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Statement of Cash Flows

Lol olasad! asls

The first learning objective is to identify the purposes of the Statement of Cash Flows.
Luadl ladadl 2als fe Bl Casead Jo¥ eladdl Bl
The Statement of Cash Flows reports cash flows—cash receipts and cash payments. It:
Laadl cilegdully oo gall ¢ -2puaudl slasad) uadl olasadl Lald s
* shows where cash came from (receipts) and how cash was spent (payments).
(wlegdall) Lbyo @5 oSy (wlbosuall) Luadl ol ol (e s
« reports why cash increased or decreased during the period.
el UM (adsews of duaasdl slazs 13W a3
« covers a span of time and is dated the same as the Income Statement - “Year Ended December 31, 2011,”
for example.
(2011/31 eyl Al @dl ) J5dl Aaslad dline Sy Lgenyls g ca3dl (oo B8 Jaid
The Statement of Cash Flows explains why net income as reported on the Income Statement does not
equal the change in the cash balance.
3 A e J5all sl § die il @ gl Jsall Jlo $olad poie et Baaall il Lol ¢y
Auadl we,
In essence, the cash flow statement is the communicating link between the accrual-based Income
Statement and the cash reported on the Balance Sheet.
ol @ G Luadly Yl Al § Blamiay] jelal cn Jolss baly (@ Luadl clasanll 26ls Loage
Aualill 2l L
How do people use cash-flow information?
Sipuadl ladadl Slaglas 51, 8%1 sl alS
The Statement of Cash Flows helps:
i sl sladaal! 4asld welud
1.predict future cash flows. Past cash receipts and payments help predict future cash flows.
Luadl clasaall adss e @alll @ il clegsully cilogall delud Alatall Luadl clasall a5y
Adaradl
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.
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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.
slastal mgellaials o 15 Losd 2ayan § Ogeinydll iy Ayaaall el oally Oguntll ads e 3yally il
Sl s pLal 3 delad o) ciladunll Lald ehlatinl e oo oty medl e ik ys9 0ud 9,
On a Statement of Cash Flows, cash means more than cash on hand and cash in the bank.
Cyually Guaddl of wl Buadl e AST gad Guaddl Gl puadl clasaa) dasla
Cash includes cash equivalents, which are highly liquid investments that can be converted into cash
quickly.
Ay 5uas ) Jomts of (Sas (@19 Adle Ugw 3 clladind (o @y dpuaill SlislKe Guadll @il
As the name implies, cash equivalents are so close to cash that they are treated as “equals.”
"G el e Jolady dpaaill 40,8 (p Busll Sl olb e Ju LS
Example of cash equivalent is investments in U.S. government securities.

4S5 ,0¥1 Ao g8l ltiadly S llated¥! bl uadl cilislise e Al
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The second learning objective is to distinguish among operating, investing, and financing cash
flows.
Aligaidly sledin! cadaddll uaill sladuddl gu Goyaidl ga SLII § yall Sudl
There are three basic types of cash-flow activities, and the Statement of Cash Flows has a section for each.
They are:
(29 Lo S o L uadl claausd| daslsy cdpuall iladasll Aaidl e blasl 25 Sla
* Operating activities. a2 43| FINSAN
* Investing activities. 4,LeiiuYl EV AN
« Financing activities. &dsgell &a 23%1
Operating Activities:
ARSI
« is the most important category of cash flows because it reflects the day-to-day operations that determine
the future of an organization.
sazs @y pour ags Aliaddll Slileadl (oS3 el g 2uaudl cladaadl § dueal ASY dladi¥l 4 (o
* create revenues, expenses, gains, and losses.
lusdly el cla g uall colalgY! 3lss
« affect netincome on the Income Statement.
Jsudl 4sld § ol Gle e 355
« affect current assets and current liabilities on the Balance Sheet.
JUI S 2asls 8 dgluall slelii¥lg glaill Joua¥ e 4355
Investing Activities:
ER PR A
« increase and decrease long-term assets, such as computers, software, land, buildings, and equipment.
Slaally (GLL (ool calzmandl ccawlamll 352l e (J2¥1 Aigls Joua¥) (ndsly Wi
« include purchases and sales of these assets, plus loans receivable from others and collections of those
loans.
29all s 3lasily ceMeall Bllaall (o9,all L Blad cJguad! sia Slawag Slidd (asals
Financing Activities:
Al guall dn i
« increase and decrease long-term liabilities and equity.
ASIU Goim JoH Ashs SLelUN kst of s

