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To	assess	a	company's	financial	health,	you	have	to	understand	its	cash	flow	statement.	It	reveals	how	cash	moves	through	a	business,	including	operations,	investments,	and	financing	activities.	The	cash	flow	statement	highlights	liquidity,	showing	whether	a	company	can	generate	enough	cash	to	sustain	itself,	invest	in	growth	and	meet	its	financial
obligations.	Whether	you're	an	investor,	business	owner,	or	analyst,	learning	how	to	prepare,	read,	and	analyze	a	cash	flow	statement	will	help	you	identify	trends,	spot	red	flags,	and	make	informed	financial	decisions	with	confidence.	Cash	flow	statements	are	essential	to	understanding	a	company's	financial	health.They	consist	of	three	main
sections:	operating,	investing,	and	financing	activities.There	are	two	methods	for	preparing	cash	flow	statements:	direct	and	indirect.Analyzing	cash	flow	statements	helps	identify	financial	trends	and	potential	problems.	Investopedia	/	Matthew	Collins	The	cash	flow	statement	is	a	part	of	a	company's	financial	statement	that	tracks	its	actual	cash
movements,	providing	a	clear	picture	of	liquidity	and	its	financial	lifeblood.	Unlike	the	income	statement,	which	records	revenues	and	expenses	based	on	accrual	accounting,	the	cash	flow	statement	focuses	on	actual	cash	inflows	and	outflows,	helping	stakeholders	assess	a	company's	ability	to	sustain	operations,	invest	in	growth,	and	manage
obligations.	It	complements	the	balance	sheet	by	explaining	changes	in	cash	balances	and	reconciling	non-cash	transactions	from	the	income	statement	to	reveal	how	much	profit	actually	converts	into	cash.	By	analyzing	these	activities,	investors	can	identify	trends,	detect	potential	cash	flow	issues,	and	make	informed	financial	decisions.	The	cash
flow	statement	has	three	main	sections:	operating	activities,	investing	activities	and	financing	activities.	Each	segment	provides	a	detailed	breakdown	of	how	cash	is	generated	and	used	within	a	company	over	the	stated	period.	This	section	of	the	cash	flow	statement	shows	how	cash	flows	from	a	company's	core	business	operations,	and	whether	the
company	can	sustain	itself	without	external	financing.	Cash	inflows	come	from	revenue,	interest,	and	dividends.	Cash	outflows	include	payments	to	suppliers.	employee	wages,	rent,	utilities,	and	taxes.	Positive	operating	cash	flow	means	a	business	is	generating	enough	cash	to	cover	expenses,	whereas	negative	cash	flow	may	signal	inefficiencies	in
working	capital.	The	investing	activities	section	of	the	cash	flow	statement	tracks	cash	movements	related	to	long-term	investments	that	affect	a	company's	growth.	In	this	section,	cash	inflows	come	from	selling	assets,	divesting	subsidiaries,	or	collecting	payments	on	loans.	Cash	outflows	include	capital	expenditures	(capex),	investments	in	securities,
and	business	acquisitions.	High	capex	can	indicate	expansion,	but	excessive	spending	without	strong	operating	cash	flow	may	strain	liquidity.	Conversely,	frequent	asset	sales	to	generate	cash	might	warn	of	financial	distress.	This	segment	shows	how	a	company	raises	and	repays	capital	through	debt	and	equity	financing.	In	this	segment,	cash	inflows
come	from	issuing	stock	or	borrowing,	while	cash	outflows	include	loan	repayments,	dividend	payments,	and	stock	buybacks.	Raising	cash	through	financing	can	support	expansion,	but	excessive	debt	without	revenue	growth	may	pose	risks.	On	the	other	hand,	consistent	dividends	and	stock	buybacks	signal	financial	strength	and	a	commitment	to
shareholder	value.	Creating	a	cash	flow	statement	involves	gathering	relevant	financial	data,	choosing	a	preparing	method,	and	categorizing	cash	flows	into	operating,	investing	and	financing	activities.	The	general	steps	are	as	follows:	Step	1.	Collect	financial	data:	Collect	the	necessary	data.	This	includes	net	income	and	non-cash	expenses	from	the
income	statement,	changes	in	assets	and	liabilities	from	the	balance	sheet,	and	bank	statements	to	track	the	movement	of	cash.Step	2.	Choose	a	preparation	method:	There	are	two	methods	to	prepare	a	cash	flow	statementdirect	and	indirect.Step	3.	Calculate	cash	flow	from	operating	activities:	If	using	the	indirect	method,	begin	with	net	income,	add
back	non-cash	expenses,	and	adjust	for	changes	to	working	capital.	If	using	the	direction	method,	record	actual	cash	inflows	and	outflows	from	customers,	suppliers,	and	operating	expenses.Step	4.	Calculate	cash	flow	from	investing	activities:	Next,	identify	any	cash	spent	on	capex	from	long-term	assets.	Additionally,	record	cash	inflows	from	asset
sales,	divestitures,	or	loan	collections	from	outflows	for	acquisitions	or	new	investments.Step	5.	Calculate	cash	flow	from	financing	activities:	Include	cash	inflows	from	issuing	stocks	or	borrowing	funds.	Deduct	cash	outflows	from	debt	repayments,	dividend	distributions,	and	stock	buybacks.Step	6.	Reconcile	and	validate	the	cash	flow	statement:	Add
operating,	investing,	and	financing	cash	flows	to	determine	net	change	in	cash.	Ensure	that	the	ending	cash	balance	matches	the	balance	sheet's	cash	account.Step	7.	Review	and	analyze:	Look	for	negative	cash	flow	trends	that	may	indicate	financial	distress.	Assess	if	operating	cash	flow	is	sufficient	to	cover	investments	and	financing	obligations.
