
Financial Accounting

Module 14: Statement of Cash Flows



Module Learning Outcomes

Prepare a Statement of Cash Flows

14.1: Define cash flows and the purpose of the Statement of Cash 
Flows

14.2: Understand how a statement of Cash Flows is prepared using 
the indirect method

14.3: Prepare a Statement of Cash Flow



Statement of Cash Flows



Learning Outcomes: Statement of Cash Flows

14.1: Define cash flows and the purpose of the Statement of Cash 
Flows

14.1.1: Explain the purpose of the Statement of Cash Flows

14.1.2: List and describe the elements of the Statement of Cash Flows

14.1.3: Distinguish between the Direct and Indirect methods of preparing a 
Statement of Cash Flows

14.1.4: Calculate cash flows from operating activities by the direct method



Explain the Purpose of the Statement of Cash 
Flows

Cash Flow Introduction

Cash Flow Introduction

http://www.youtube.com/watch?v=QlwZNMdUgAo


Explain the Purpose of the Statement of Cash 
Flows

Statement of Cash Flows provides cash receipt 
and cash payment information and reconciles 
the change in cash for a period of time.

Cash receipts and cash payments are 
summarized and categorized as operating, 
investing, or financing activities. It indicates 
where cash came from and where cash went 
for a period of time.

Provides useful information to management, 
investors, creditors, and other interested parties 
and information about the effects on cash of 
the operating, investing, and financing 
activities of a company during an accounting 
period.



List and Describe the elements of the Statement of 
Cash Flow

Statement of cash flows classifies cash receipts and disbursements as operating, investing, 
and financing cash flows. Both inflows and outflows are included within each category.

1. Operating activities generally include the cash effects (inflows and outflows) of 

transactions and other events that enter into the determination of net income. 

Cash inflows from operating activities affect items that appear on the income 

statement and include: 

a. cash receipts from sales of goods or services; 

b. interest received from making loans; 

c. dividends received from investments in equity securities; 

d. cash received from the sale of trading securities; and 

e. other cash receipts that do not arise from transactions defined as investing or 

financing activities, such as amounts received to settle lawsuits, proceeds of 

certain insurance settlements, and cash refunds from suppliers.



List and Describe the elements of the Statement of 
Cash Flow (cont’d)

2. Investing activities include transactions involving 

the acquisition or disposal of noncurrent assets. 

Cash inflows from investing activities include cash 

received from: (1) the sale of property, plant, and 

equipment; (2) the sale of available-for-sale and 

held-to-maturity securities; and (3) the collection of 

long-term loans made to others. 

Cash outflows for investing activities include cash 

paid: (1) to purchase property, plant, and 

equipment; (2) to purchase available-for-sale and 

held-to-maturity securities; and (3) to make long-

term loans to others.



List and Describe the elements of the Statement of 
Cash Flow (cont’d)

3. Financing activities generally include the cash effects (inflows and outflows) of 

transactions and other events involving creditors and owners. 

Cash inflows from financing activities include cash received from issuing capital 

stock and bonds, mortgages, and notes, and from other short- or long-term 

borrowing. 

Cash outflows for financing activities include payments of cash dividends or 

other distributions to owners (including cash paid to purchase treasury stock) 

and repayments of amounts borrowed. Payment of interest is not included 

because interest expense appears on the income statement and is, therefore, 

included in operating activities. Cash payments to settle accounts payable, 

wages payable, and income taxes payable are not financing activities. These 

payments are included in the operating activities section.



Distinguish Between the Direct and Indirect 
Methods of Preparing a Statement of Cash Flows

Cash flows from operating activities show 
the net amount of cash received or 
disbursed during a given period for items 
that normally appear on the income 
statement. You can calculate these cash 
flows using either the direct or indirect 
method. The direct method deducts from 
cash sales only those operating expenses 
that consumed cash. This method converts 
each item on the income statement 
directly to a cash basis. Alternatively, the 
indirect method starts with accrual basis 
net income and indirectly adjusts net 
income for items that affected reported 
net income but did not involve cash.

The direct method converts each item on the 
income statement to a cash basis.

