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These	practice	problems	are	designed	to	help	students	grasp	key	concepts	related	to	cash	flow	statements	and	prepare	them	for	exams	and	interviews.	By	solving	these	exercises,	students	can	develop	a	deeper	understanding	of	how	to	calculate	net	cash	flows	from	operating,	investing,	and	financing	activities.	**Problem	1:	Net	Cash	Flow	from
Operating	Activities**	A	summarized	cash	book	for	Zenith	Ltd.	is	provided	below.	Calculate	the	net	cash	flow	from	operating	activities.	**Solution**	[Dependent	on	solution	provided	by	original	text]	**Problem	2:	Net	Cash	Flows	from	Operating	Activities**	Given	a	profit	and	loss	account	for	Samarth	Ltd.,	calculate	the	net	cash	flows	from	operating
activities.	**Solution**	[Dependent	on	solution	provided	by	original	text]	**Problem	3:	Net	Cash	Flow	from	Investing	Activities**	From	information	extracted	from	Max	Ltd.'s	book	of	accounts	for	the	year	2019-20,	calculate	the	net	cash	flow	from	investing	activities.	Additional	details	include:	*	Depreciation	charged	on	furniture	during	the	year	was
$10,000.	*	Depreciation	on	machinery	charged	during	the	year	was	$25,000.	*	Machinery	with	a	book	value	of	$80,000	was	sold	for	$75,000.	*	Land	was	sold	at	a	profit	of	$90,000.	**Solution**	[Dependent	on	solution	provided	by	original	text]	**Problem	4:	Net	Cash	Flow	from	Investing	Activities**	You	received	the	following	information	from	Hema
Enterprises	Pvt.	Ltd.:	Calculate	the	net	cash	flow	from	investing	activities.	Details	include:	*	Furniture	costing	$100,000	(accumulated	depreciation	$20,000)	was	sold	for	$70,000.	*	Machinery	costing	$100,000	(accumulated	depreciation	$30,000)	was	sold	for	$80,000.	**Solution**	[Dependent	on	solution	provided	by	original	text]	**Problem	5:	Net
Cash	Flows	from	Financing	Activities**	Given	information	acquired	from	Tarapoore	Ltd.,	calculate	net	cash	flows	from	financing	activities	for	the	year	2019-20.	Note:	Interest	on	debentures	paid	during	the	year	was	$30,000	and	on	bank	loan	$40,000.	**Solution**	[Dependent	on	solution	provided	by	original	text]	**Problem	6:	Net	Cash	Flows	from
Financing	Activities**	Base	Ltd.	provides	the	following	information	to	calculate	net	cash	flows	from	financing	activities	for	the	year	2019-20:	*	Interest	on	debentures	paid	in	total	during	the	year	was	$60,000.	*	Interest	on	bank	loan	paid	during	the	year	was	$25,000.	*	Dividends	paid	during	the	year	amounted	to	$120,000.	**Solution**	[Dependent	on
solution	provided	by	original	text]	The	author's	background	includes	studying	at	reputable	institutions	such	as	Biola	University	and	affiliations	with	professional	organizations	like	the	CFA	Institute.	To	learn	more	about	him,	visit	his	personal	website	or	check	out	his	profiles	on	Amazon,	Nasdaq,	and	Forbes.	Home	»	Exercises	»	Statement	of	Cash
Flows	[Exercises]	Chapter	Name:	Statement	of	Cash	Flows	Section:	Exercises	Number	of	Exercises:	13	Solutions:	Solutions	available	for	all	13	exercises	Trying	to	solve	each	exercise	on	your	own	before	referring	to	the	provided	solutions	is	highly	recommended.	If	you're	struggling	with	these	exercises	or	need	clarification,	you	can	find	a	detailed
explanation	in	our	website's	explanations	section,	specifically	the	statement	of	cash	flows	chapter.	A	cash	flow	statement	outlines	an	entity's	inflows	and	outflows	of	cash	over	a	specific	period.	It	is	one	of	three	primary	financial	statements	that	provide	insight	into	a	business's	financial	performance	and	health.	The	importance	of	a	cash	flow	statement
lies	in	its	ability	to	assess	liquidity	and	solvency,	indicating	whether	a	company	can	meet	both	short-term	and	long-term	obligations.	The	benefits	of	utilizing	a	cash	flow	statement	include	evaluating	profitability	and	efficiency	by	examining	how	much	cash	is	generated	from	sales	and	spent	on	costs	and	assets.	It	also	helps	identify	sources	and	uses	of
cash	and	provides	valuable	information	for	planning	and	forecasting	future	cash	flows.	An	example	of	a	hypothetical	company's	cash	flow	statement,	ABC	Company,	for	the	year	ended	December	31,	2023,	can	be	found	below:	Cash	Flow	Statement	Analysis:	The	cash	flow	statement	provides	a	comprehensive	view	of	a	company's	liquidity	and	solvency.