Identify	unusual	or	inconsistent	cash	movements	that	may	require	further	investigation.	As	mentioned	previously	there	are	two	ways	to	build	a	cash	flow	statement:	the	direct	method	and	the	indirect	method.	Both	methods	yield	the	same	net	cash	flow	but	they	differ	in	presentation	and	the	information	required.	The	direct	method	presents	actual	cash
receipts	and	payments	from	operating	activities.	Instead	of	starting	with	net	income,	it	lists	cash	inflows	and	outflows	to	core	business	operations.	Alternatively,	the	indirect	method	starts	with	net	income	from	the	income	statement	and	adjusts	it	for	non-cash	items	and	changes	in	working	capital	to	arrive	at	cash	flow	from	operations.	By	analyzing	a
cash	flow	statement,	firstly	with	operating	cash	flow,	investors	can	assess	whether	a	company	is	generating	enough	cash	from	its	core	business,	with	positive	operating	cash	flow	indicating	financial	strength	and	negative	signaling	potential	distress.	Additionally,	investing	cash	flow	shows	how	a	company	allocates	funds	for	growth.	High	capex	often
indicates	expansion,	while	frequent	asset	sales	may	indicate	liquidity	concerns.	Moreover,	financing	cash	flow	reveals	how	a	company	raises	and	repays	capital,	with	excessive	debt	issuance	posing	risks	but	steady	dividend	payments	suggesting	financial	stability.	A	strong	company	typically	has	positive	operating	cash	flow,	strategic	investments,	and
balanced	financing	activities.	On	the	other	hand,	cash	burn,	heavy	reliance	on	debt,	or	frequent	asset	sales	could	indicate	trouble.	Strong	indicators	of	financial	stability	include:	Consistently	positive	operating	cash	flowStrategic	capexBalanced	financing	activities,	such	as	debt	repayments	and	shareholder	returns	Red	flags	include:	Declining	or
negative	operating	cash	flowExcessive	reliance	on	external	financingFrequent	asset	sales	for	liquidityHigh	cash	burn	rate	Generally,	a	company	with	strong	free	cash	flow	and	sustainable	debt	management	is	in	good	financial	standing,	while	persistent	negative	trends	in	cash	flow	indicate	distress.	Investopedia	/	Sabrina	Jiang	The	image	above	shows
the	cash	flow	statement	for	company	XYZ.	The	analysis	of	cash	flow	activities	is	as	follows:	Operating	Activities	Net	Earnings	=	$2,000,000	Depreciation	=	$10,000	Change	in	Inventory	=	-$30,000	Changes	in	Working	Capital	=	Decrease	in	Accounts	Receivable	+	Increase	in	Accounts	Payable	+	Increase	in	Taxes	Payable	=	$15,000	+	$15,000	+
$2,000	=	$32,000	Net	Cash	Flow	from	Operating	Activities	=	$2,000,000	+	$10,000	+	$32,000	-	$30,000	=	$2,012,000	Investing	Activities	Proceeds	from	Equipment	Purchase	=	-$500,000	Financing	Activities	Capital	Raising:	Notes	Payable	=	$10,000	Net	Cash	Flow	=	NetCash	Flow	from	Operating	Activities+	Net	Cash	Flow	from	Investing	Activities
+	Net	Cash	Flow	from	Financing	Activities	=	$2,012,000	-	$500,000	+	$10,000	=	$1,522,000	Therefore,	the	net	cash	flow	for	the	fiscal	year	in	this	example	was	$1,522,000.	Altogether,	a	well	prepared	cash	flow	statement	can	greatly	assist	in	analyzing	a	company's	financial	health,	ensuring	that	cash	is	being	managed	effectively,	and	identifying
potential	risks	or	opportunities.	By	scrutinizing	the	operating,	investing,	and	financing	cash	flows,	businesses	can	make	informed	decisions,	investors	can	assess	sustainability,	and	analysts	can	detect	trends	that	might	affect	long-term	performance.Whether	youre	a	working	professional,	business	owner,	entrepreneur,	or	investor,	knowing	how	to	read
and	understand	a	cash	flow	statement	can	enable	you	to	extract	important	data	about	the	financial	health	of	a	company.	If	youre	an	investor,	this	information	can	help	you	better	understand	whether	you	should	invest	in	a	company.	If	youre	a	business	owner	or	entrepreneur,	it	can	help	you	understand	business	performance	and	adjust	key	initiatives
or	strategies.	If	youre	a	manager,	it	can	help	you	more	effectively	manage	budgets,	oversee	your	team,	and	develop	closer	relationships	with	leadershipultimately	allowing	you	to	play	a	larger	role	within	your	organization.	Not	everyone	has	finance	or	accounting	expertise.	For	non-finance	professionals,	understanding	the	concepts	behind	a	cash	flow
statement	and	other	financial	documents	can	be	challenging.	To	facilitate	this	understanding,	heres	everything	you	need	to	know	about	how	to	read	and	understand	a	cash	flow	statement.	Free	Resource:	Financial	Statement	TemplatesAccess	your	interactive	balance	sheet,	income	statement,	and	cash	flow	statement	templates	today.	DOWNLOAD
NOW	What	is	a	Cash	Flow	Statement?	The	purpose	of	a	cash	flow	statement	is	to	provide	a	detailed	picture	of	what	happened	to	a	businesss	cash	during	a	specified	period,	known	as	the	accounting	period.	It	demonstrates	an	organizations	ability	to	operate	in	the	short	and	long	term,	based	on	how	much	cash	is	flowing	into	and	out	of	the	business.
The	cash	flow	statement	is	typically	broken	into	three	sections:	Operating	activities	Investing	activities	Financing	activities	Operating	activities	detail	cash	flow	thats	generated	once	the	company	delivers	its	regular	goods	or	services,	and	includes	both	revenue	and	expenses.	Investing	activities	include	cash	flow	from	purchasing	or	selling	assetsthink
physical	property,	such	as	real	estate	or	vehicles,	and	non-physical	property,	like	patentsusing	free	cash,	not	debt.	Financing	activities	detail	cash	flow	from	both	debt	and	equity	financing.	Based	on	the	cash	flow	statement,	you	can	see	how	much	cash	different	types	of	activities	generate,	then	make	business	decisions	based	on	your	analysis	of
financial	statements.	Ideally,	a	companys	cash	from	operating	income	should	routinely	exceed	its	net	income,	because	a	positive	cash	flow	speaks	to	a	companys	ability	to	remain	solvent	and	grow	its	operations.	Its	important	to	note	that	cash	flow	is	different	from	profit,	which	is	why	a	cash	flow	statement	is	often	interpreted	together	with	other
financial	documents,	such	as	a	balance	sheet	and	income	statement.	How	Cash	Flow	Is	Calculated	Now	that	you	understand	what	comprises	a	cash	flow	statement	and	why	its	important	for	financial	analysis,	heres	a	look	at	two	common	methods	used	to	calculate	and	prepare	the	operating	activities	section	of	cash	flow	statements.	Cash	Flow
Statement	Direct	Method	The	first	method	used	to	calculate	the	operation	section	is	called	the	direct	method,	which	is	based	on	the	transactional	information	that	impacted	cash	during	the	period.	To	calculate	the	operation	section	using	the	direct	method,	take	all	cash	collections	from	operating	activities,	and	subtract	all	of	the	cash	disbursements
from	the	operating	activities.	Cash	Flow	Statement	Indirect	Method	The	second	way	to	prepare	the	operating	section	of	the	statement	of	cash	flows	is	called	the	indirect	method.	This	method	depends	on	the	accrual	accounting	method	in	which	the	accountant	records	revenues	and	expenses	at	times	other	than	when	cash	was	paid	or	receivedmeaning
that	these	accrual	entries	and	adjustments	cause	the	cash	flow	from	operating	activities	to	differ	from	net	income.	Instead	of	organizing	transactional	data	like	the	direct	method,	the	accountant	starts	with	the	net	income	number	found	from	the	income	statement	and	makes	adjustments	to	undo	the	impact	of	the	accruals	that	were	made	during	the