« include issuing stock, paying dividends, and buying and selling treasury stock.
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« include borrowing money and paying off loans.
029,81l adog dumiall Jlsa (aiass
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.
oo B 2y Letiad da s Aglasll pgemielly Wolasl) Joua (o 31id Llaadll uadl clasasl (asll
EHlalasy J2¥1 Aish SlliUW e bgeddl Aid¥ GG g § (J2Y dlsh Jewol cesas @l clalall
A4S
Exercise provides practice in identifying in which cash flow category each item belongs on the indirect
method statement.
Byaldl ae da bl dasld 3w S i Luasdl cladasl] 25d él.a i yaly Cydd addy iy el
Loss on sale of land— added back to netincome in the operating section
Geadd) uall § dsudl s I Lesle] o -l e Byl
Acquisition of equipment by issuance of note payable—noncash investing & financing (NIF)
Gi i ladlaly el -285 Blogl sty Slaas 83l
Payment of long-term debt—financing outflow
Db s 335 -Ja¥ disb (o ads
Acquisition of building by issuance of stock—noncash investing and financing
§as e sletlily et el ol il B3l
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.
3 oalasi¥ly Babpll (S Auaidl wlaaasdl 2aild 3 susgl ylay ¥ il s -Aasiull (sl g0l bgpmn
EOETEEES SRR PN
Decrease in inventory—change in current assets—operating inflow
dals Liad 3805 -Aglaal) Jeua¥l (3 pid -0 935l (olazs!
Increase in prepaid expenses—change in current assets—operating outflow
Db eaas 3005 -Aglull Jaua 3 50L;5 -lodda Zegdull caslall 50L;
Decrease in accrued liabilities—change in current liability—operating outflow
b Jaad 3dus -Uslaall Sl § aad -dasiwll wlel 7Y olads
Cash sale of land—investing inflow
J31s Gslatiul 3845 - o M Guas au

Issuance of long-term note payable to borrow cash—financing inflow
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Depreciation—this is added back to net income in the operating section
i el (3 Jsdl Slal Calay lda -cPlzal
Purchase of treasury stock—financing outflow
DB gl 3805 -Lsa @l £lpds
Issuance of common stock—financing inflow
Jals ges 385 -4osle PUPRBNPN|
Increase in accounts payable— change in current liability—operating inflow
3l eads 3das -Aglaadl Slel Y § aad -asldl cbilusd| 85L5
Net income—this is the starting point of the operating section
Geaadl euall 3 Alad) dags sl -Jsull Slo
Payment of cash dividend—financing outflow
b iged 38 -uas Sila jgi sluw
There are two ways to format operating activities on the Statement of Cash Flows:
Luadl slasaadl AslE § sl Al s delyal onids,bs lia
* Indirect method, which starts with net income and adjusts it to net cash provided by operating activities.
i) Aa i (e 2enall Luadl e J) duady Jsadl Glay T @1 B,ald) e 4as bl
« 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.
Zaadll Slagall S oA 8,aldl Aanbll wadl 4ol oo J5 )l 20ls Aelus el G 3,ald) das bl
Al il i o Luadl alegdully
The indirect and direct methods:
574U s 8yald) 2 lall
« use different computations, but produce the same amount of cash flow from operations.
Al sl da i e Gaadl cladald Lwds Al g oS0 Aalike Sllus pakiud
* have no effect on investing activities or financing activities.

Abgarll ala ity ALt alaai¥ e ol L el
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The third learning objective is to prepare the Statement of Cash Flows by the indirect method.
Bydolell e ddsylall 389 dyudill wladunll Aasld slue] LI § yall Sudl
To prepare the Statement of Cash Flows, you need the Income Statement and both the beginning and the
ending Balance Sheets.
Bl Alrg Ayl Jlo 3850 SailBy (50 AaSld Al il (Hyaad) claduall dasls olacy
STEP 1: Lay out the statement format as shown below.
Lol e 9o LS Aaslall S oy @8 01 Bglaskl]
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.
¥« lide Lgud @3y (& Luadl § el A5l QWS 3l e aadl § AR cad>] 12 Bskasl
Loadl slaaad) a8l
STEP 3: Take netincome, depreciation, and any gains or losses from the Income Statement.
Js ! 258 e piluss of cowlSa L_;b MYl ) Sls ds 23 gl
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.
Aaslall . JW 58, daslay Joudl Aals (e bl loczeiue Huadl elasand) 46 JLSL @3 4 Byl
JUi 3851 Mﬁgbmﬁéﬁwﬁbwawlﬁcﬂﬁujmwm
The Statement of Cash Flows—indirect method—~begins with net income, because revenues and
expenses, which affect netincome, produce cash receipts and cash payments.
Qlo e 355 Gl cligpally wlaly¥) G el dlay Tu -5, 8Ll e daslall -guad) olasaal) dasls
sl alegdilly wilsguall miis (Js |
Revenues bring in cash receipts and expenses must be paid. But net income is accrual based, and the cash
flows (cash-basis netincome) don't always equal the accrual-basis revenues and expenses.
ooleol 339 lud>l @3 Jsudl dle oS0 péws OF com cligyally (Luad) sl @lalg¥) s
oolul 389 clal Yl claadl Loga Solua ¥ (gaaidl bl 389 Jsll Qle) il 3dudly (Slaziwyl
Blaziu
For example, sales on account are revenues that increase net income, but the company hasn’t yet
collected cash from those sales.
Slaedl sda (e way Baadll @lid @ SLAIL (ST sl Glo wsis claly) (2 Glaadl e lagdl (JliaS
Accrued expenses decrease your net income, but you haven't paid cash if the expenses are accrued.

