Chapter 5 – Financial Position and Cash Flows 
[bookmark: _GoBack]Statement of Cash Flow
-purpose is to allow users to assess the enterprise’s capacity to generate cash/cash equivalents and to enable users to compare cash flows of different entities 
-outflows must have parentheses 
-3 sections (OIF):
1) operating
-main revenue producing activities and all other activities not related to investing or financing 
2) investing
-acquisitions and disposals of long-term assets and other investments such as property, plant, and equipment, etc. 
3) financing 
-changes in size and composition of equity capital and borrowing such as issuing shares, paying dividends, etc. 

Two Methods
-the investing, financing, and reconciliation sections are the same but the operating section is different 
1) Direct Method
-direct cash flows (ignores depreciation and gain/losses)
-does not start with net income
-cash receipts from customers
-cash paid to suppliers 
-other operating expenses 
2) Indirect Method 
-no direct cash flows 
-starts with net income (always look at Retained Earnings and Dividends)
-analyze changes in current asset accounts, current liability accounts and non-cash items (such as depreciation and gains/losses)
-increases in current assets are uses of cash
-decreases in current assets are sources of cash
-decrease in current liabilities are uses of cash
-increase in current liabilities are sources of cash 
-gains reduce cash while losses increase cash 
-no interest or tax but must be disclosed in the notes 

Example 1
-if sales are $50,000, opening accounts receivable is $2,000, and ending accounts receivable is $4,200, how much accounts receivable has been collected?
-$47,800 was collected (50,000 – (4,200 - 2,000) = 47,800)

Example 2
-if income tax expense is $24,000, opening income tax payable is $3,700, ending income tax payable is $2,600, what was the total income tax paid?
-$25,100 was paid (24,000 + (3,700 – 2,600) = 25,100)

*must disclose in the notes every long-term non-cash item as per ASPE and IFRS* 