period.	Essentially,	the	accountant	will	convert	net	income	to	actual	cash	flow	by	de-accruing	it	through	a	process	of	identifying	any	non-cash	expenses	for	the	period	from	the	income	statement.	The	most	common	and	consistent	of	these	are	depreciation,	the	reduction	in	the	value	of	an	asset	over	time,	and	amortization,	the	spreading	of	payments
over	multiple	periods.	Related:	Financial	Terminology:	20	Financial	Terms	to	Know	How	to	Interpret	a	Cash	Flow	Statement	Whenever	you	review	any	financial	statement,	you	should	consider	it	from	a	business	perspective.	Financial	documents	are	designed	to	provide	insight	into	the	financial	health	and	status	of	an	organization.	For	example,	cash
flow	statements	can	reveal	what	phase	a	business	is	in:	whether	its	a	rapidly	growing	startup	or	a	mature	and	profitable	company.	It	can	also	reveal	whether	a	company	is	going	through	transition	or	in	a	state	of	decline.	Using	this	information,	an	investor	might	decide	that	a	company	with	uneven	cash	flow	is	too	risky	to	invest	in;	or	they	might	decide
that	a	company	with	positive	cash	flow	is	primed	for	growth.	Similarly,	a	department	head	might	look	at	a	cash	flow	statement	to	understand	how	their	particular	department	is	contributing	to	the	health	and	wellbeing	of	the	company	and	use	that	insight	to	adjust	their	departments	activities.	Cash	flow	might	also	impact	internal	decisions,	such	as
budgeting,	or	the	decision	to	hire	(or	fire)	employees.	Cash	flow	is	typically	depicted	as	being	positive	(the	business	is	taking	in	more	cash	than	its	expending)	or	negative	(the	business	is	spending	more	cash	than	its	receiving).	Related:	How	Learning	About	Finance	Can	Jumpstart	Your	Career	No	Matter	Your	Industry	Positive	Cash	Flow	Positive	cash
flow	indicates	that	a	company	has	more	money	flowing	into	the	business	than	out	of	it	over	a	specified	period.	This	is	an	ideal	situation	to	be	in	because	having	an	excess	of	cash	allows	the	company	to	reinvest	in	itself	and	its	shareholders,	settle	debt	payments,	and	find	new	ways	to	grow	the	business.	Positive	cash	flow	does	not	necessarily	translate
to	profit,	however.	Your	business	can	be	profitable	without	being	cash	flow-positive,	and	you	can	have	positive	cash	flow	without	actually	making	a	profit.	Negative	Cash	Flow	Having	negative	cash	flow	means	your	cash	outflow	is	higher	than	your	cash	inflow	during	a	period,	but	it	doesnt	necessarily	mean	profit	is	lost.	Instead,	negative	cash	flow	may
be	caused	by	expenditure	and	income	mismatch,	which	should	be	addressed	as	soon	as	possible.	Negative	cash	flow	may	also	be	caused	by	a	companys	decision	to	expand	the	business	and	invest	in	future	growth,	so	its	important	to	analyze	changes	in	cash	flow	from	one	period	to	another,	which	can	indicate	how	a	company	is	performing	overall.	Cash
Flow	Statement	Example	Here's	an	example	of	a	cash	flow	statement	generated	by	a	fictional	company,	which	shows	the	kind	of	information	typically	included	and	how	it's	organized.	Go	to	the	alternative	version.	This	cash	flow	statement	shows	Company	A	started	the	year	with	approximately	$10.75	billion	in	cash	and	equivalents.	Cash	flow	is	broken
out	into	cash	flow	from	operating	activities,	investing	activities,	and	financing	activities.	The	business	brought	in	$53.66	billion	through	its	regular	operating	activities.	Meanwhile,	it	spent	approximately	$33.77	billion	in	investment	activities,	and	a	further	$16.3	billion	in	financing	activities,	for	a	total	cash	outflow	of	$50.1	billion.	The	result	is	the
business	ended	the	year	with	a	positive	cash	flow	of	$3.5	billion,	and	total	cash	of	$14.26	billion.	The	Importance	of	Cash	Flow	Cash	flow	statements	are	one	of	the	most	critical	financial	documents	that	an	organization	prepares,	offering	valuable	insight	into	the	health	of	the	business.	By	learning	how	to	read	a	cash	flow	statement	and	other	financial
documents,	you	can	acquire	the	financial	accounting	skills	needed	to	make	smarter	business	and	investment	decisions,	regardless	of	your	position.	Are	you	interested	in	gaining	a	toolkit	for	making	smart	financial	decisions	and	the	confidence	to	clearly	communicate	those	decisions	to	key	internal	and	external	stakeholders?	Explore	our	online	finance
and	accounting	courses	and	download	our	course	flowchart	to	determine	which	best	aligns	with	your	goals.	If	you	want	to	dive	into	creating	a	cash	flow	statement,	download	our	free	financial	statement	templates	to	start	practicing.	Data	Tables	Company	A	-	Statement	of	Cash	Flows	(Alternative	Version)	Year	Ended	September	28,	2019	(In	millions)
Cash	and	cash	equivalents,	beginning	of	the	year:	$10,746	OPERATING	ACTIVITIES	Activity	Amount	Net	Income	37,037	Adjustments	to	Reconcile	Net	Income	to	Cash	Generated	by	Operating	Activities:	Depreciation	and	Amortization	6,757	Deferred	Income	Tax	Expense	1,141	Other	2,253	Changes	in	Operating	Assets	and	Liabilities:	Accounts
Receivable,	Net	(2,172)	Inventories	(973)	Vendor	Non-Trade	Receivables	223	Other	Current	and	Non-Current	Assets	1,080	Accounts	Payable	2,340	Deferred	Revenue	1,459	Other	Current	and	Non-Current	Liabilities	4,521	Cash	Generated	by	Operating	Activities	53,666	INVESTING	ACTIVITIES	Activity	Amount	Purchases	of	Marketable	Securities
(148,489)	Proceeds	from	Maturities	of	Marketable	Securities	20,317	Proceeds	from	Sales	of	Marketable	Securities	104,130	Payments	Made	in	Connection	with	Business	Acquisitions,	Net	of	Cash	Acquired	(496)	Payments	for	Acquisition	of	Intangible	Assets	(911)	Other	(160)	Cash	Used	in	Investing	Activities	(33,774)	FINANCING	ACTIVITIES	Activity
Amount	Dividends	and	Dividend	Equivalent	Rights	Paid	(10,564)	Repurchase	of	Common	Stock	(22,860)	Proceeds	from	Issuance	of	Long-Term	Debt,	Net	16,896	Other	149	Cash	Used	in	Financing	Activities	(16,379)	Increase	/	Decrease	in	Cash	and	Cash	Equivalents:	3,513	Cash	and	Cash	Equivalents,	End	of	Year:	$14,259	Go	back	to	the	article.
Mergers	and	acquisitions	(M&A)	are	the	process	of	consolidating	companies	or	major	assets	of	companies	through	financial	transactions.	A	company	may:Purchase	and	absorb	another	company	outrightMerge	with	it	to	create	a	new	companyAcquire	some	or	all	of	its	major	assetsMake	a	tender	offer	for	its	stockStage	a	hostile	takeover	All	of	these
ways	of	combining	or	consolidating	assets	are	M&A	activities.	The	term	M&A	is	also	used	for	the	divisions	of	financial	institutions	that	facilitate	or	manage	such	activities.	In	an	acquisition,	one	company	purchases	another	outright.In	a	merger,	two	companies	combine	to	create	a	new	legal	entity	under	the	banner	of	one	corporate	name.M&A	activities
can	be	financed	through	a	combination	of	debt,	cash,	and	stock.A	company's	bid	to	take	over	another	company	can	be	friendly	or	hostile.	The	terms	mergers	and	acquisitions	are	often	used	interchangeably,	but	they	have	slightly	different	meanings.	When	one	company	absorbs	another	and	establishes	itself	as	the	new	owner,	the	purchase	is	called	an