Aamius cinbiall sda il 13] Guadl adus @ clisd (s udl Glo (adsd daxial) casylall

https://manara.edu.sy/



https://manara.edu.sy/

™~
\ /
v/

deola
0 JLi_a_jl
To go from net income to cash flow from operations, we must make some adjustments to net income on
the Statement of Cash Flows.
e bl (ary pgds Ol o Ada 43 alleatl o uadl claaastl ) Jsudl Qe o Jaudl!
Luadl sladasd) Al 3 Jsudl Sla
These additions and subtractions follow net income and are labeled Adjustments to reconcile netincome
to net cash provided by operating activities.
Luadl Gle muad Joadl Slo Lgudd ciiaT LesSh pugis Jo 1 Glo als ilellazdYly wllsy) sda
Ll sd A ai¥ e Al
Depreciation, Depletion, and Amortization Expenses These expenses are added back to netincome to
reconcile from net income to cash flow from operations.
laadl sia Awgalll ae Lsiall Joua¥! Ilawly daudall Joua¥ 3las cAuwgelll oWl Joua¥! cPlzal
Ll st aldestl e uadl clasasdl J) dsudl $ls o JLaud Jsudl Qo I Lpdls) slay
You can see that depreciation does not affect cash because there’s no Cash account in the journal entry.
ol Wil § Auds ol azgy ¥ ¥ Luaddl e (35, Y e o g5 o eliSay
However, depreciation, like all the other expenses, decreases net income.
Joall Glo paass (53 claadl S Jis ceDla¥l (S
Therefore, to go from net income to cash flows, we must remove depreciation by adding it back to net
income.
Sle dl 4l adls] I ope DY) s O ey Luad! clasasd) J) s Sle e JLandl (1iSay
Js ol
Sales of long-term assets such as land and buildings are investing activities, and these sales usually create
againoraloss.
9 e 3l Bole Slagdl sday dlaiinl daddl (& GlLlly ool Jis J2¥ Aish Jeua¥! cilagee
Byl
The gain or loss is included in net income, which is already in the operating section of the cash flow
statement.
Luad) sladaadl AslE e Liadd euall (2 Wiy (J>dl Sle 3 Liate S{OVES [ RS
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.
L) ot of ez Bylaaied) ol e sl ) cldaadl e @il 3ol Lgud cdlaws 8Ll 9 S
@ Lyl o of oS wlideall oo Alea¥ 2puaall L6 1Sy 2puaull wlasudl 2als § Jsull le o
EEPPNI0%  JLATIPVA | O
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Most current assets and current liabilities result from operating activities.
Adad) Aa it e s Wglaall alel iy gluall Joua¥! elane
An increase in a current asset other than cash causes a decrease in cash. It takes cash to acquire assets.
Laadly Latll Joua¥ slidl ailing Auadl § (edl o Laadl lue Jylute Jeal § 8oL
If Accounts receivable, Inventory, or Prepaid expenses goes up, then cash goes down.
oadiin uadll dusy ol Jede Zegdull canlall of «o3sell cpall Sblusdl ds) sl 13
Therefore, subtract the increase in the current asset from netincome to get cash flow from operations.
Sldeadl o gl 3audl e Jgvazll d5ull Glo oo Wglaill Jgua¥ asy 3 8331 75k @3 (Jldlg
EAPESAL

Conversely, if a current asset, other than cash, goes down, cash goes up.

BaL3Il sl e uSas Laadl lue Jeol (alasil ol wSlae JSin
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.
285 . pasis Ayuadl ol Aslusll SlelUM cuaissl 3]s s Al old sl SLalUY dm) 515 13]
Sl oo Uoluall SN w3 (olasi¥) (asss o by uad) dus) (aas Wgluall ol Y

Ada s aldeall e oad) alasad! de Jgmzl! (sl

The format for the operating section, using the indirect method, is shown here.

