest payable, and for income tax expense,
Income tax payable.
Aantuall JAall Ay pm s o) 3V (Jall Ay join oy peme JaY 5 cdintoall 52000 5a 43 slaial) J glaiall ol Y 32308 oy e JaY

Cash payments:

For other operating = Operating + Increase in prepaid expenses AND + | Decrease in accrued liabilities
expenses expenses

or Or

- Decrease in prepaid expenses - | Increase in accrued liabilities
For interest = Interest expense | + | Decrease in interest payable

or

- Increase in interest payable

For income taxes = Income tax + | Decrease in income tax payable
expense

or

- Increase in income tax payable
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Example 3: Presented below is the 2011 income statement and comparative balance sheet information
for Tiger Enterprises
o AT A e A jae Claslaa 5 2011 JR0 AlE g oLl 3 sa sl
Income Statement For the Year Ended December 31, 2011(In thousands)

clendl 3,40 | Sales revenue $7,000
sl deLadl 4SS | Cost of goods sold (3360)
sl Jueal | Gross profit $3,640
abedd s badll- | Qperating expenses:
AN 5 e Depreciation expense 240
Cneldl Insurance 100
GO i jlan s 1)) iy e Administrative and other expenses 1800 (2140)
Jadll il e J8 JA | Income before income taxes 1500
daall 4y 5 a5 0me- | -IncOme tax expense (600)
Jad da | Net income $900
Balance Sheet Information ($In thousands)
Assets 12/31/2010 12/31/2011
4l | Cash $200 $300
(Sle) 4l Sl | Accounts receivable (net) 830 750
0s 3 | Inventories 600 640
Ledia de shadll iy Juadll | Prepaid expenses 20 50
Gl s <Y1 | Plant and equipment 1800 2100
Y aene 1=l | | ess: Accumulated depreciation (600) (840)
Js=¥ Jwal | Total Assets 2850 3000
ALl Gsis s Sl WY1 | Ljabilities and Shareholders’ equity
sl ol | Accounts payable $360 $300
Aainall 4 )12Y) < jladl) | Payable for admin and other expenses 400 300
Asiwdl Jadll 4y 5 | Income taxes payable 150 200
daaiuall @il 315 | Note payable (due 31\12\2012) 600 800
e »eul | Common stock 800 900
3 3%isa 7Ll | Retained earnings 540 500
Asldl (3 8a 5 lal 3V sl | Total Liabilities and Shareholders’ equity 2850 3000

Requ ired: Prepare Tiger’s statement of cash flows, using the indirect method to present cash
flows from operating activities. (You will have to calculate dividend payment)
(L) ey 58 e han il ang) Al 4paial) sl Hlelay 3 iluall e 48 ) Laddias | AS ) daiil) il 4aild dlac) : o gllaal)
3l el Ul aca )l ad llaial Yl 2o

Assets 12/31/2010 12/31/2011

Cash $200 $300 100
Accounts receivable (net) 830 750 (80)
Inventories 600 640 40
Prepaid expenses 20 50 30
Plant and equipment 1800 2100 300
Less: Accumulated depreciation (600) (840) (240)
Total Assets 2850 3000 150
Liabilities and Shareholders’ equity

Accounts payable $360 $300 (60)
Payable for admin and other expenses 400 300 (100)
Income taxes payable 150 200 50
Note payable (due 31\12\2012) 600 800 200
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Common stock 800 900 100
Retained earnings 540 500 (40)
Total Liabilities and Shareholders’ equity 2850 3000 150

Statement of Cash Flows For the Year Ended December 31, xxx

Cash flow from operating activities: Lloal) AV (e Apidl) ]
Net income $900 2l Al
Adjustments to reconcile net income to net cash oo ) 2D o &y sl CiBaetl
provided by operating activities Al S0 AV (0 Fadiall Aol
Depreciation expense 240 VAV oy e
Decrease in accounts receivable 80 Al Slluall & Gl +
Increase in inventories (40) Ol aaly I
Increase in prepaid insurance (30) Ladia & sl ualill a 5oy 301 -
Decrease in accounts payable (60) A clbaal) 8 Gl
Decrease in administrative payable (100) Adaall ZlaY) Cay lad) (A plais -
Increase in income taxes payable 50 Ll Jal) il b 5oy
Net cash provided by operating activities $1,040 | Hbaal Al G Lol il ila
Cash flows from investing activities 4 i) Laify) (pe Apalil) bl
Purchase of plant and equipment (300) (300) Clara s ST o)
Cash flows from Financing activities A patil) AhEaY) ¢pe Apaail) clibal)
Proceeds from issuance of common stock 100 Llal) agu¥) lana) (g Silile
Proceeds from note payable 200 S 5, e e
Payment of dividends (940)* LY Sl 55 e s
Net cash flows from financing activities (640) | bl ALl e Ll clidl) o
Net increase in cash 100 sl 83l dla
Cash, January 1 200 3aall U 4G )
Cash, December 31 $300 52l AL il