It	categorizes	transactions	into	three	main	areas:	operating,	investing,	and	financing	activities.	Operating	Activities:	-	Represent	core	business	operations	-	Include	cash	inflows/outflows	from	sales,	salaries,	taxes,	interest,	and	expenses	-	Measure	the	ability	to	generate	cash	from	normal	business	activities	-	Indicate	earnings	quality	and	sustainability
Example:	*	Cash	Inflows:	+	Customer	payments:	$500,000	+	Interest	income:	$10,000	*	Cash	Outflows:	+	Supplier	payments:	-$300,000	+	Employee	salaries:	-$100,000	+	Rent	and	utilities:	-$50,000	+	Taxes:	-$40,000	+	Interest	expense:	-$20,000	*	Net	Cash	Flow	from	Operating	Activities:	$0	Investing	Activities:	-	Involve	cash	outflows	for	long-term
investments,	such	as	property	and	equipment	purchases	-	Can	include	the	sale	of	marketable	securities	or	subsidiary	acquisitions	-	Measure	the	company's	ability	to	invest	in	its	growth	and	expansion	Example:	*	Purchase	of	property,	plant,	and	equipment:	-$20,000	*	Sale	of	marketable	securities:	$5,000	*	Acquisition	of	subsidiary:	-$15,000	*	Net
Cash	Used	in	Investing	Activities:	-$30,000	Financing	Activities:	-	Relate	to	external	financing,	such	as	debt	issuance	or	stock	sales	-	Can	include	dividend	payments	and	long-term	debt	repayment	-	Measure	the	company's	ability	to	raise	capital	and	manage	its	financial	obligations	Example:	*	Proceeds	from	common	stock	issuance:	$10,000	*
Repayment	of	long-term	debt:	-$8,000	*	Payment	of	dividends:	-$12,000	*	Net	Cash	Used	in	Financing	Activities:	-$10,000	The	cash	flow	statement	provides	valuable	insights	into	a	company's	financial	health	and	management	decisions.	By	analyzing	the	three	main	sections,	investors	and	stakeholders	can	gain	a	deeper	understanding	of	a	company's
liquidity,	solvency,	and	growth	prospects.	Breaking	even	on	operations	implies	a	company	neither	generates	nor	consumes	cash	through	its	core	business.	Investing	activities	involve	acquiring	or	disposing	of	long-term	assets	and	investments.	This	includes	buying	property,	plant,	and	equipment,	as	well	as	securities	and	other	financial	assets.	A
negative	investing	cash	flow	signifies	expansion	and	growth,	while	a	positive	one	might	indicate	contraction	or	divestment.	For	instance,	a	furniture	company	may	have	the	following	investing	cash	flows:	inflows	from	selling	a	warehouse	($200,000),	shares	of	another	company	($50,000),	and	dividends	from	another	company	($10,000);	outflows
include	buying	a	new	factory	($400,000)	and	machinery	($100,000).	The	net	cash	flow	from	investing	activities	is	-$240,000,	indicating	the	company	is	investing	in	its	long-term	assets.	Financing	activities	concern	debt	and	equity	issuance	or	repayment.	This	includes	issuing	shares	or	bonds,	repurchasing	them,	paying	dividends	or	interest	to
shareholders	or	bondholders,	and	borrowing	or	lending	money.	A	positive	financing	cash	flow	signifies	increasing	debt	or	equity	financing,	while	a	negative	one	might	indicate	decreasing	financing.	For	example,	the	same	furniture	company	may	have	the	following	financing	cash	flows:	inflows	from	issuing	new	shares	($300,000)	and	bonds	($200,000);