Cash flows from operating activities &l 4! i (e Huadl claaust

Net Income 5! éua

Adjustments to reconcile net income to net cash provided by operating activities

Llaad) A asy M (e Lple Jssamdl @3 &) aad! o J) dsadl Glo Dgud! cdaadl|

+ Depreciation expense IMiaYl aiylas +

+ Loss on sale of long-term assets (=¥ dlsk Jgsa¥ ae Bylus +

- Gain on sale of long-term assets Ja1 E\_L.}Ia J}-‘é&)/\ T el -

- Increases in current assets other than cash uadl loe dglazll Jya%’\ @ B_sl_;}.ll -

+ Decreases in current assets other than cash 4,ua:dl ue gl J}qa%/‘ 3 oaddl +

+Increases in current liabilities gkl lalAI¥ 8 8oL +

- Decreases in current liabilities JJglaill el 7Y § adidl-

Net cash provided by operating activities 4l ddll i o Leke Jguaxl! o G dlall s
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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.

Lasldy sl 203l 3 Lre yanll @3 W) 55001 .$28000 Lwdl e 5l Lo o il gus] cplsl

aJU S
Depreciation expense $23,000 I b 9,4m0
Loss on sale of equipment 5,000 Slaall e 8yl
Increase in accounts receivable 21,000 gl wllusd! 8505
Decrease in inventories 15,000 0935l (araxs
Decrease in accounts payable 20,000 Wl oblus! (aass

Compute cash flows from operating activities using the indirect method.

Bydld) pe Aasylall ol Adoaad)) dadd¥l (e duadl olasund) s

Net income $28,000 Jsadl dle
Adjustments to reconcile netincome to net Ale I s dlo Lgudd DLl
cash provided by operating activities A i) A gY o deaall Luad)
Depreciation $23,000 Hayl
Loss on sale of equipment 5,000 Slaall ag 8ylus
Decrease in inventory 15,000 0935l (agazs
Increase in accounts receivable (21,000) gl allusl 8oL
Decrease in accounts payable (20,000) sl sblus) jagass
Net cash provided by operating activities $30,000 A st Aa s e deuall sl dlo
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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.
Al i) da i) ud slucly @8 bl Lusye @F Oswopine 4,40 a5l JWI5S,L Ay Jsull 2l
Byaldl pe 4l ‘a\.\.-'ﬁ_wl., Load) oladoall dailay

Jefferson Company

Income Statement For the Year Ended December 31, 2006

Sales $500,000 Sl dl

Cost of goods sold 390,000 | dcldl dcladl 48185

Gross profit $110,000 NENI|(PE

Operating expenses: Ada il canlball-

Salaries $70,000 PN

Depreciation expense 20,000 IMza¥! 89,40

Miscellaneous 10,000 | 100,000 degiin biylmn

Net income $10,000 Js Qo

Jefferson Company Partial Balance Sheet December 31, 20X6
12/31/2005 | 12/31/2006

Cash $65,000 $80,000 Luadl
Accounts receivable (net) 50,000 57,000 (Qle) Ll llusdl
Inventories 86,000 102,000 L‘,g}kl\
Prepaid expenses 4,000 4,500 Losie degaall asylall
Accounts payable (merchandise) 51,000 58,000 (Aeliay) aslodl ollus]l
Salaries payable 6,000 7,500 Lmiud| cislg,ll
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Jefferson Company

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

Cash flow from operating activities:

Ll st A asY e lasasd)

Net income $10,000 Jsudl Sle
Adjustments to reconcile net income to net cash Joodl o Loudd bl
provided by operating activities (v el Luaddl §lo ()
A ad A as¥

Depreciation expense $20,000 SHliay! 99 a0
Increase in accounts receivable -7,000 digall wbilusd! 3 8oLl
Increase in inventories -16,000 0955l Lg B.sl.;}.]l—
Increase in prepaid expenses -500 Sl gyall §8absll -
Loie Zegdull

Increase in accounts payable 7,000 sl sblusdl (3 8oLl +
Increase in salaries payable 1,500 5000 | Aa=wudl calgdl §sabidl +
Net cash provided by operating activities $15,000 FIAARY o0 Adlall 4uasll

- . :.»n
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Investing activities affect long-term assets, such as plant assets and investments.
@lyleiluly pivall Josol Jie (¥ Aishs Joua¥l (e 1355 Lladlu] da iy
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.
cia () Sl aluszal Loladl samtd cblasdl sda Wt of clle Lt eud slocy
Leay @ 3 Jo¥1 Abgb Jouad (16 (J5 ) 203058 3 8ylus ol cnea il 13) L]
Itis helpful to net Accumulated depreciation with Plant assets to determine the activity.