Beginning balance $ 1,750

Accrual basis sales 45,785

Balance before payments 47,535

Less: Ending balance 1,735

Cash payments from customers $ 45,800



Calculate Cash Flows from Operating Activities 
Using the Direct Method

The direct method of presenting the statement of cash flows presents the specific cash flows 

associated with items that affect cash flow. Items that typically do so include:

● Cash collected from customers

● Interest and dividends received

● Cash paid to employees

● Cash paid to suppliers

● Interest paid

● Income taxes paid

Intro to Cash Flow Statements | Direct Method

💥Direct Method Cash Flow Statement Cheat Sheet → https://accountingstuff.co/shop

Learn all about the Cash Flow Statement and how to prepare it using the Direct Method.

▪ Cash Flow Accounting with the Direct Method (Part 2) → https://youtu.be/KOR10VPsyO8
▪ Cash Flow Accounting with the Indirect Method (Part 3) → https://youtu.be/8CH-6wdfz0Y

Many people have a hard time getting to grips with the Statement of Cash Flows, but in this episode of Accounting Basics for Beginners we break it down into nice and tasty, brain digestible chunks.  

You'll learn why CASH IS KING, and why the Direct Method is preferred by Investors.  We break down the Cash Flow Statement into it's three sections:

→ Cash Flows from Operating Activities
→ Cash Flows from Investing Activities
→ Cash Flows from Financing Activities

Last but not least... I'll explain why despite all the advantages of the Direct Method.  Most corporations opt for the Indirect Method instead.

🔴Subscribe for more Accounting Tutorials → https://geni.us/subtothechannel

👂LISTEN TO HARRY POTTER
▪ Audible → http://geni.us/8KaGkp

🖊STUFF I USED IN THIS VIDEO
▪ The pens → https://geni.us/sTPHTV
▪ The bullet journal → https://geni.us/yToB

⏱️TIMESTAMPS
00:00 - Intro
00:51 - Cash is King
01:23 - Difference between Cash and Profit
01:53 - Difference between Cash and Cash Flows
02:07 - Accrual Basis Doesn't Measure Cash Flows
02:34 - The Biggest Reason Start-Ups Fail
03:06 - What is a Cash Flow Statement?
03:53 - How does the Cash Flow Statement Work?
04:56 - Cash Flow from Financing Activities
05:30 - Cash Flow from Investing Activities
06:46 - Cash Flow from Operating Activities
07:35 - What is the Direct Method?
07:58 - How the Direct Method Works
10:21 - Advantages of the Direct Method
10:38 - Disadvantages of the Direct Method

🔎FAQ
▪ My Favourite Accounting Book for Beginners → http://geni.us/5mKR7m

🔝 CLOUD ACCOUNTING SOFTWARE
▪ QuickBooks Online USA (FREE TRIAL/DISCOUNT) → http://geni.us/jA9N
▪ QuickBooks Online Canada (FREE TRIAL/DISCOUNT) → https://geni.us/bNN7

🚶FOLLOW ME ON
▪ Insta → https://www.instagram.com/accountingstuff
▪ Twitter → https://twitter.com/AccountantStuff

🎬LEARN ACCOUNTING BASICS FOR FREE
▪ The Full Playlist → https://www.youtube.com/playlist?list=PL5zKSeS09l339nB6ujJPQ9Rsv99_b-aTb
________________________
DISCLAIMER 

Some of the links above are affiliate links, where I earn a small commission if you click on the link and purchase an item. You are not obligated to do so, but it does help fund these videos in hopes of bringing value to you! 

For sponsorship, product reviews, and collaboration, you can email me here: james@accountingstuff.co
________________________

#accounting #accountingbasics #accountingstuff

http://www.youtube.com/watch?v=Xy-yDw0gsgc


In a company’s Statement of Cash Flows, which of these activities generate 
positive cash flow from a financing activity?

A. A $100,000 increase in value of a parcel of land. 

B. A company acquiring additional treasury stock.

C. A company issuing 10,000 shares of additional stock.

D. A company paying the shareholders dividends.

Practice Question 1



Indirect Method of Preparing a Statement of 
Cash Flows



Learning Outcomes: Indirect Method of Preparing 
a Statement of Cash Flows

14.2: Understand how a statement of Cash Flows is prepared using 
the indirect method

14.2.1: Identify Cash Flows using the indirect method

14.2.2: Calculate cash flows from investing activities

14.2.3: Calculate cash flows from financing activities



Identify Cash Flows Using the Indirect Method

The direct method deducts from 

cash sales only those operating 

expenses that consumed cash. 

