Cash flow statement: 
· The wallet of the business 
· Covers a period of time vs. a snapshot (like income and retained earnings statements) 
· Accounts for “cash” transactions from 1. Operations, 2. Financing and 3. Investing. 
· Cash is a LIQUID asset, it can be exchanged easily. 
· Every cash transaction has categorizes into those three categories. 
Cash is an asset on the Balance sheet. 
Many investors look at the cash flow statements 
· They state if the cash they earn can finance their regular obligations. 
Liquidity is a term used to denote whether or not a business is generating CASH from its assets or is able to convert its assets into CASH quickly. 
Cash flow is not profit. 
Basic equation: 

Examples: 
1. You sign up a customer for a new cable service and you send them a bill; accounts receivable asset. NOT CASH FLOW until the bill is paid.
2. To buy a $20,000 car, you use $5,000 of your own money as a down payment; cash outflow for down payment. 
3. You take $1000 cash and buy 100 shares of Bank of America stock; cash outflow of $1000 
4. Paycheck; cash inflow. 
Cash flows from operating activities
· Cash flows that are directly related to earning income 
· Ex. When retailers pay Nestle for the nutrition products sold. 
· When Nestle pays salaries or bills received for materials. 
Cash flows from investing activities 
· Include cash flows related to the acquisition or sale of the company’s productive assets. 
· Cash outflow: purchase of additional property, plant, and equipment. 
· Cash outflow: purchase of intangible assets. 
· Cash inflow: Selling some of its businesses and old equipment. 
Cash flows from financing activities 
· Directly related to the financing of the company itself. 
· Involve both receipts and payments of cash to investors and creditors. 
· Cash inflow: Cash receipts from financing including debt. 
· Cash outflow: Dividends paid to stockholders. 
Cash flow Insolvency (Liquidity Crises) 
· The company has assets, but cannot utilize or convert those assets into cash quick enough to pay its bills.                                                 Also called Liquidity. 
· Ex. You complete work for a customer but they are slow making payment. You have the account receivable asset, but you need the cash to pay your obligations. 
Cash flow statement review 
· The cash flow statement is: 
· The checkbook of the business
· Covers a period of time vs. a snapshot
· Cash transactions from operations, financing, and investing. 
· Cash is a liquid asset, meaning it can be exchanged easily. 
· Cash is an asset on the Balance Sheet
· Cash flows are tied into the balance sheet on the asset side. 
· Many investors look at the cash flow statement first
· Cash flows make up the life blood of the business. 
· Cash flows are not profit
· It is possible for a company to have positive cash flow and still be unprofitable

Note: 
Cash paid to taxes is an operating cash flow. 






Determining Purchase Price
One method for estimating the value of a company that relies on net earnings and growth in earnings is with a price/earnings ratio.
Price/earnings ratio
· Measures the multiple of current year’s earnings that investors are willing to pay for the company’s shares. 
· A high P/E ratio means that investors have confidence in the company’s ability to produce higher profits in future years. 
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