LY a5 e shae s LiSH

8 il #L 3 A1) awa ) | Retained earnings, beginning 540
= Alat | +Net income 900

LY ey - | -Dividends X =>X=940
8 il #L 3 el 2 ) | Retained earnings, ending $500

https://manara.edu.sy/



https://manara.edu.sy/

AF
/
deol A

6)LiaJl

Example 4: Presented below is the 2012 income statement and comparative balance sheet information
for Tiger Enterprises
o AT A e A jae Claslaa 5 2011 JR0 AlE g oLl 3 sa sl
Income Statement For the Year Ended December 31, 2011(In thousands)

<l 2 | Sales revenue $2,100
el el IS | Cost of goods sold (1400)
sl Jueal | Gross profit $700
el G ladll- | Operating expenses:
R EPE NSO Selling and administrative $355
DAY iy pae Depreciation expense 85
daidll iy bas Ja) | Total operating expenses (440)
Jadl i) e J8 J3A) | Income before income taxes 260
daall 4y 5 a5 0me- | -IncOme tax expense (78)
Jadl Jla | Net income $182

Balance Sheet Information ($In thousands)

Assets 2011 2012

4Lall | Cash 220 300

(Sfle) Al bl | Accounts receivable (net) 240 227

s x4 | Inventories 120 160

e s Y1 | Property, Plant and equipment 800 960
<Yl aense 1=l | |ess: Accumulated depreciation (320) (405)
Js=¥ Jea) | Total Assets 1060 1242

ALl gsis s WY | Ljabilities and Shareholders’ equity

4l cblead) | Accounts payable 130 145

Haatiaall 4 oYl mnll (o jLadll | Payable for selling & administrative expenses 170 147

dsiuall Jaall 4y, | Income taxes payable 50 95

dasiuall @il 35l | Long- term debt 100 0

4le sel | Common stock 400 463

s aise 7Ll | Retained earnings 210 392
ASlall (38 5 el 3 Mea) | Total Liabilities and Shareholders’ equity 1060 1242

Required: 1. Prepare the statement of cash flows, using the indirect method to present cash flows from operating
activities. 2. Prepare the statement of cash flows, using the direct method
Al L) csaatl) el 5 paladl e day ) Laadine dpail) culaanill 4als dlac) ] e sthaal)
3 yiluadl 43y Lyl Taadrioe 4l cilaanill 4a3E olac) 2
L0 el Ul aa )l ad llaial) Yl 2o

Assets 2011 2012

Cash 220 300 80
Accounts receivable (net) 240 227 (13)
Inventories 120 160 40
Property, Plant and equipment 800 960 160
Less: Accumulated depreciation (320) (405) 85
Total Assets 1060 1242 182
Liabilities and Shareholders’ equity

Accounts payable 130 145 15
Payable for selling & administrative expenses 170 147 (23)
Income taxes payable 50 95 45
Long- term debt 100 0 (100)
Common stock 400 463 63
Retained earnings 210 392 182
Total Liabilities and Shareholders’ equity 1060 1242 182
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Statement of Cash Flows For the Year Ended December 31, xxx

Abadal) daddy) o &8 clia | Cash flow from operating activities:
Jadl A | Net income $182
il o N Jad) o dy,udl SO0l | Adljustments to reconcile net income to net
el i) oe &l | oash provided by operating activities
BiaYl 5,2« | Depreciation expense 85
Al Sl B oLl + | Decrrease in accounts receivable 13
o3l el - | Increase in inventories (40)
Al clleall 4335 - | Increase in accounts payable 15
il Jaal) 3 m B30 5+ | Increase in income taxes payable 45
Decrease in payable for selling & (23) 95
administrative
Alal Aatol) e il Wl s | Net cash provided by operating activities 277

Cash flow from operating activities: Aolautl) A (e Aol i)
Collection from customers 2113 Ol e landll dyaaill
Purchase of inventory (1425) G sl b
Payment of selling & Admin expenses (378) 1Ly A iy bae e gida
Payment of income taxes (33) J2l il e o
Net cash provided by operating activities $277 Aol AaZil) (e Bl il o
Cash flows from investing activities A i) Al (ha 400 i)
Purchase of Property, plant and equipment (160) (160) iy ST e Sy il
Cash flows from Financing activities Ay gt Aadi¥) (ya dpahll) il
Issuance of common stock 63 el pend) )ana)
Payment on long term debt (100) da¥) dasha o o
Net cash flows from financing activities (37) e e
Net increase in cash 80 il a3l e
Cash, January 1 220 saall J 5Ly Lol
Cash, December 31 $300 saall AL 4l