This method converts each item 

on the income statement directly 

to a cash basis. Alternatively, the 

indirect method starts with 

accrual basis net income and 

indirectly adjusts net income for 

items that affected reported net 

income but did not involve cash.

Cash flows from investing and 

financing are prepared the same 

way under the direct and indirect 

methods for the statement of 

cash flows.

Cash Flows from Operating Activities: Net Income

+ Depreciation Expense (from income statement)

+ Losses (from income statement)

– Gains (from income statement)

+ Amortization, depletion (from income statement)

+ DECREASE in Current Assets (other than cash)

– INCREASE in Current Assets (other than cash)

+ Increase in Current Liabilities

– Decrease in Current Liabilities

Net cash provided by Operating Activities



Identify Cash Flows Using the Indirect Method

Statement of Cash Flows: Operating Activities Example - Financial Accounting video

The Statement of Cash Flows is unmistakably the most difficult of the financial statements to prepare. With three sections, operating activities, investing activities, and financing activities, students often find the statement of cash flows to be a bit challenging to master. In financial accounting, students first have to assimilate to the idea of accrual accounting where revenues are recorded when earned and expenses are recorded when incurred (revenue recognition principle and matching principle). When students finally have this topic down they are asked to complete the statement of cash flows which only represents cash inflows and outflows (the opposite of accrual accounting). Therefore, instead of taking balances from the ledger accounts and placing them on a financial statement (i.e. balance sheet, income statement) we have to look at the changes in the account balances (i.e. change from beginning balance to ending balance). - see the rest of this blog entry at www.TheAccountingDr.com.

--

Thank you all for your wonderful support. Because of your support we have been able to reach and help numerous accounting students. Please continue to be a part of our mission to help other accounting students be successful by giving our videos thumbs up, giving comments and adding our videos to your favorites.

Subscribe: http://www.youtube.com/subscription_center?add_user=routhwsuedu

Like me on Facebook and post your questions/topics of interest: http://www.facebook.com/TheAccountingDoctor

--

For more accounting/how to eLectures (and accompanying lecture notes) similar to Statement of Cash Flows: Operating Activities Example video, blog, FAQs and accounting eBooks visit http://www.TheAccountingDr.com.

Statement of Cash Flows: Operating Activities Example - Financial Accounting video: http://youtu.be/Kh1dLLKn4fU

--

Please note that videos may require Flash media and may not play on devices without Flash capabilities (i.e. iPad). If you are having difficulty viewing this video on YouTube, these videos may also be viewed without Flash on my website at http://www.TheAccountingDr.com.

http://www.youtube.com/watch?v=Kh1dLLKn4fU


Calculate Cash Flows from Investing Activities

Investing activities would include any changes to long-term assets including fixed assets (also called property, plant, and 
equipment), long-term investments in notes receivable, or stocks or bonds of other companies, and intangible assets (patents, 
trademarks, etc.). Where would we find this information? We would look on the balance sheet. If there was a change in any 
long-term asset (increase or decrease during the year), we need to account for that item in the Investing section.

Cash flows from Investing activities:

+ cash received from sale of long-term 

assets

– cash paid for purchase of new long-

term assets

Net cash provided (used) by Investing 

Activities



Calculate Cash Flows from Financing Activities

Financing activities would include any 
changes to long-term liabilities (and 
short-term notes payable from the 
bank) and equity accounts (common 
stock, paid in capital accounts, treasury 
stock, etc.). We would get most of the 
information from the balance sheet, but 
it may be necessary to use the 
Statement of Retained Earnings as well 
for any information on dividends. As 
with investing, if there has been a 
change in a long-term liability or equity 
(increase or decrease during the year), 
we must account for the item in the 
Financing section of the statement of 
cash flows.

Cash flows from Financing activities:

+ cash received from long-term 

liabilities

– cash paid on long-term liabilities

+ cash received from issuing stock

– cash paid for dividends

– cash paid to purchase treasury stock

Net cash provided (used) by Financing 

Activities



Preparing a Statement of Cash Flows



Learning Outcomes: Preparing a Statement of 
Cash Flows

14.3: Prepare a Statement of Cash Flow
14.3.1: Prepare a Statement of Cash Flows in Proper Form (both direct and 
indirect)

14.3.2: Demonstrate the use of a worksheet to create the Statement of Cash 
Flows

14.3.3: Explain required disclosures, including non-cash activities



Prepare a Statement of Cash Flows In Proper Form 
(both from Direct and Indirect Method)

Accountants follow specific procedures 
when preparing a statement of cash flows.