outflows	include	repurchasing	old	shares	($100,000),	repaying	old	bonds	($50,000),	and	paying	dividends	to	shareholders	($40,000).	The	net	cash	flow	from	financing	activities	is	$310,000,	indicating	the	company	is	increasing	its	debt	or	equity	financing.	The	company's	finances	are	being	fueled	more	by	incoming	cash	than	outgoing	payments,
prompting	it	to	increase	its	debt	and	equity	financing.	By	dissecting	the	cash	flow	statement	into	its	constituent	parts,	one	can	gain	a	deeper	understanding	of	the	company's	financial	trajectory	and	strategic	decisions.	This	analysis	reveals	how	the	company	generates	and	spends	cash,	invests	in	its	activities,	manages	liquidity	and	solvency,	and
compares	favorably	with	its	income	statement	and	balance	sheet	counterparts.	A	cash	flow	statement	serves	as	a	valuable	tool	for	addressing	common	questions	and	evaluating	the	financial	well-being	of	a	company.	FasterCapital's	team	collaborates	closely	with	clients	to	craft	a	pitch	deck	that	convinces	investors.	The	direct	method	and	indirect
method	are	two	primary	formats	used	in	presenting	cash	flow	statements,	each	providing	unique	insights	into	a	company's	cash	inflows	and	outflows	over	a	specific	period.	The	direct	method	presents	actual	cash	receipts	and	payments	in	detail,	while	the	indirect	method	starts	with	net	income	and	adjusts	for	non-cash	items	to	arrive	at	net	cash
provided	by	operating	activities.	Key	differences	between	the	two	methods	include:	-	The	direct	method	offers	a	clearer	picture	of	actual	cash	movements	within	the	company.	-	The	indirect	method	is	more	commonly	used	due	to	its	simplicity	and	alignment	with	accrual	accounting	principles.	Financial	analysts	utilize	various	ratios	and	metrics	to
analyze	a	company's	cash	flow	statement,	which	showcases	how	much	cash	the	business	generates	and	uses	in	a	specific	period.	This	analysis	helps	assess	liquidity	and	solvency,	as	well	as	reveals	the	quality	of	earnings,	sources	and	uses	of	funds,	potential	risks,	and	opportunities	for	growth.	Commonly	used	ratios	and	metrics	include:	1.	**Cash	Flow
from	Operations	(CFO):**	Reflects	the	cash	generated	by	core	business	activities,	such	as	selling	goods,	paying	suppliers,	collecting	receivables,	and	more.	A	high	and	growing	CFO	indicates	a	strong	operation	that	can	fund	its	own	growth	and	investments.	2.	**Cash	Flow	from	Investing	(CFI):**	Represents	the	cash	used	or	received	for	investing
activities	like	buying	or	selling	fixed	assets,	making	loans,	or	acquiring/disposing	of	subsidiaries.	A	negative	CFI	may	indicate	excessive	investment	in	future	growth,	while	a	positive	one	could	suggest	divestment	or	liquidation.	These	metrics	help	evaluate	profitability	and	sustainability	by	comparing	CFO	with	net	income.	They	also	aid	in	identifying
potential	issues,	such	as	low	cash	generation	or	non-cash	items	that	might	inflate	earnings.	CFI:	Indicator	of	Investing	Activities	and	Growth	CFI	stands	for	cash	flow	from	investing	activities,	representing	the	difference	between	a	company's	investments	and	returns	on	those	investments.	Issuing	-$200	million	indicates	a	surplus	of	funds	spent	on