acquisition.	Unfriendly	or	hostile	takeover	deals	are	always	regarded	as	acquisitions.	However,	an	acquisition	can	be	done	with	the	willing	participation	of	both	companies.	In	a	merger,	two	companies	join	forces	to	reinvent	themselves	as	a	single	new	entity.	In	general,	the	two	firms	are	of	approximately	the	same	size,	and	this	action	is	known	as	a
merger	of	equals.	For	example,	when	Daimler-Benz	and	Chrysler	merged,	those	companies	ceased	to	exist.	A	new	company,	DaimlerChrysler,	was	created.	Both	companies'	stocks	were	surrendered,	and	new	company	stock	was	issued	in	its	place.	DaimlerChrysler	underwent	another	name	and	ticker	change	to	the	Mercedes-Benz	Group	AG	(MBG)	in
February	2022.	A	purchase	deal	may	be	called	a	merger	when	their	CEOs	agree	that	joining	together	is	in	the	best	interest	of	both	companies.	A	deal	can	be	classified	as	a	merger	or	an	acquisition	based	on	whether	the	acquisition	is	friendly	or	hostile	and	how	it	is	announced.	The	difference	lies	in	how	the	deal	is	communicated	to	the	target
company's	board	of	directors,	employees,	and	shareholders.	M&A	deals	generate	sizable	profits	for	the	investment	banking	industry,	but	not	all	mergers	or	acquisition	deals	close.	The	following	are	some	common	transactions	that	fall	under	the	M&A	umbrella.	In	a	merger,	the	boards	of	directors	of	two	companies	approve	the	combination	and	seek
shareholders'	approval.	This	type	of	M&A	activity	is	designed	to	benefit	both	brands,	allowing	each	to	bring	their	existing	strengths	to	a	new	company	and	enjoy	a	bigger	piece	of	the	industry	pie.	For	example,	in	2024,	the	holding	company	HBC	announced	that	it	was	acquiring	the	Neiman	Marcus	Group	and	merging	it	with	another	brand	that	it
owned,	Saks	Fifth	Avenue.	Both	NMG	(which	owns	Neiman	Marcus	and	Bergdorf	Goodman)	and	Saks	are	luxury	retailers,	but	their	share	of	retail	sales	has	declined	with	the	rise	of	online	shopping	and	the	reduction	of	brick-and-mortar	retail.	The	merger	consolidates	three	existing	brands	(Saks,	Neiman	Marcus,	and	Bergdorf	Goodman)	into	a	single
luxury	retail	brand	known	as	Saks	Global.	This	consolidation	is	intended	to	make	it	easier	to	compete	with	the	online	retail	giants.	In	a	straightforward	acquisition,	the	acquiring	company	obtains	the	majority	stake	in	the	acquired	firm,	which	does	not	change	its	name	or	alter	its	organizational	structure.	In	some	cases,	the	target	company	may	require
the	buyers	to	promise	that	the	target	business	remains	solvent	for	a	period	after	acquisition	through	the	use	of	a	whitewash	resolution.	An	acquisition	often	allows	the	acquiring	company	to	move	into	a	new	or	related	industry,	expanding	its	offerings	by	tapping	into	the	acquired	company's	existing	customer	base	and	services.	An	example	of	this	type
of	transaction	was	Amazon's	acquisition	of	Whole	Foods	in	2017.	The	acquisition	allowed	Amazon	to	expand	into	grocery	delivery	services	and	tap	into	the	market	for	health-conscious	customers.	Whole	Foods,	which	had	been	losing	market	share	to	lower-priced	grocery	chains,	benefitted	from	Amazon's	broad	customer	base	and	ease	of	connecting
with	consumers.	In	a	corporate	consolidation,	two	or	more	companies	combine	to	increase	their	market	share	and	eliminate	competition.	For	example,	Facebook	has	consolidated	its	dominance	of	social	media	by	acquiring	other	companies	that	had	promising	business	models	and	could	have	become	competitive	with	Facebook.	An	example	is
Facebook's	acquisition	of	Instagram	in	2012	for	$1	billion.	Instagram	continued	to	operate	as	a	separate	company	under	the	parent	Facebook	company	(now	Meta	Platforms).	Other	instances	of	consolidation	under	Facebook	resulted	in	acquired	social	media	companies	being	integrated	into	the	Facebook	platform.	For	example,	the	messaging	service
Beluga	was	acquired	by	Facebook	and	rebranded	as	Facebook	Messenger.	In	a	tender	offer,	one	company	offers	to	purchase	the	outstanding	stock	of	the	other	company	at	a	specific	price	rather	than	the	market	price.	The	acquiring	company	communicates	the	offer	directly	to	the	other	company's	shareholders,	bypassing	the	management	and	board
of	directors.	For	example,	in	2008,	Johnson	&	Johnson	made	a	tender	offer	to	acquire	Omrix	Biopharmaceuticals	for	$438	million.	The	company	agreed	to	the	tender	offer	and	the	deal	was	settled	by	the	end	of	December	2008.	In	an	acquisition	of	assets,	one	company	directly	acquires	the	assets	of	another	company.	The	company	whose	assets	are
being	acquired	must	obtain	approval	from	its	shareholders.	The	purchase	of	assets	is	typical	during	bankruptcy	proceedings.	Companies	bid	for	various	assets	of	the	bankrupt	company,	which	is	liquidated	upon	the	final	transfer	of	assets	to	their	new	owners.	In	a	management	acquisition,	also	known	as	a	management-led	buyout	(MBO),	a	company's
executives	purchase	a	controlling	stake	in	another	company,	taking	it	private.	These	former	executives	often	partner	with	a	financier	or	former	corporate	officers	to	help	fund	the	transaction.	This	type	of	M&A	transaction	is	typically	financed	disproportionately	with	debt,	and	the	majority	of	shareholders	must	approve	it.	For	example,	in	2022,	Tesla
Motors	CEO	Elon	Musk	purchased	Twitter,	Inc.	for	$44	billion,	taking	the	company	private.	The	deal	included	$25.5	billion	of	margin	loan	and	debt	financing.	Mergers	can	be	structured	in	various	ways	depending	on	the	relationship	between	the	two	companies	involved	in	the	deal:Horizontal	merger:	Two	companies	that	are	in	direct	competition	and
share	the	same	product	lines	and	markets	mergeVertical	merger:	A	company	merges	with	a	supplier,	such	as	an	ice	cream	maker	buying	its	cone	supplierCongeneric	mergers:	Two	businesses	that	serve	the	same	consumer	base	in	different	ways,	such	as	a	TV	manufacturer	and	a	cable	company,	combineMarket-extension	merger:	Two	companies	that
sell	the	same	products	in	different	markets	combineProduct-extension	merger:	Two	companies	selling	different	but	related	products	in	the	same	market	mergeConglomeration:	Two	companies	that	have	no	common	business	areas	combine	Mergers	may	also	be	distinguished	by	following	one	of	two	financing	methods,	each	with	its	own	ramifications
for	investors.	As	the	name	suggests,	this	kind	of	merger	occurs	when	one	company	purchases	another	company.	The	purchase	is	made	in	cash	or	through	the	issue	of	a	bond	or	other	debt	instrument.	The	sale	is	taxable,	which	attracts	the	acquiring	companies,	who	enjoy	the	tax	benefits.	Acquired	assets	can	be	written	up	to	the	actual	purchase	price,
and	the	difference	between	the	book	value	and	the	purchase	price	of	the	assets	can	depreciate	annually,	reducing	taxes	payable	by	the	acquiring	company.	A	new	company	is	formed,	and	both	companies	are	bought	and	combined	under	the	new	entity.	The	tax	terms	are	the	same	as	those	of	a	purchase	merger.	Horizontal	integration	and	vertical
integration	are	strategies	that	companies	use	to	consolidate	their	position	among	competitors.	Horizontal	integration	is	the	acquisition	of	a	related	business.	A	company	that	opts	for	horizontal	integration	will	take	over	another	company	that	operates	at	the	same	level	of	thevalue	chainin	an	industryfor	instance	when	Marriott	International,	Inc.