Collection from customers= Sales revenue + Decrease in accounts receivable= 2100 + 13= 2113
Lpad) cliually (i) + Clagall 3yl =il 30 e Allanall 4paa)
Purchase of inventory= Cost of goods sold+ increase in inventory- increase in accounts payable
=1400+ 40 -15= 1425
Al bl 3ol 3 -y 5 3l 30l 31 4 Ao laall Aeliad) 4605 = 6 53l ¢ 4
Payment of selling & Admin expenses= selling & Admin expenses + decrease in payable for selling and
administrative expense= 355+ 23= 378
Aaunall 4 oY) 5 dpmall Sl 5 puaally alil) + 45 1) 5 Ay iy Jliae =453 ) 5 dor iy Jlan e 80e
Payment of income taxes= Income tax expense- increase in income tax payable= 78-45= 33
Al JAal) Ay oy 3ol 3l — JAall Ay pen Gy pemn =JAl Qi) yia Cile g80a
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Exercise 5: Use the direct method of cash flows to answer the questions.
A e el dpaal) sl 5 i) 45y Hhall aaaiiu)

Account Receivable on 1/1/2009 | $67,000 | Account Receivable on 31/12/2009 | $79,000
Inventory on 1/1/2009 $42,000 | Inventory on 12/31/2009 $47,000
Credit Sales 2009 $745,000 | Cost of Goods Sold 2009 $412,000
Account Payable on 1/1/2009 $29,000 | Account Payable on 31/12/2009 $36,000

Compute the change in accounts receivable for 2009.
2009 sl Al cilibually i) Casal

A/R on 1/1/ $67,000 A/R on 12/31 $79,000 increase by $12,000

Compute the change in accounts payable for 2009.
2009 abed lall cllually il Cava)

A/P on 1/1 $29,000 A/P on 12/31/ $36,000 increase by $7,000

Compute the cash received from receivables customers in 2009.
2009 ple Gl (e LgaDlind &5 A daial) sl
Credit Sales 2009: $745,000- change in accounts receivable for 2009 (increase by
$12,000)= 733000
Calculate the cost of merchandise purchased for 2009.
2009 plas ool &5 5 () 5 yaall 4SS Cansal
Cost of Goods Sold 2009: $412,000 + Change in inventory for 2009 (increase by $5000)=
$417,000
Calculate the cash paid for merchandise for 2009.
2009 ales s 3aall o) il () sall de ghaall 428l sl
Cost of Goods Sold 2009: $412,000 + Change in inventory for 2009 (increase by $5000) -
change in accounts payable for 2009 ($7000)= $410000
Exercise 6: The income statement and a partial balance sheet for Jefferson Company is presented
below. Prepare the operating activities section of the statement of cash flows using the direct
Income Statement For the Year Ended December 31, 2006

Sales $500,000
-Cost of goods sold (390,000)
Gross profit $110,000
Operating expenses:

Salaries $70,000

Depreciation expense 20,000

Miscellaneous 10,000 (100,000)
Net income $10,000

Partial Balance Sheet December 31, 2006
12/31/2005 12/31/2006

Cash $65,000 $80,000
Accounts receivable (net) 50,000 57,000
Inventories 86,000 102,000
Prepaid expenses 4,000 4,500
Accounts payable (merchandise) 51,000 58,000
Salaries payable 6,000 7,500
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a AT g saall J ol o Al el Cilblia saa )iyt Oludaly fas
12/31/2005 12/31/2006
Cash $65,000 $80,000 15000
Accounts receivable (net) 50,000 57,000 7000
Inventories 86,000 102,000 16000
Prepaid expenses 4,000 4,500 500
Accounts payable (merchandise) 51,000 58,000 7000
Salaries payable 6,000 7,500 1500

Collection from customers= sales - Increase in accounts receivable
=500000- 7000= 493000

Payments to suppliers= Cost of goods sold + Increase in inventory — Increase in accounts payable
= 390000+ 16000- 7000=

399000

Payments to employee= Salaries — Increase in salaries payable

= 70000- 1500= 68500

Payments to suppliers= Miscellaneous expenses + Increase in Prepaid expenses

= 10000+ 500= 10500

Partial Statement of Cash Flows For the Year Ended December 31, 2006

Cash flow from operating activities:
Receipts:

Collections from customers $493,000
Payments:

To merchandise suppliers $399,000

To employees 68,500

To other suppliers 10,500 478,000
Net cash provided by operating activities 15,000
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