1. After determining the change in cash, the 
first step is to calculate the cash flows 
from operating activities, using either the 
direct or indirect method.

2. The second step is to analyze all of the 
noncurrent accounts and additional data 
for changes resulting from investing and 
financing activities.

3. The third step is to arrange the 
information gathered in steps 1 and 2 into 
the proper format for the statement of 
cash flows.
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Rumble Corp.Statement of Cash Flowsfor the year ended 12/31/x1

In millions

Cash flows from operating activities

Net income $ 2,610

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

Depreciation and amortization 125

Decrease in Accounts Receivable 15

Gain on sale of equipment (90)

Increase in Accounts Payable 32

Increase in income taxes payable 80

Increase in other liabilities 18

Total adjustments 180

Net cash from operating activities $2,790

Cash flows from investing activities

Purchase of property, plant, and equipment (580)

Proceeds from sale of equipment 150

Net cash used in investing activities (430)

Proceeds from issuance of common stock 1,000

Proceeds from issuance of long-term debt 500

Dividends paid (460)

Net cash used in financing activities 1,040

Net increase in cash and cash equivalents 3,400

Cash and cash equivalents at beginning of period 1,640

Cash and cash equivalents at end of period $5,040

Supplemental information:

Cash paid for interest $ 310

Cash paid for income taxes $ 1,700



Prepare a Statement of Cash Flows In Proper Form 
(both from Direct and Indirect Method)

Step Two:

Cash flows from investing activities

Purchase of property, plant, and equipment (580)

Proceeds from sale of equipment 150

Net cash used in investing activities (430)



Prepare a Statement of Cash Flows In Proper Form 
(both from Direct and Indirect Method)

Step 3:

Cash flows from financing activities

Proceeds from issuance of common stock 1,000

Proceeds from issuance of long-term debt 500

Dividends paid (460)

Net cash used in financing activities 1,040

Net increase in cash and cash equivalents 3,400

Cash and cash equivalents at beginning of period 1,640

Cash and cash equivalents at end of period $5,040

Supplemental information:

Cash paid for interest $ 310

Cash paid for income taxes $ 1,700



Demonstrate the Use of a 
Worksheet to Create the 
Statement of Cash Flows

In order to ensure accuracy and make the process 
as efficient as possible, accountants have 
developed a worksheet process to create the 
statement of cash flows. We’ll demonstrate that 
process here using the indirect method because 
that is its most common use and the indirect 
method is the most common presentation.

Panel B – Statement of Cash Flows

Cash Flows from Operating Activities:

Net Income

Adjustments to Reconcile Net Income to Net Cash 

Provided by Operating Activities

Depreciation Expense – Plant Assets

Decrease in accounts receivable

Gain on sale of equipment

Increase in Accounts Payable

Increase in Wages Payable

Increase in Income Taxes Payable

Net Cash Provided by Operating Activities

Cash Flows from Investing Activities:

Cash Paid for Acquisition of Plant Assets

Proceeds from sale of equipment

Net Cash Used for Investing Activities

Cash Flows from Financing Activities:

Cash Receipt from Issuance of Common Stock

Proceeds from issuance of long-term debt

Cash Payment of Dividends

Net Cash Provided by Financing Activities

Net Increase (Decrease) in Cash:

Total

–



Demonstrate the Use of a Worksheet to Create the 
Statement of Cash Flows
Fiscal year is January-December. All values USD millions.

