PURPOSE OF THE STATEMENT OF CASH FLOWS

The primary purpose of a statement of cash flows is to allow users to assess the enter-
prise’s capacity to generate cash and cash equivalents and its needs for cash resources.?4

Reporting the sources, uses, and net increase or decrease in cash helps investors, cred-
itors, and others know what is happening to a company’s most liquid resource. Because
most individuals maintain their chequebook and prepare their tax return on a cash basis,
they can relate to the statement of cash flows and comprehend the causes and effects of
cash inflows and outflows and the net increase or decrease in cash. The statement of cash
flows provides answers to the following simple but important questions:

1. Where did the cash come from during the period?
2. What was the cash used for during the period?
3. What was the change in the cash balance during the period?

CONTENT AND FORMAT OF THE STATEMENT OF CASH FLOWS

Cash receipts and cash payments during a period are classified in the statement of cash
flows into three different activities: operating, investing, and financing activities.
These are the main types of activities that companies enter into. These classifications
are defined as follows:

1 represent the enterprise’s principal revenue-producing activ-
ities and all other activities not related to investing or financing.

2 represent the acquisitions and disposal of long-term assets and
other investments not included in “cash equivalents.”

3. represent activities that result in changes in the size and com-
position of the enterprise’s equity capital and borrowings.2

With cash flows classified into those three categories, the statement of cash flows has
assumed the following basic format:



Statement of Cash Flows

Cash flows from operating activities
Cash flows from investing activities
Cash flows from financing activities
MNet increase (decrease) in cash
Cash at beginning of year

Cash at end of year
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"he inflows and outflows of cash classified by activity are shown in Illustration 5-16
The statement’s value is that it helps users evaluate liquidity, solvency, and finan-

.al flexibility as previously defined. Chapter 23 deals with the preparation and content

¢ the statement of cash flows in detail. Comprehensive coverage of this topic has been

‘eferred to that later chapter so that several elements and complex topics that make
'p the content of a typical statement of cash flows may be covered in intervening chap-
ors. The presentation in this chapter is introductory, a reminder of the statement of

1sh flows” existence and usefulness.

Operating Activities Investing Activities

When cash receipts

~Sale of property, plant, and equipment.

Financing Activities

‘lssuance of equity

{revenues) exceed ~Sale of debt or equity securities of securities,
cash expenditures other entities. *Issuance of debt
(expenses). =Collection of loans to other entities. {bonds and notes),
Inflows of Cash Inflows of Cash
Cash Pool
Outflows of Cash Outflows of Cash
i Operating Activities I Investing Activities Financing Activities
wWhen cash expenditures ::ﬁhm of property, plant, and *Payment _uf dividends.
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“Loans to other entities.























