Plant Assets, Net
Beginning balance Depreciation
Acquisitions Sales
Ending balance \
GENERAL ]OURNAL\
DATE DESCRIPTION REF | DEBIT CREDIT

A loss would
be debited

__\I\ Cash k 20090?

From Income
> $$%%

Gain on sale of plant asset < Statement

Plant assets $559%

The T-account here shows possible transactions in Plant assets.
pall Jsiols dlarmll cldeall (o Lia T Glus
Any acquisitions increase the account.
lucd! e wssy (elles) dlgzinl S
Depreciation expense, from the Income Statement, would decrease the account.
clusl (adsiw (JaI A8 e (I B 9yims
Remember this is NET plant assets, so accumulated depreciation is subtracted.
e (@ STAL SPaY (18 by «aiuall Jgual dle aly Lasy
The book value of any plant assets sold would also decrease the account.
clunl padsis pisall Jgaol 0o gl ol ¥ 2781 Aoyl

To determine the cash received from any sale of plant assets, recreate the journal entry.
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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.
i1 Ul A8 (e Sl len Jams 08 s loe Jacd bty
If aloss was incurred, it would be debited.
Ugo OgSiud (Bylus o 13)]
The Plant asset account is credited for the book value of the asset sold, which you can bring down from
the T-account.
lusdl oo dide Jgiamdl cliSay sddly og Ll o 25801 dagally 2usls piiall Jovol colus
Add together the gain and the book value to determine the cash received—or subtract a loss.
Slusll kol of -Aodaell Bl 500 Lisud) osdll o euSl pazmy o3
This table summarizes how to compute amounts for the Investing section. The amounts in red indicate

missing numbers that you can solve for.

Ll adatad &1 839aall B ) Al peo¥l AL (Ltlad] ol § AL cosens S aely Jouedl 1a

Computing Cash Flows from Investing Activities

Cash Receipts:

From sales of plant assets:

Beginning plant + Acquisition - | Depreciation - | Bookvalue of asset = | Ending plant
asset, 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 + Acquisition - | Depreciation - | Bookvalue of = | Ending plant assets,

asset, net expense asset sold net

Financing activities affect the liability and owners’ equity accounts, such as Long-term notes payable,

Bonds payable, Common stock, and Retained earnings.
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4 5ol e LY bl @) (daziadl
Again, T-accounts are helpful in finding amounts needed for the Statement of Cash Flows.
Aol sladaad! daslal LUl AL slxyly Busde 3liwd Ads ciblus 200
Long-term notes payable is increased by any new borrowings and decreased by payments.

sladly (adisy cdgaz (s @b s J2X alshs addl Byl

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.
ol (aisg comd et Sl 6 Dha o 13) ! Hlass] @iy bedie s &alall @) il
Y
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.
Qlas dejsll e 7L 8ol oty Lbaloms oy A 3ol s 7 LWl ug¥ Ao Ao gdull cilasoall wyoea!
Blall lasserll paddug sl Aeslay sami o oSy gills c sl

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.
T IR PREVSNDPES | CNEES PR S TS [ [PVN IO P C AR PRE PSR\ RSS O P SN PRV RN R TR E A | O
Bgsal o]

Treasury Stock

https://manara.edu.sy/



https://manara.edu.sy/

i\

ojli_oJl

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.

o) I ol gy ¥ T a8 @3 Aigedd) Aadd¥ e Luaill Slsgall wouss 488 e ol L

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.

Abigarll dadi¥ e uadl legdull Joaxll lia sl

Computing Cash Flows from Financing Activities

Cash Payments:

Of notes payable:
Beginningnotes | + | Cashreceiptfrom - | 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 + | NetIncome - | Dividends = | Ending Retained earnings
earnings

Companies make investments that do not require cash.
Luas cdban ¥ olleiiuly pgas a8 oiS, 41
They also obtain financing without getting cash.
Ao (AL o gy gt e Juand 5 1S
Such transactions are called noncash investing and financing activities and appear in a separate part of
the cash flow statement.
cladadl a8 e Jaiue ¢ 3o wlady Luadl e Abisatlly &ylatlead! Aa iyl (£us clelall sda Jie
sl
Noncash investing and financing activities can be reported in a separate schedule that accompanies the
Statement of Cash Flows.
sl Aesls 381, Jumdie dodom Lee ,oyatll @i oof (Sen LaEdl e Aebigatlly Lylediad! Al 43y
sl
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0 JLi_a.jl
The fourth learning objective is to prepare the Statement of Cash Flows by the direct method.
Bydolell Adsplally uad) Sladud! d4asld slae) tal I § all udl
The Financial Accounting Standards Board (FASB) prefers the direct method of reporting cash flows from
operating activities.