acquired	Starwood	Hotels	&	Resorts	Worldwide,	Inc.	Vertical	integration	is	the	process	of	acquiring	business	operations	within	the	same	production	vertical.	In	this	type	of	acquisition,	a	company	is	taking	control	over	one	or	more	key	stages	in	the	production	or	distribution	of	its	products.	Apple,	for	example,	acquired	AuthenTec,	which	makes	the
touch-ID	fingerprint	sensor	technology	that	goes	into	its	iPhones.	A	company	can	buy	another	company	with	cash,	stock,	assumption	of	debt,	or	a	combination	of	all	three.	At	times,	the	investment	bank	involved	in	the	sale	of	one	company	might	offer	financing	to	the	buying	company.	This	is	known	as	staple	financing	and	is	done	to	produce	larger	and
timely	bids.	In	smaller	deals,	it	is	common	for	one	company	to	acquire	all	of	another	company's	assets.	Company	X	buys	all	of	Company	Y's	assets	for	cash,	which	means	that	Company	Y	will	have	only	cash	(and	debt,	if	any).	Company	Y	will	eventually	liquidate	or	enter	other	areas	of	business.	Another	acquisition	deal	known	as	a	reverse	merger
enables	a	private	company	to	become	publicly	listed	in	a	relatively	short	time.	Reverse	mergers	occur	when	a	private	company	that	has	strong	prospects	and	is	eager	to	acquire	financing	buys	a	publicly	listed	shell	company	with	no	legitimate	business	operations	and	limited	assets.	The	private	company	reverse	merges	into	the	public	company,	and
together	they	become	a	new	public	corporation	with	tradable	shares.	Both	companies	involved	on	either	side	of	an	M&A	deal	will	value	the	target	company	differently.	The	seller	will	obviously	value	the	company	at	the	highest	price	possible,	while	the	buyer	will	attempt	to	buy	it	for	the	lowest	price	possible.	Fortunately,	a	company	can	be	objectively
valued	by	studying	comparable	companies	in	an	industry,	and	by	relying	on	the	following	metrics.	With	the	use	of	a	price-to-earnings	ratio	(P/E),	an	acquiring	company	makes	an	offer	that	is	a	multiple	of	the	earnings	of	the	target	company.	Examining	the	P/E	for	all	the	stocks	within	the	same	industry	group	will	give	the	acquiring	company	good
guidance	for	what	the	target's	P/E	multiple	should	be.	With	an	enterprise-value-to-sales	ratio	(EV/sales),	the	acquiring	company	makes	an	offer	as	a	multiple	of	the	revenues	while	being	aware	of	the	price-to-sales	ratio	(P/S)	of	other	companies	in	the	industry.	A	key	valuation	tool	in	M&A,	a	discounted	cash	flow	(DFC)	analysis	determines	a	company's
current	value,	according	to	its	estimated	future	cash	flows.	Forecasted	free	cash	flows	(net	income	+	depreciation/amortization	(capital	expenditures)	change	in	working	capital)	are	discounted	to	a	present	value	using	the	company's	weighted	average	cost	of	capital	(WACC).	DCF	is	tricky	to	get	right,	but	few	tools	can	rival	this	valuation	method.	In	a
few	cases,	acquisitions	are	based	on	the	cost	of	replacing	the	target	company.	For	simplicity's	sake,	suppose	the	value	of	a	company	is	simply	the	sum	of	all	its	equipment	and	staffing	costs.	The	acquiring	company	could	order	the	target	to	sell	at	that	price	or	it	will	create	a	competitor	for	the	same	cost.	Naturally,	it	takes	a	long	time	to	assemble	good
management,	acquire	property,	and	purchase	the	right	equipment.	This	method	of	establishing	a	price	certainly	wouldn't	make	much	sense	in	a	service	industry	wherein	the	key	assets	(people	and	ideas)	are	hard	to	value	and	develop.	Generally	speaking,	in	the	days	leading	up	to	a	merger	or	acquisition,	shareholders	of	the	acquiring	firm	will	see	a
temporary	drop	in	share	value.	At	the	same	time,	shares	in	thetarget	firmtypically	rise	in	value.	This	is	often	because	the	acquiring	firm	will	need	to	spend	capital	to	acquire	the	target	firm	at	a	premium	to	the	pre-takeover	share	prices.	After	a	merger	or	acquisition	officially	takes	effect,	the	stock	price	usually	exceeds	the	value	of	each	underlying
company	during	its	pre-takeover	stage.	In	the	absence	of	unfavorableeconomic	conditions,	shareholders	of	the	merged	company	usually	experience	favorable	long-term	performance	and	dividends.	The	shareholders	of	both	companies	may	experience	adilutionof	voting	power	due	to	the	increased	number	of	shares	released	during	the	merger	process.
This	phenomenon	is	prominent	instock-for-stock	mergers,	when	the	new	company	offers	its	shares	in	exchange	for	shares	in	the	target	company,	at	an	agreed-uponconversion	rate.	Shareholders	of	the	acquiring	company	experience	a	marginal	loss	of	voting	power,	while	shareholders	of	a	smaller	target	company	may	see	a	significant	erosion	of	their
voting	powers	in	the	relatively	larger	pool	of	stakeholders.	In	general,	an	acquisition	is	a	transaction	in	which	one	company	absorbs	another	via	a	takeover.	The	term	merger	is	used	when	the	purchasing	and	target	companies	combine	to	form	a	completely	new	entity.	Each	deal	is	unique	and	can	contain	elements	of	both	a	merger	and	an	acquisition.
Two	of	the	key	drivers	of	capitalism	are	competition	and	growth.	When	a	company	faces	competition,	it	must	cut	costs,	innovate,	or	both.	One	solution	is	to	acquire	competitors	so	that	they	are	no	longer	a	threat.Companies	also	grow	by	acquiring	new	product	lines,	intellectual	property,	human	capital,	and	customer	bases.	By	combining	business
activities,	overall	performance	efficiency	tends	to	increase,	and	across-the-board	costs	tend	to	drop	as	each	company	leverages	the	other	company's	strengths.	Friendly	acquisitions	are	more	common.	In	these	instances,	the	board	of	directors	and	shareholders	of	the	company	being	acquired	approve	of	the	acquisition.Unfriendly	acquisitions,	or	hostile
takeovers,	occur	when	the	target	company	does	not	consent	to	the	acquisition.	To	succeed,	the	acquiring	firm	must	purchase	large	stakes	in	the	target	company	to	gain	a	controlling	interest	and	force	the	deal	through.	There	are	many	ways	that	a	business	or	some	of	its	assets	can	be	bought,	consolidated,	or	combined	with	another	business.	The
acquiring	company	may	be	motivated	by	a	desire	to	increase	its	share	of	a	market,	a	need	to	operate	more	efficiently,	or	a	desire	to	eliminate	a	business	rival.	Often,	it	is	a	combination	of	these	factors.The	statement	of	cash	flows,	also	called	the	cash	flow	statement,	is	the	fourth	general-purpose	financial	statement	and	summarizes	how	changes
inbalance	sheetaccounts	affect	the	cash	account	during	the	accounting	period.	It	also	reconciles	beginning	and	ending	cash	and	cash	equivalents	account	balances.This	statement	shows	investors	and	creditors	what	transactions	affected	the	cash	accounts	and	how	effectively	and	efficiently	a	company	can	use	its	cash	to	finance	its	operations	and
expansions.	This	is	particularly	important	because	investors	want	to	know	the	company	is	financially	sound	while	creditors	want	to	know	the	company	is	liquid	enough	to	pay	its	bills	as	they	come	due.	In	other	words,	does	the	company	have	good	cash	flow?The	term	cash	flow	generally	refers	to	a	companys	ability	to	collect	and	maintain	adequate
amounts	of	cash	to	pay	its	upcoming	bills.	In	other	words,	a	company	with	good	cash	flow	can	collect	enough	cash	to	pay	for	its	operations	and	fund	its	debt	service	without	making	late	payments.	Format	and	TemplateThe	cash	flow	statement	format	is	divided	into	three	main	sections:	cash	flows	from	operating	activities,	investing	activities,	and