growth	opportunities	and	asset	expansion.	Issuing	$200	million	signifies	a	deficit	in	investments,	resulting	in	reduced	assets	and	possibly	dividend	payments.	CFF:	Financing	Activities	and	Capital	Structure	CFF	represents	cash	inflows	or	outflows	from	financing	activities	such	as	debt	issuance,	equity	repurchase,	and	dividend	payment.	A	negative
CFF	indicates	increased	debt	reduction	or	share	buybacks;	a	positive	sign	suggests	increased	leverage	or	retained	earnings.	FCF:	Cash	Flow	and	Financial	Flexibility	Free	cash	flow	(FCF)	is	calculated	by	subtracting	CFI	from	CFO	and	represents	the	amount	of	cash	available	for	discretionary	uses	such	as	dividends,	acquisitions,	or	debt	repayment.	A
positive	FCF	indicates	excess	funds	to	distribute	or	reinvest;	a	negative	FCF	signifies	an	inability	to	cover	operating	expenses.	CCC:	Working	Capital	Efficiency	The	Cash	Conversion	Cycle	(CCC)	measures	the	time	taken	to	convert	inventory	and	receivables	into	cash	minus	payables	processing	time.	A	low	CCC	indicates	efficient	working	capital
management,	while	a	high	value	suggests	difficulties	in	managing	short-term	assets.	The	cash	conversion	cycle	(CCC)	measures	how	quickly	a	business	converts	its	inventory	and	accounts	receivable	into	cash,	as	well	as	its	payment	terms	with	suppliers.	A	high	CCC	indicates	that	the	company	takes	longer	to	collect	receivables	and	sell	inventory	while
having	unfavorable	supplier	payment	terms.	In	contrast,	a	negative	CCC	suggests	the	company	collects	receivables	and	sells	inventory	faster	than	it	pays	suppliers.	To	effectively	answer	cash	flow	statement	questions,	it's	crucial	to	provide	specific	examples	that	support	your	analysis	and	conclusions.	This	includes	scenario	and	case	study	questions
that	test	your	ability	to	apply	your	knowledge	to	real-world	situations	and	problems.	For	instance,	you	might	be	presented	with	a	company	facing	a	cash	flow	issue,	such	as	a	shortage	or	negative	cash	flow,	and	asked	to	identify	the	causes	and	effects,	propose	solutions,	or	recommend	the	best	course	of	action.	To	succeed,	you'll	need	to	utilize	critical
thinking	and	problem-solving	skills	to	analyze	the	situation	and	data	provided,	considering	factors	like	revenue,	expenses,	working	capital,	capital	expenditures,	debt,	dividends,	or	acquisitions.	You	should	also	be	able	to	assess	short-term	and	long-term	implications,	as	well	as	risks	and	opportunities,	and	suggest	realistic	solutions	that	improve	cash
flow.	To	prepare	a	cash	flow	statement,	you	need	to	understand	how	changes	in	net	income	affect	the	company's	cash	balance.	A	positive	adjustment	means	adding	an	amount	to	net	income,	while	a	negative	adjustment	involves	subtracting	from	it.	For	instance,	when	accounts	receivable	increase,	it	indicates	that	more	goods	were	sold	on	credit	than
collected	as	cash,	reducing	operating	activities'	cash	flow.	Next,	calculate	the	investing	activities	section,	which	includes	inflows	and	outflows	from	buying	and	selling	long-term	assets	like	property,	plant,	equipment,	intangible	assets,	and	investments.	To	do	this,	you'll	need	to	find	cash	payments	and	receipts	for	these	transactions	using	the	balance
sheet,	income	statement,	or	financial	statements'	notes.	When	interpreting	the	signs	of	cash	flows,	remember	that	a	positive	flow	means	more	cash	was	received	than	paid,	while	a	negative	flow	indicates	more	cash	was	paid	out	than	received.	For	example,	purchasing	property,	plant,	and	equipment	is	considered	a	negative	cash	flow	because	it