Al sl da st ge Lol slasadl ge il 3 5ald) da bl Juasy LW el e ool
The direct method provides more clear information about cash receipts and payments than the indirect
method.

5yalll pe 2kl deuds Lee 2yuaull clegdally cilsgdll oo AST dnisly Sloglas 8,800 das,lall auas
However, very few non-public companies use the direct method because it takes more computations
than the indirect method.
8 Akl e ST bl cdlams Le¥ 3y aldl 2kl susid Lelall ae €8l o Tax Julall (S
JOARY
Investing and financing cash flows are exactly the same presentation under both direct and indirect
methods.
5yl g 8, alll oo lall U 8 lales casledl iy o pad Aubigailly 2uylatie! Luadl ciladasl|
The format for the Operating section using the direct method is shown here.
Lia disye @3 8yaldl dasylall alaseiwly Jddd) ¢ 3ol Gs
Itis split into two parts: cash receipts and cash payments.
Luadl slegdally uadl lsguall icnowd ] dopuds @3
Users can see how cash is coming in and how it is going out.
Lbpio iy asSy puadl G cauS 195 o Ogodieiudl platuy
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.
EINDANY pud Slarsly JiSag . guadl ool ) Blasiacd) ol oo dgmeis Sl dailay Jaw S 050
(Bl old¥l 389 U35 Aails ga uaall cladanll Aailal 5,80 Aasally Al adll

Statement of Cash Flows (partial)

Cash flows from operating activities

Receipts:

Collections from customers

Interest received

Dividends received on investments

Total cash receipts
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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.
of Gl (Aall cbbusll) Osmall clus it cMeadl oo clazall 3] J5all 2518 oo lagd] Jugoa!
b
To convert Cost of goods sold to Cash payments to suppliers, the change in both inventory and accounts

payable are taken into account.

e A8l Sblaely 0935kl ol 3 antll e ssell Luall cilegdall J) Aeldl Aela ) 265 Jagal

Sbasdly A5y o
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 - | Increasein
inventory accounts payable

For other operating expenses, look to changes in the prepaid expense accounts and/or accrued liabilities.
Aamradl SlelY ol /g ladie 2egaull calall § wlpanll J) sl (6,3% 2lasd)! wlaadl Jo¥
For interest expense, the related current liability is Interest payable, and for income tax expense, Income

tax payable.
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50 AN (U5l Auys Chgyne Joly cimradl 5uslall ga 4 @larll Jolaall ALUY! Bl Boyme o

EVES S RENT | PO

Cash payments:

For other operating Operating + | Increase in prepaid expenses | AND + | Decrease in accrued liabilities
expenses expenses
or Or
- Decrease in prepaid - | Increase in accrued liabilities
expenses
For interest Interest + Decrease in interest payable
expense 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

™~
\ /
v/

o)li_aJl

e 88,50 Wlae Ailie Slaglany 2011 S50 4aild ga sLisl s9>gll

Income Statement For the Year Ended December 31, 2011(In thousands)

Slagd) slp) | Sales revenue $7,000
deldl 4claJl 24K | Cost of goods sold (3360)
J>udl Jle> | Gross profit $3,640
Al sdd canyLall- | Operating expenses:
IMzaY! (9,0 Depreciation expense 240
el Insurance 100
oy liang dsyls| casylas Administrative and other expenses 1800 | (2140)
S|
el bles L8 U331 | Income before income taxes 1500
Jsdl Ao ys 89p4ms- | -Income tax expense (600)
Jsull 3ls | Netincome $900
Balance Sheet Information ($In thousands)
Assets 12/31/2010 12/31/2011
45l | Cash $200 $300
(Qle) &l wblusdl | Accounts receivable (net) 830 750
093l | Inventories 600 640
locdn dcgdull ;é_l)hall Prepaid expenses 20 50
Slaasy <M1 | Plant and equipment 1800 2100
MY aezms 14adls | Less: Accumulated depreciation (600) (840)
Jsa¥l Jlez| | Total Assets 2850 3000
LS Bga>9 olalUY1 | Liabilities and Shareholders’ equity
sl oblusd! | Accounts payable $360 $300
dazerudl 4yla¥! ayyLall | Payable for admin and other expenses 400 300
dazmiudl U5l 4uys | Income taxes payable 150 200
EEES SMUFT-N &losl | Note payable (due 31\12\2012) 600 800
Loale M*“i Common stock 800 900
83zizs 7Lyl | Retained earnings 540 500
LSW Byamg Lol0¥! Jlex| | Total Liabilities and Shareholders’ equity 2850 3000