financing	activities.Operating	ActivitiesCash	flows	from	operating	activities	include	transactions	from	the	operations	of	the	business.	In	other	words,	the	operating	section	represent	the	cash	collected	from	the	primary	revenue	generating	activities	of	the	business	like	sales	and	service	income.	Operating	activities	are	short-term	and	only	affect	the
current	period.	For	example,	payment	of	supplies	is	an	operating	activity	because	it	relates	to	the	company	operations	and	is	expected	to	be	used	in	the	current	period.Operating	cash	flows	are	calculated	by	adjusting	net	income	by	the	changes	in	current	asset	and	liability	accounts.Investing	ActivitiesCash	flows	from	investing	activities	consist	of	cash
inflows	and	outflows	from	sales	and	purchases	of	long-term	assets.	In	other	words,	the	investing	section	of	the	statement	represents	the	cash	that	the	company	either	collected	from	the	sale	of	a	long-term	asset	or	the	amount	of	money	spent	on	purchasing	a	new	long-term	asset.	You	can	think	of	this	section	as	the	company	investing	in	itself.	The
investments	are	long-term	in	nature	and	expected	to	last	more	than	one	accounting	period.Investing	cash	flows	are	calculated	by	adding	up	the	changes	in	long-term	asset	accounts.Financing	ActivitiesCash	flows	from	financing	consists	of	cash	transactions	that	affect	the	long-term	liabilities	and	equity	accounts.	In	other	words,	the	financing	section
on	the	statement	represents	the	amount	of	cash	collected	from	issuing	stock	or	taking	out	loans	and	the	amount	of	cash	disbursed	to	pay	dividends	and	long-term	debt.	You	can	think	of	financing	activities	as	the	ways	a	company	finances	its	operations	either	through	long-term	debt	or	equity	financing.Financing	cash	flows	are	calculated	by	adding	up
the	changes	in	all	the	long-term	liability	and	equity	accounts.	Heres	a	tip!Here	is	a	tip	on	how	I	keep	track	of	what	transactions	go	in	each	cash	flow	section.Operating	Activities:	includes	all	activities	that	are	reported	on	the	income	statement	under	operating	income	or	expenses.Investing	Activities:	includes	all	cash	transactions	used	to	buy	or	sell
long-term	assets.	Think	of	these	as	the	company	investing	in	itself.Financing	Activities:	includes	all	cash	transactions	that	affect	long-term	liabilities	and	equity.	Whenever	long-term	debt	or	equity	is	involved,	it	is	considered	a	financing	activity.Like	all	financial	statements,	the	statement	of	cash	flows	has	a	heading	that	displays	the	company	name,
title	of	the	statement	and	the	time	period	of	the	report.	For	example,	an	annual	income	statement	issued	by	Pauls	Guitar	Shop,	Inc.	would	have	the	following	heading:Pauls	Guitar	Shop,	Inc.Cash	Flow	StatementDecember	31,	2015	ExampleHere	is	the	statement	of	cash	flows	example	from	ourunadjusted	trial	balanceand	financial	statements	used	in
theaccounting	cycleexamples	for	Pauls	Guitar	Shop.	How	to	Prepare	a	Cash	Flow	StatementThe	statement	of	cash	flows	is	generally	prepared	using	two	different	methods:	thedirect	methodand	theindirect	method.	Both	result	in	the	same	financial	statement	showing	how	financial	transacations	affected	would	have	affected	the	bank	account	of	the
company.	Each	method	is	used	for	a	slightly	different	reason	and	typically	used	for	different	sized	companies.	Lets	take	a	look	at	how	to	create	a	statement	using	both	the	direct	and	the	indirect	methods	in	the	next	aritcles.	Balance	SheetStatement	of	Retained	Earnings	A	cash	flow	statement,	also	called	a	statement	of	cash	flows,	is	a	financial
statement	showing	how	cash	flows	in	and	out	of	a	company	over	a	specific	period	of	time.It	tells	you	how	cash	moves	in	and	out	of	a	company's	accounts	via	three	main	channels:	operating,	investing,	and	financing	activities.A	cash	flow	statement	is	one	of	three	core	financial	statements	released	by	publicly	traded	companies	when	they	report	earnings
quarterly	and	annually.	The	other	two	are	called	the	income	statement	and	the	balance	sheet.The	income	statement	is	the	main	statement	for	profits	and	losses.	However,	it	can	be	misleading	because	it	reports	"accounting	earnings,"	which	are	affected	by	all	sorts	of	non-cash	items.However,	the	cash	flow	statement	only	shows	actual	cash	flowing	in
and	out	of	the	company.This	is	crucial	because	cash	is	the	lifeblood	of	a	business.	It	determines	whether	inventory	gets	bought	and	salaries	are	paid.	Without	a	steady	stream	of	cash,	most	companies	go	out	of	business	very	quickly.If	you	want	to	be	an	informed	investor,	you	need	to	be	familiar	with	the	cash	flow	statement.	It	contains	useful
information	that	can	help	you	evaluate	investments.The	cash	flow	statement	has	three	partsThe	cash	flow	statement	tells	you	a	lot	about	where	the	cash	on	the	balance	sheet	comes	from.	It	also	tells	you	what	a	company	spends	its	cash	on.By	looking	at	the	statement,	you	can	see	whether	the	company	has	enough	cash	flowing	in	to	fund	its	operations,
pay	its	debts,	and	return	money	to	shareholders	via	dividends	or	stock	buybacks.The	cash	flow	statement	has	three	main	parts:Cash	from	operating	activities:	Often	termed	operating	cash	flow,	this	is	the	amount	of	cash	left	over	after	all	the	cash	income	and	cash	expenses	for	the	core	operations	are	received	and	paid	for.Cash	from	investing
activities:	This	part	lists	cash	used	to	buy	and	sell	investments	and	long-term	assets.	It	includes	capital	expenditures.Cash	from	financing	activities:	This	part	shows	cash	flows	to	and	from	owners,	investors,	and	creditors	(like	banks).	It	includes	changes	in	debt	and	equity,	as	well	as	dividends	and	share	buybacks.The	sum	of	the	cash	flows	from	the
three	categories	is	termed	net	cash	flow,	often	listed	as	"increase/decrease	in	cash	and	equivalents."	This	number	will	be	equal	to	the	changes	in	cash	and	cash	equivalents	on	the	balance	sheet	for	the	same	period.Why	cash	is	different	from	incomeIt's	important	to	understand	that	revenue	and	net	income	(earnings)	are	not	the	same	as	cash	gained	by
the	business.The	income	statement	uses	the	accrual	basis	of	accounting,	which	recognizes	revenue	and	expenses	when	the	product	or	service	is	provided,	not	necessarily	when	it	is	paid	in	cash.For	example,	if	a	customer	buys	a	product	on	credit,	the	amount	is	shown	as	revenue	on	the	income	statement.	But	it	won't	be	included	in	the	cash	flows	until
the	customer	actually	pays	for	the	product.Also,	a	writedown	of	the	goodwill	of	an	asset	can	cause	a	massive	reduction	in	accounting	earnings	even	if	it	technically	doesn't	cost	the	company	any	cash.It	is	simply	due	to	an	accounting	process	that	reduces	the	value	of	the	asset	on	the	balance	sheet.Accounting	earnings	are	also	affected	by	stock-based
compensation.	When	employees	get	paid	in	stock	options,	their	value	is	subtracted	from	earnings.All	of	these	things	can	affect	accounting	earnings	even	though	they	had	zero	effect	on	the	company's	cash	position	at	the	time.Because	of	this,	it	is	crucial	to	look	at	the	cash	flow	statement	along	with	the	income	statement	to	get	a	clearer	picture	of	a