reduces	the	company's	overall	cash	balance.	After	calculating	each	activity's	cash	flow,	sum	them	up	to	determine	the	net	increase	or	decrease	in	cash	for	that	period.	Then,	combine	this	with	the	beginning	cash	balance	to	find	the	ending	cash	balance.	This	should	match	the	balance	sheet's	cash	balance.	When	answering	indirect	method	questions,
start	by	reconciling	net	income	from	the	income	statement	and	then	adjust	it	for	non-cash	items	like	depreciation	and	changes	in	working	capital.	The	adjustments	are	opposite	of	those	made	in	the	direct	method.	The	indirect	method	for	calculating	cash	flows	is	used	to	reconcile	net	income	with	cash	flows.	To	do	this,	adjustments	are	made	to	account
for	non-cash	items	like	depreciation	expenses,	which	increase	cash	flows	by	reducing	net	income.	Next,	changes	in	working	capital	accounts	such	as	accounts	receivable	and	inventory	must	be	considered.	These	adjustments	have	the	same	sign	as	those	in	the	direct	method,	but	with	opposite	signs.	For	instance,	an	increase	in	accounts	receivable	is	a
negative	adjustment	in	the	indirect	method	because	it	increases	net	income	and	reduces	cash	flows.	To	find	the	relevant	information	for	these	adjustments,	look	at	the	income	statement	or	notes	to	the	financial	statements	for	gain/loss	on	asset	sales	and	depreciation	expenses.	The	balance	sheet	or	statement	of	changes	in	equity	can	also	be	used	to
find	changes	in	working	capital	accounts	like	accounts	receivable.	After	adjusting	net	income	for	non-cash	items	and	changes	in	working	capital,	cash	flows	from	operating	activities	will	be	obtained,	which	is	the	same	as	in	the	direct	method.	Following	this,	calculate	cash	flows	from	investing	and	financing	activities	using	the	same	tips	and	strategies
as	in	the	direct	method.	Additionally,	analysis	questions	can	be	used	to	evaluate	the	liquidity	and	solvency	of	a	company	by	identifying	main	sources	and	uses	of	cash	for	each	activity,	comparing	financial	ratios	and	indicators	with	industry	averages	or	historical	trends,	and	explaining	differences	and	similarities	between	the	cash	flow	statement	and
income	statement	and	balance	sheet.	Cash	Flow	Statement:	Understanding	its	Logic	and	Common	Mistakes	The	cash	flow	statement	is	a	crucial	tool	in	accounting	and	finance,	but	it	can	be	challenging	to	understand	and	calculate	correctly.	The	statement	presents	the	inflows	and	outflows	of	cash	and	cash	equivalents	during	an	accounting	period.	It's
essential	to	distinguish	between	different	components	of	cash	flow,	such	as	cash	flow	from	operations,	investing	activities,	and	financing	activities.	Investing	activities	tend	to	show	a	negative	cash	flow	as	they	involve	expenditure	on	assets	like	property,	plant,	and	equipment,	or	investments.	Cash	from	financing	activities	can	be	positive	or	negative
based	on	the	company's	debt	or	equity	transactions,	as	well	as	dividend	payments.	To	accurately	determine	cash	flows,	one	must	pay	attention	to	direction	and	use	the	correct	signs	for	each	item.	Non-cash	items	like	depreciation	and	amortization	should	be	added	back	into	net	income	to	get	accurate	cash	flow	from	operations.	Other	non-cash	items
