How to Prepare a Statement of Cash Flows
1. Format (3 sets of 3) the page (one page for formal Statement, use another page for rough calculations)

a. 3-line title:  Company Name, Cash Flow Statement, Period Ended . . . 

b. 3 sections:  Operating Activities, Investing Activities, Financing Activities

c. 3-line answer 
i. Net increase (decrease) in cash

ii. Cash, beginning of year (from SFP)
iii. Cash, end of year (from SFP)


2. Operating activities – use indirect or direct method

Indirect method 



Net Income


Add back noncash expenses (E.g. depreciation)



Add back losses (deduct gains) on sale of assets 

[Hint: recreate T accounts & journal entries for assets and accumulated depreciation]


Deduct increases (add decreases) in Current Assets  



[Hint: for assets, do opposites: add decreases, deduct increases]



Add increases (deduct decreases) in Current Liabilities




[Hint: for liabilities, do the same: add increases, deduct decreases]


Direct method


Cash Receipts [Hint: R&R, opposites: add decrease]

From customers, investments: Revenue + decrease in Receivables (- increase)


Cash Payments
[Hint: Expenses: for Assets same, for Liabilities opposite]



To suppliers: COGS + increase Inventory (- decrease) + decrease in Payables (- increase)



For expenses: non-cash Expenses + increase Prepaids (- decrease) + decrease Accruals (- increase)



For interest: Interest Expense 

   + decrease in Interest Payable (- increase)



For income tax: Income Tax Expense 
      + decrease in Taxes Payable (- increase)

3. Investing activities – analyze Long Term Assets (“wealthy” side of SFP, E.g. investments, pp&e)

Add cash from sale of Long Term Assets

Deduct cash used to purchase Long Term Assets 

[Hint: recreate T accounts & journal entries. Find Cash! It’s like a treasure hunt!]
4. Financing activities – analyze Liabilities and Equity (“poor” side of SFP: debt, equity)
Add cash from borrowing or sale of shares

Deduct cash used to repay loans or reacquire shares

Deduct cash used for dividends

[Hint: recreate T accounts & journal entries. Find Cash! It’s like a treasure hunt!]
5. Check! 
Your three subtotals from operating, investing and financing activities should add up to 

Net increase (decrease) in cash (from step one above)

6. Note: disclose significant noncash activities E.g. issue debt or shares to purchase asset

Memory Summary

(Indirect Method - assets opposites, liabilities same) (ao ls)

(Direct Method - revenue + assets opposite; expenses + assets same, expenses + liabilities opposite) (revao expaslo)

Operating Activities


Current Assets & Current Liabilities





Investing Activities	Financing Activities


Long Term Assets	Long Term Liabilities


			and Equity