Required: Prepare Tiger's statement of cash flows, using the indirect method to present cash flows from
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operating activities. (You will have to calculate dividend payment)
o) Al )l 2puadl el LISy 5, Al pe da el loustue .. 48,40 2uadl clasud) 4esls slae] ipgllall
(LY olases legdue ol
2kl llus Bosyl a5 oluds | Yol @iiw

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
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:

A i e Bgaadl clasasdl
- ] . &*I‘

Net income

$900 Jsall §lo

Adjustments to reconcile net income to net cash

provided by operating activities

J> ol Slo gudd cDball
(v Aol Luadl dbo (]

ada il ab as¥

Depreciation expense 240 IMia¥! 89,40
Decrease in accounts receivable 80 Lol alblusd! § olads +
Increase in inventories (40) NETESUNE RXINUE
Increase in prepaid insurance (30) ggddl cneld! EEESUE
[P
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Decrease in accounts payable (60) sl ablusdl 3 olass-
Decrease in administrative payable (100) LyloY asylball § olads -
daiwll

Increase in income taxes payable 50 Jeudl ol (§ Balyt
daiwll

Net cash provided by operating activities $1,040 oo sl sladasdl Sle
Llasd) dhis¥

Cash flows from investing activities Cpe doadid! oladadl
&, Lediuw] i

Purchase of plant and equipment (300) (300) CARPOPRLH A
Cash flows from Financing activities o Luddl oladad!
Al gard| daiii¥t

Proceeds from issuance of common stock 100 M—“‘Y‘J‘Ml oo oluile
alall

Proceeds from note payable 200 ! Gl o olusle
Payment of dividends (940)* ! classes oilegde
Net cash flows from financing activities (640) oo aadl slasadl dls
Lbgarll Al a5y

Net increase in cash 100 L L_g Bal.l}.ﬂ L_gua
Cash, January 1 200 sl Joly dyua!
Cash, December 31 $300 sudl 5l aaadl

L clases ilegdie lus 2a,8*

Bzizll Z LM 1Yl wuo )l | Retained earnings, beginning 540
EJ'” éL,,a+ +Net income 900

CL.’JM < lasjgi- | -Dividends X =>X=940
Byzizll 7Ly L@l eyl | Retained earnings, ending $500
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Example 4: Presented below is the 2012 income statement and comparative balance sheet information

Income Statement For the Year Ended December 31, 2011(In thousands)

<lagd) o1yl | Sales revenue $2,100
deldl 4clnJl 22K | Cost of goods sold (1400)
J>udl > | Gross profit $700
Al sddl anlall- | Operating expenses:
Lylaly sy asylimn Selling and administrative $355
IMiaYl 89y Depreciation expense 85
Juisdll casbas Jlex| | Total operating expenses (440)
el Sls L8 U331 | Income before income taxes 260
Jsudl 2o 89 p4ms- | -Income tax expense (78)
J>udl 3lo | Netincome $182
Balance Sheet Information ($In thousands)
Assets 201 2012
4uadl | Cash 220 300
(Qle) Ayl wlhlusl! | Accounts receivable (net) 240 227
0955l | Inventories 120 160
laasy <M1 | Property, Plant and equipment 800 960
oY) aezzs 14adli | Less: Accumulated depreciation (320) (405)
Josa¥! Jle=| | Total Assets 1060 1242
LS| Bga>9 olel3UY1 | Liabilities and Shareholders’ equity
sl wblus! | Accounts payable 130 145
21..:)‘.}}43 Ll _a__.JL,,a_Ll Payable for selling & administrative expenses 170 147
EVES I
dazmiudl U5l 4uys | Income taxes payable 50 95
daziuwdl adudl Gl9l | Long- term debt 100 0
Lole f"*fr‘“i Common stock 400 463
Byxize L)l | Retained earnings 210 392
Bgim>9 Sl x| | Total Liabilities and Shareholders’ equity
e 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
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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
Statement of Cash Flows For the Year Ended December 31, xxx
A i e @uad) olasadl | Cash flow from operating activities:
Al il
JsJl ‘3\44 Net income $182
Slo Jl ol 3lo Lgudl cDbuaddl | Adjustments to reconcile netincome to net
Ao sl Aaiai¥ (e 2euall &uaid) | cash provided by operating activities
IMia¥l (89,4m0 | Depreciation expense 85
&gl wlilusdl 3 olass + | Decrease in accounts receivable 13
0935l & 8aL31l - | Increase in inventories (40)
sl wblusdl (§ 8aL5 - | Increase in accounts payable 15
daziwll 5l Cilis (§ 8aliyt | Increase inincome taxes payable 45
Decrease in payable for selling & (23) 95
administrative
A i (e &uadl slasadl 3o | Net cash provided by operating activities 277

- . :.~”
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Cash flow from operating activities: i e Load! olasus)
ARSI