include	gains	on	asset	sales,	impairment	charges,	deferred	taxes,	stock-based	compensation,	and	foreign	exchange	adjustments.	Working	capital	fluctuations	impact	cash	flow	from	operations	as	they	reflect	timing	of	cash	inflows/outflows	from	core	business	activities.	Changes	in	inventory	or	accounts	payable	should	be	considered	when	calculating
cash	flows.	The	indirect	method	is	more	commonly	used	for	cash	flow	statements	due	to	its	ease	of	preparation	and	reconciliation	with	the	income	statement	and	balance	sheet.	When	tackling	accounting,	finance,	or	business-related	questions,	understanding	cash	flow	statements	is	crucial.	This	involves	analyzing	the	sources	and	uses	of	cash	for
companies	or	projects.	Cash	flow	statement	questions	can	be	challenging	due	to	their	complexity	and	the	need	to	comprehend	different	types	of	cash	flows	(operating,	investing,	and	financing),	direct	and	indirect	methods,	and	how	various	transactions	affect	the	cash	flow	statement.	Reliable	resources	and	references	are	essential	to	master	these
concepts	effectively.	Some	recommended	sources	include:	1.	**Cash	Flow	Statement	Tutorial	by	AccountingCoach**:	A	comprehensive	tutorial	covering	the	basics	of	cash	flow	statements,	direct	and	indirect	methods,	classification	of	cash	flows,	and	analysis	of	cash	flow	statements.	2.	**Cash	Flow	Statement	Problems	and	Solutions	by	Accounting
Basics	for	Students**:	A	collection	of	practice	problems	and	solutions	that	cover	various	scenarios	affecting	cash	flow	statements,	such	as	depreciation,	amortization,	dividends,	sale	of	assets,	issuance	of	shares,	etc.	3.	**Cash	Flow	Statement	Questions	and	Answers	by	FinanceWalk**:	A	list	of	questions	and	answers	covering	the	purpose,	advantages,
limitations,	formats,	methods,	and	examples	of	cash	flow	statements.	4.	**Cash	Flow	Statement	Examples	by	Corporate	Finance	Institute**:	Real-world	examples	of	cash	flow	statements	for	companies	like	Apple,	Amazon,	Netflix,	Starbucks,	etc.,	explaining	their	key	drivers	and	assumptions.	5.	**Cash	Flow	Statement	Course	by	Udemy**:	An	online
course	that	teaches	how	to	prepare	and	interpret	cash	flow	statements	from	scratch,	covering	concepts,	principles,	techniques,	the	cash	flow	cycle,	equation,	categories,	formats,	methods,	and	ratios.	These	resources	can	help	in	learning,	practicing,	and	mastering	cash	flow	statement	questions.	Looking	for	resources	on	cash	flow	statement	questions?
While	we've	provided	some	helpful	information,	it's	essential	to	do	your	own	research	and	find	sources	that	fit	your	needs.	This	section	aims	to	be	informative,	but	we	encourage	you	to	explore	further.	If	you're	interested	in	learning	more	about	cash	flow	statements,	I	can	offer	some	additional	insights	and	links.	A	cash	flow	statement	is	a	critical
financial	document	showing	how	changes	in	balance	sheet	accounts	and	income	affect	cash	and	cash	equivalents.	It's	one	of	the	primary	financial	statements,	along	with	the	income	statement	and	balance	sheet.	Cash	flow	statement	questions	are	common	in	accounting	and	finance	interviews,	testing	your	ability	to	analyze	and	interpret	cash	flows.