company's	financial	situation.Example	of	a	cash	flow	statement	from	a	real	companyHere	is	Apple's	cash	flow	statement	from	its	2024	annual	report.When	reading	it,	keep	in	mind	that	cash	flowing	in	is	shown	as	a	positive	number,	while	cash	flowing	out	is	a	negative	number	(shown	in	parentheses).The	operating	cash	flow,	listed	as	"cash	generated
by	operating	activities,"	shows	thatApple	generates	a	lot	of	cash	from	its	main	business	($118	billion	in	2024	alone).You	can	also	see	that	Apple	spent	a	lot	of	money	on	share	buybacks	(repurchases	of	common	stock)	and	dividend	payments.They've	also	invested	a	lot	into	the	business,	shown	as	"Payments	for	acquisition	of	property,	plant,	and
equipment."	This	is	Apple's	capital	expenditures	(CapEx).Common	components	of	a	cash	flow	statementBelow	are	explanations	of	the	most	common	components	of	cash	flow	statements	for	publicly	traded	companies.Cash	flow	from	operationsCash	flow	from	operations	is	the	amount	of	cash	generated	from	the	normal	functions	of	the	business.If	the
number	is	positive,	that	means	the	core	business	is	taking	in	more	cash	than	it	spends.	It	also	implies	that	the	company	is	inherently	profitable.On	the	other	hand,	negative	operating	cash	flow	is	bad.	It	implies	that	the	company	is	not	generating	enough	cash	to	sustain	itself,	let	alone	having	cash	left	over	to	pay	its	debts.Operating	cash	flow	is	usually
calculated	by	starting	with	the	net	income	from	the	income	statement,	then	adding	and	subtracting	non-cash	items.These	non-cash	items	can	include:Stock-based	compensation	expensesDepreciation	and	amortizationChanges	in	accounts	payableChanges	in	accounts	receivableGoodwill	and	asset	impairmentsThese	non-cash	items	have	been	accounted
for	on	the	company's	income	statement	and	balance	sheet.	But	they	are	removed	when	calculating	the	operating	cash	flow.When	you	remove	all	non-cash	items	from	the	net	income,	you	get	the	operating	cash	flow.	It	is	the	cash	generated	after	all	the	cash	income	and	cash	expenses	of	the	core	business.Calculating	cash	flow	from	operations	by
starting	with	net	income	and	then	adding/subtracting	non-cash	items	is	called	the	"indirect	method."	This	is	how	it	is	calculated	for	most	publicly	traded	companies.Another	method,	called	the	"direct	method,"	simply	adds	up	all	the	cash	changes	instead	of	starting	with	net	income	and	calculating	from	there.Cash	flow	from	investingCash	flow	from
investing	shows	cash	inflows	and	outflows	from	buying	and	selling	investments	and	long-term	assets.The	most	important	item	here	is	capital	expenditures	or	CapEx.	It	is	cash	spent	on	buying	long-term	assets	that	will	be	used	to	run	the	business,	such	as	manufacturing	equipment,	real	estate,	and	others.Capital	expenditures	are	usually	listed	as
"purchases	of	property,	plants,	and	equipment"	on	the	cash	flow	statement.Importantly,	capital	expenditures	are	accounted	for	immediately	on	the	cash	flow	statement.	But	the	expenses	are	spread	out	over	several	years	on	the	income	statement.The	investing	cash	flow	section	also	shows	the	cash	flows	from	other	investing	activities.	This	includes
purchases	and	sales	of	marketable	securities.Marketable	securities	are	things	like	short-term	bonds	and	money	market	funds	that	the	company	buys	to	gain	interest	on	its	cash	reserves.	When	the	company	needs	the	cash,	it	sells	the	marketable	securities.Cash	flow	from	financingCash	flow	from	financing	shows	the	cash	flows	to	and	from	those	who
fund	the	company:	its	owners	(investors)	and	creditors	(like	banks).When	the	company	raises	cash	by	issuing	shares	or	by	getting	a	loan	from	the	bank,	it	is	shown	in	the	financing	cash	flow	section.	Conversely,	when	a	company	buys	back	shares	or	pays	its	debts,	it	is	also	shown	in	this	section.The	financing	cash	flow	also	shows	money	returned	to
shareholders	via	dividends.If	financing	cash	flow	is	a	positive	number,	it	means	that	the	company	has	been	raising	cash	via	debt	or	equity.	If	it	is	a	negative	number,	it	means	that	the	company	is	returning	money	to	investors	or	paying	back	debts.Net	cash	flowWhen	you	add	up	the	operating,	investing,	and	financing	cash	flow	numbers,	you	get	the	net
cash	flow.Net	cash	flow	is	the	change	in	cash	and	cash	equivalents	on	the	company's	balance	sheet	during	the	accounting	period.	It	is	often	listed	as	"increase/decrease	in	cash	and	cash	equivalents"	on	the	cash	flow	statement.Negative	net	cash	flow	is	not	necessarily	a	bad	thing.	For	example,	it	could	be	negative	if	the	company	bought	a	lot	of
marketable	securities	to	store	its	cash.Net	cash	flow	should	not	be	confused	with	free	cash	flow,	which	is	much	more	important.How	to	calculate	free	cash	flowFree	cash	flow	is	one	of	the	most	important	financial	numbers	for	investors.It	tells	you	how	much	cash	a	company	has	left	after	spending	on	everything	required	to	maintain	and	grow	the
business.	Many	consider	it	to	be	an	even	better	measure	of	profitability	than	net	income.Companies	are	not	required	to	show	free	cash	flow	when	they	report	earnings,	but	many	companies	still	do	it.You	can	easily	calculate	free	cash	flow	by	subtracting	the	capital	expenditures	from	the	operating	cash	flow.	The	capital	expenditures	are	usually	listed
as	"purchases	of	property,	plant,	and	equipment"	or	something	similar.If	free	cash	flow	is	positive,	that	means	the	company	is	making	enough	money	to	maintain	and	grow	the	business,	as	well	as	return	money	to	shareholders	and	creditors.Stocks	that	have	strong	and	growing	free	cash	flows	tend	to	be	great	long-term	investments.More	things	you
can	learn	from	a	cash	flow	statementYou	can	learn	many	important	facts	about	a	company's	financials	from	looking	at	its	cash	flow	statement.For	example,	you	can	learn	whether	the	company	is	generating	enough	cash	from	operations	to	cover	its	debts	and	other	liabilities.You	can	also	learn	whether	it	is	generating	enough	cash	to	not	only	cover	its
liabilities	but	also	return	money	to	shareholders	via	dividends	or	share	buybacks.It's	also	possible	to	see	the	sustainability	of	dividends	by	looking	at	how	much	the	company	is	paying	in	dividends	relative	to	its	free	cash	flow.If	the	company	has	much	higher	free	cash	flows	than	it	pays	in	dividends,	then	the	company	is	likely	to	raise	its	dividend
payments	in	the	near	future.	A	creditor	is	an	individual	or	institution	that	extends	credit	to	another	party	to	borrow	money	usually	by	a	loan	agreement	or	contract.	Creditors	are	commonly	classified	as	personal	or	real.	Those	who	loan	money	to	friends	or	family	or	a	business	that	provides	immediate	supplies	or	services	to	a	company	or	individual	but
allows	for	a	delay	in	payment	may	be	considered	personal	creditors.	Real	creditors	are	banks	or	finance	companies	that	have	legal	contracts	and	loan	agreements	with	the	borrower	that	grant	the	lender	the	right	to	claim	any	of	the	debtor's	real	assets	or	collateral	if	the	loan	is	unpaid.	A	creditor	is	an	individual	or	institution	that	extends	credit	to
another	party	to	borrow	money	usually	by	a	loan	agreement	or	contract.Creditors	such	as	banks	can	repossess	collateral	like	homes	and	cars	on	secured	loans,	and	take	debtors	to	court	over	unsecured	debts.Borrowers	with	good	credit	scores	are	considered	low-risk	to	creditors,	and	these	borrowers	often	garner	low-interest	rates.The	difference