Collection from customers 2113 Ll e diazll 4yuad)
Purchase of inventory (1425) O93sea ¢l do
Payment of selling & Admin expenses (378) Ly héag)ba.n Slegdua
LRI

Payment of income taxes (33) dadl Cilys ailegdie
Net cash provided by operating activities 5277 oo Luadl slasasdl e
adaad! ahas¥

Cash flows from investing activities o uddl oladusd|
s Leiiu aa iy

Purchase of Property, plant and equipment (160) (160) Slaaag e (Pl Sliin
Cash flows from Financing activities o uddl oladusd|
dls gl aais¥l

Issuance of common stock 63 Lalall @ Hla)
Payment on long term debt (100) Ja gl (> a8
Net cash flows from financing activities (37) oo Luadl slasasdl e
Lol ala i

Net increase in cash 80 Luadl 3 sabidl Sba
Cash, January 1 220 5l Joly dyuad!
Cash, December 31 $300 sl 5L auadl

Collection from customers= Sales revenue + Decrease in accounts receivable=2100+ 13=2113
Al bl paidl + Sl sl =05l e Alianll 2yasll

Purchase of inventory= Cost of goods sold+ increase in inventory- increase in accounts payable

=1400+ 40 -15=1425

A1) bl 8Ll -y 935kl B3l + Aeld) Aela ) 485 =0 935l o), 4

Payment of selling & Admin expenses= selling & Admin expenses + decrease in payable for selling and

administrative expense= 355+ 23=378

Payment of income taxes= Income tax expense- increase in income tax payable: 78-45=33

darud) Js ) Anpny 8oL — Jsull 2 s Bgyme =l Cils clegdie
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The following is financial data of Pat Metheny Company

4

o)li_aJl

Balance sheet

Income statement for the year ended December 31, 2020

2019 2020 Sales revenue 6900
Cash 1150 1800 -Cost of goods sold (4700)
Accounts Receivable 1300 1750 Gross margin 2200
Inventory 1900 1600 -Selling and administrative expense (930)
Plant assets 1700 1900 Operating Income 1270
Accumulated +Other revenue and gains

(1170) (1200)
depreciation Gain on sale of investments 80
Long-term investments 1420 1300 Income before tax 1350

6300 7150 -income tax expense (540)
Accounts payable 900 1200 Net income 810
Accrued liabilities 250 200 Cash dividends (260)
Bond payable 1550 1400 Income retained in business $550
Capital stock 1700 1900
Retained earnings 1900 2450

6300 | 7150

Additional information:

During the year, $70 of common stock was issued in exchange for plant assets. No plant assets were sold in 2020

Requirement: Prepare a statement of cash flows

2019 2020
Cash 1150 1800 650
Accounts Receivable 1300 1750 450
Inventory 1900 1600 (300)
Plant assets 1700 1900 200
Accumulated depreciation (1170) (1200) (30)
Long-term investments 1420 1300 (120)

6300 7150
Accounts payable 900 1200 300
Accrued liabilities 250 200 (50)
Bond payable 1550 1400 (150)
Capital stock 1700 1900 200
Retained earnings 1900 2450 550

6300 7150
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Cash flow from operating activities:

Net income $810
Adjustments to reconcile net income to net cash provided by operating activities

Depreciation expense (1200-1170) 30

Gain on sale of investments (80)

- Increase in accounts receivable (450)

+ decrease in inventories 300

+Increase in accounts payable 300

- Decrease in accrued liabilities (50)

Net cash provided by operating activities 860
Cash flows from investing activities

Sale of investments (1420-1300+80) 200

Purchase of plant assets (1900-1700-70) (130)

Net cash provided by investing activities 70
Cash flows from financing activities

Issuance of capital stock (1900-1700-70) 130
Redemption of bonds payable (150)

Payment of cash dividends (260)

Net cash provided by financing activities 280
Net increase in cash 650
Cash, January 1, 2020 1150
Cash, December 31, 2020 $1800
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Indirect Method

Cash flow from operating activities:

Receipts:

From customers (6900-450) 6450 6450

Payments:

To supplier (4700-300-300) 4100

To selling expenses (930-30) 900

To income tax 540

To accrued liabilities 50 (5590)
Net cash provided by operating activities 860

Cash flows from investing activities

Sale of investments (1420-1300+80) 200
Purchase of plant assets (1900-1700-70) (130)
Net cash provided by investing activities 70

Cash flows from financing activities

Issuance of capital stock (1900-1700-70) 130

Redemption of bonds payable (150)

Payment of cash dividends (260)

Net cash provided by financing activities 280
Net increase in cash 650
Cash, January 1,2020 1150
Cash, December 31, 2020 $1800
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