Key	takeaways	include:	Three	main	sections	in	a	cash	flow	statement	-	operating,	investing,	and	financing	activities.	Operating	activities	reflect	core	business	operations'	cash	inflows	or	outflows.	Investing	activities	involve	cash	spent	or	received	from	long-term	asset	purchases	or	sales.	Financing	activities	relate	to	cash	raised	or	paid	to	creditors	and
shareholders.	The	indirect	method	is	the	most	common	approach,	starting	with	net	income	and	adjusting	for	non-cash	items	and	changes	in	working	capital.	The	direct	method	shows	actual	cash	inflows	and	outflows	without	adjustments.	Cash	flow	statements	are	linked	to	income	statements	and	balance	sheets,	with	net	income	serving	as	the
operating	activities'	starting	point.	Ending	cash	balances	should	match	those	on	the	balance	sheet.	Common	cash	flow	statement	questions	include	calculating	free	cash	flow	(FCF),	cash	flow	from	operations	(CFO),	cash	flow	from	investing	activities	(CFI),	and	cash	flow	from	financing	activities	(CFF).	The	Importance	of	Cash	Flow	Statement	As	a
company	grows	and	operates,	it's	essential	to	understand	its	cash	flow.	This	statement	provides	valuable	insights	into	a	company's	ability	to	pay	dividends,	meet	obligations,	and	manage	liabilities.	Understanding	the	Cash	Flow	Statement	A	cash	flow	statement	is	a	fundamental	financial	document	that	showcases	cash	inflows	and	outflows	from	various
activities,	such	as	operating,	investing,	and	financing.	By	analyzing	this	statement,	stakeholders	can	evaluate	a	company's:	-	Ability	to	generate	future	cash	flows	-	Capacity	to	pay	dividends	and	fulfill	obligations	-	Reasons	for	discrepancies	between	net	income	and	net	cash	provided	Key	Features	of	the	Cash	Flow	Statement	The	statement	is	essential
for:	-	Evaluating	a	company's	cash	position	and	forecasting	its	future	cash	flow	-	Preparing	long-term	plans	and	strategies	-	Assessing	an	entity's	ability	to	pay	liabilities	Limitations	of	the	Cash	Flow	Statement	However,	this	statement	has	some	limitations,	including:	-	Failure	to	account	for	non-cash	changes	in	assets	-	Providing	an	incomplete	picture
of	a	company's	cash	position	-	Being	less	useful	for	long-term	financial	analysis	Understanding	Key	Terms	To	grasp	the	concept	better,	it's	essential	to	understand	key	terms	such	as:	-	Cash	and	its	equivalents	(short-term	and	highly	liquid	investments)	-	The	differences	between	a	cash	book	and	a	cash	flow	statement	-	The	distinctions	between	fund
flow	statements	and	cash	flow	statements	Investing	activities	are	related	to	the	purchase	or	sale	of	long-term	assets,	as	well	as	other	investments	that	aren't	cash	equivalents.	Financing	activities	affect	a	company's	equity	capital	and	borrowing,	causing	changes	in	these	areas.	Information	sources	for	preparing	a	cash	flow	statement	include
comparative	balance	sheets,	current	income	statements,	and	additional	information.	There	are	two	methods	for	preparing	a	cash	flow	statement:	the	direct	method	and	the	indirect	method.	The	three	main	steps	to	prepare	a	cash	flow	statement	involve	converting	net	income	to	a	cash	basis,	evaluating	changes	in	noncurrent	asset	and	liability
accounts,	and	verifying	the	change	in	cash	on	the	statement	of	cash	flows	with	the	balance	sheet.	The	indirect	method	calculates	net	cash	provided	by	operating	activities	by	adjusting	net	income	for	non-cash	items.	Businesses	favor	this	method	because	it's	easier	to	prepare	and	less	expensive,	and	it	highlights	differences	between	net	income	and
operating	cash	flow.	The	formula	for	calculating	net	cash	provided	or	used	by	operating	activities	under	the	indirect	method	is:	Net	cash	provided	or	used	by	operating	activities	=	Net	income	+/-	adjustments.	The	direct	method	shows	operating	cash	receipts	and	payments,	making	it	more	consistent	with	the	statement's	objective.	Free	cash	flow	is
the	net	cash	generated	by	operating	activities	after	capital	expenditures	and	dividends	have	been	deducted,	calculated	as:	Free	Cash	Flow	=	Operating	Cash	Flow	–	Capital	Expenditures	–	Cash	Dividends
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