2015 2016 2017 2018 2019

Net Income before Extraordinaries 752.21M 692.16M 521.76M 531.45M 423.64M

Depreciation, Depletion & Amortization 198.07M 209.56M 222.19M 264.86M 232.54M

Depreciation and Depletion 195.27M 202.56M 217.99M 264.46M 231.64M

Amortization of Intangible Assets 2.8M 7M 4.2M 400,000 900,000

Deferred Taxes & Investment Tax Credit (16.48M) (165,000) 50.86M (33.98M) 21.55M

Deferred Taxes (16.48M) (165,000) 50.86M (33.98M) 21.55M

Investment Tax Credit - - - - -

Other Funds 174.68M 228.06M 266.25M 239.04M 248.98M

Funds from Operations 1.11B 1.13B 1.06B 1B 926.7M

Extraordinaries - - - - -

Changes in Working Capital (8.35M) 44.73M (55.99M) 204.54M (58.43M)

Receivables (13.67M) (45.93M) (18.15M) 9.92M 44.9M

Accounts Payable 138.82M 38.24M 10.13M 196.19M (18.46M)

Other Assets/Liabilities 21.71M (32.65M) (27.38M) 29.5M (26.17M)

Net Operating Cash Flow 1.1B 1.17B 1.01B 1.21B 868.27M

Operating 

Activities



Demonstrate the Use of a Worksheet to Create the 
Statement of Cash Flows

2015 2016 2017 2018 2019 5-year 

trend

Capital Expenditures (259.97M) (256.26M) (206.29M) (213.52M) (181.44M)

Capital Expenditures (Fixed Assets) (259.97M) (256.26M) (206.29M) (213.52M) (181.44M)

Capital Expenditures (Other Assets) - - - - -

Net Assets from Acquisitions (59.91M) - - - (7M)

Sale of Fixed Assets & Businesses - - - - -

Purchase/Sale of Investments 11.51M 40.01M 6.92M (10.01M) 10.01M

Purchase of Investments - - - (10.01M) -

Sale/Maturity of Investments 11.51M 40.01M 6.92M - 10.01M

Other Uses (3.75B) (3.66B) (3.59B) (3.76B) (3.85B)

Other Sources 3.14B 3.49B 3.23B 3.33B 3.52B

Net Investing Cash Flow (915.85M) (392.73M) (562.47M) (662.27M) (508.13M)

Investing Activities



Demonstrate the Use of a Worksheet to Create the 
Statement of Cash Flows

2015 2016 2017 2018 2019 5-year 

trend

Cash Dividends Paid - Total (249.26M) (252.32M) (251.86M) (245.81M) (237.22M)

Common Dividends (249.26M) (252.32M) (251.86M) (245.81M) (237.22M)

Preferred Dividends - - - - -

Change in Capital Stock (1.52B) (449.56M) (453.91M) (387.08M) (292.93M)

Repurchase of Common & Preferred Stk. (1.54B) (465.34M) (465.26M) (390.61M) (296.52M)

Sale of Common & Preferred Stock 20.18M 15.78M 11.35M 3.53M 3.59M

Proceeds from Stock Options - - - - -

Other Proceeds from Sale of Stock 20.18M 15.78M 11.35M 3.53M 3.59M

Issuance/Reduction of Debt, Net 1.4B (78.26M) 155.51M 618.13M (182.07M)

Change in Current Debt 469.47M (145.81M) 212.81M (135.36M) (563.45M)

Change in Long-Term Debt 927.69M 67.56M (57.3M) 753.48M 381.38M

Issuance of Long-Term Debt 2.62B 1.26B 1.36B 2.1B 2.4B

Reduction in Long-Term Debt (1.69B) (1.19B) (1.42B) (1.35B) (2.02B)

Other Funds 14.88M 45.75M 8.46M - -

Other Uses - - - - -

Other Sources 14.88M 45.75M 8.46M - -

Net Financing Cash Flow (354.06M) (734.39M) (541.8M) (14.76M) (712.22M)

Financing Activities



Chadwick is asked by his fellow classmate to give an example of an investing or 
financing activity that takes place without generating or consuming cash, 
otherwise known as a noncash expense. Which of the following is an example 
of a noncash expense? 

A. Sale of common stock

B. Depreciation

C. Sale of a building

D. Payment of taxes

Practice Question 2



Quick Review

• What is the purpose of the Statement of Cash Flows?

• What are each of the elements of the Statement of Cash Flows?

• What is the difference between the Direct and Indirect methods of preparing a 

Statement of Cash Flows?

• How are cash flows from operating activities by the direct method calculated?

• How are cash Flows identified using the indirect method?

• How are cash flows from investing activities calculated?

• How are cash flows from financing activities calculated?

• How is a Statement of Cash Flows in Proper Form (both direct and indirect) 

prepared?

• How is a worksheet used to create the Statement of Cash Flows?

• What are the required disclosures, including non-cash activities?
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