between	an	original	creditor	and	a	debt	collector	is	that	an	original	creditor	is	the	company	that	makes	the	loan	while	a	debt	collector	seeks	to	collect	on	delinquent	loansthose	that	they	have	purchased	from	the	original	creditor.	Creditors	often	charge	interest	on	the	loans	they	offer	their	clients,	such	as	a	5%	interest	rate	on	a	$5,000	loan.	The
interest	represents	the	borrower's	cost	of	the	loan	and	the	creditor's	degree	of	risk	that	the	borrower	may	not	repay	the	loan.	To	mitigate	risk,	most	creditors	tie	interest	rates	or	fees	to	the	borrower's	creditworthiness	and	past	credit	history.	Borrowers	with	good	credit	scores	are	considered	low-risk	to	creditors,	and	these	borrowers	often	garner
low-interest	rates.	In	contrast,	borrowers	with	low	credit	scores	are	riskier	for	creditors	and	are	often	charged	higher	interest	rates	to	address	that	risk.	While	the	creditor	is	the	entity	that	extends	credit,	a	debtor	is	the	legal	party	that	accepts	the	credit	or	loan,	owes	the	debt,	and	agrees	to	its	repayment.	Secured	creditors,	often	a	bank	or	mortgage
company,	have	a	legal	right	to	reclaim	the	property,	such	as	a	car	or	home,	used	as	collateral	for	a	loan,	often	through	a	lien	or	repossession.	An	unsecured	creditor,	such	as	a	credit	card	company,	is	a	creditor	where	the	borrower	has	not	agreed	to	give	the	creditor	any	property	such	as	a	car	or	home	as	collateral	to	secure	a	debt.	These	creditors	may
sue	these	debtors	in	court	over	unpaid	unsecured	debts	and	courts	may	order	the	debtor	to	pay,	garnish	wages,	issue	a	bank	levy,	or	take	other	actions.	Bankruptcy	is	a	legal	process	through	which	individuals	who	cannot	repay	debts	to	creditors	may	seek	relief	from	some	or	all	of	their	debts.	Bankruptcy	is	initiated	by	the	debtor	and	is	imposed	by	a
court	order.	When	a	debtor	declares	bankruptcy,	the	court	notifies	the	creditor	of	the	proceedings.	In	some	bankruptcy	cases,	all	of	the	debtor's	non-essential	assets	are	sold	to	repay	debts,	and	the	bankruptcy	trustee	repays	the	debts	in	order	of	their	priority.	Tax	debts	and	child	support	typically	rank	highest	along	with	criminal	fines,	and
overpayments	of	federal	benefits	for	repayment.	Unsecured	loans	such	as	credit	cards	are	prioritized	last,	giving	those	creditors	the	smallest	chance	of	recouping	funds	from	debtors	during	bankruptcy	proceedings.	While	creditors	lend	money	and	are	owed	that	money,	a	debt	collector	does	not	lend	money.	A	creditor	is	the	original	lender	because
they	made	the	loan	to	you.	Debt	collectors	purchase	delinquent	loans	from	the	original	creditor,	such	as	a	bank,	usually	at	a	discount,	and	aim	to	then	collect	on	that	loan.	For	example,	John	may	owe	Bank	ABC	$10,000	dollars	but	has	not	been	able	to	pay	it	back.	His	loan	goes	into	default.	Rather	than	continuously	attempting	to	collect	on	this	loan,
Bank	ABC	sells	the	loan	to	Debt	Collector	XYZ	for	$6,000.	This	way	the	bank	has	recouped	some	of	its	losses	and	can	focus	on	its	core	business	of	lending,	not	chasing	down	delinquent	loans.	Debt	Collector	XYZ	then	seeks	to	collect	the	entire	$10,000	from	John,	which	it	is	legally	allowed	to	do.	A	creditor	often	seeks	repayment	through	the	process
outlined	in	the	loan	agreement.	The	Fair	Debt	Collection	Practices	Act	(FDCPA)	protects	the	debtor	from	aggressive	or	unfair	debt	collection	practices	and	establishes	ethical	guidelines	for	the	collection	of	consumer	debts.	Chapter	11	is	a	form	of	bankruptcy	that	involves	the	reorganization	of	a	debtors	business	affairs,	debts,	and	assets	and	allows	a
company	to	stay	in	business	and	restructure	its	obligations.	Individuals	often	rely	on	credit	scores	to	obtain	loans	and	extensions	of	credit.	Creditors	and	lenders	are	not	required	by	law	to	report	anything	to	credit	bureaus,	however,	many	businesses	report	on-time	payments,	late	payments,	purchases,	loan	terms,	credit	limits,	and	balances	owed,
information	used	by	credit	bureaus	to	construct	credit	scores.	Creditors	are	individuals	or	entities	that	have	lent	money	to	another	individual	or	entity.	They	typically	charge	interest	and	the	money	is	owed	back	to	them.	For	example,	a	bank	lending	money	to	a	person	to	purchase	a	house	is	a	creditor.	A	debtor	is	an	individual	or	entity	that	borrows
money	from	another	individual	or	entity	and	needs	to	pay	that	money	back	within	a	certain	time	frame,	with	interest.	For	example,	a	person	who	borrows	money	from	a	bank	to	buy	a	house	is	a	debtor.	Creditors	can	include	friends	or	family	that	you	borrow	money	from	and	have	to	pay	back.	Unsecured	creditors	are	those	that	lend	money	without	any
collateral.	Secured	creditors	are	those	that	lend	money	with	collateral	so	that	if	you	default	on	your	loan,	they	may	repossess	the	asset	pledged	as	collateral	to	cover	the	money	they	have	lost.	A	creditor	is	an	individual	or	institution	that	extends	credit	to	another	party	to	borrow	money	usually	by	a	loan	agreement	or	contract.	On	secured	loans,
creditors	can	repossess	collateral	like	homes	or	cars	and	creditors	can	sue	debtors	for	repayment	of	unsecured	loans.	The	Fair	Debt	Collection	Practices	Act	(FDCPA)	established	ethical	guidelines	for	the	collection	of	consumer	debts	by	creditors.	A	liability	is	something	that	a	person	or	company	owes,	usually	a	sum	of	money.	Liabilities	are	settled
over	time	through	the	transfer	of	economic	benefits	including	money,	goods,	or	services.	They're	recorded	on	the	right	side	of	the	balance	sheet	and	include	loans,	accounts	payable,	mortgages,	deferred	revenues,	bonds,	warranties,	and	accrued	expenses.	Liabilities	are	the	opposite	of	assets.	They	refer	to	things	that	you	owe	or	have	borrowed.	Assets
are	things	that	you	own	or	are	owed.	A	liability	is	generally	something	that's	owed	to	someone	else.Liability	can	also	mean	a	legal	or	regulatory	risk	or	obligation.Companies	book	liabilities	in	opposition	to	assets	in	accounting.Current	liabilities	are	a	company's	short-term	financial	obligations	that	are	due	within	one	year	or	a	normal	operating
cycle.Long-term,	non-current	liabilities	are	listed	on	the	balance	sheet	as	obligations	but	they're	not	due	for	more	than	a	year.	Investopedia	/	NoNo	Flores	A	liability	is	generally	an	obligation	between	one	party	and	another	that's	not	yet	completed	or	paid.	A	financial	liability	is	also	an	obligation	in	the	world	of	accounting	but	it's	defined	more	by
previous	business	transactions,	events,	sales,	exchange	of	assets	or	services,	or	anything	that	would	provide	economic	benefit	at	a	later	date.	Liabilities	are	categorized	as	current	or	non-current	depending	on	their	temporality.	They	can	include	a	future	service	owed	to	others	such	as	short-	or	long-term	borrowing	from	banks,	individuals,	or	other
entities	or	a	previous	transaction	that's	created	an	unsettled	obligation.	Current	liabilities	are	usually	consideredshort-term.	They're	expected	to	be	concluded	within	12	months	or	less.	Non-current	liabilities	are	long-term.	They're	expected	to	last	12	months	or	longer.	The	most	common	liabilities	are	usually	the	largest	such	as	accounts	payableand
bonds	payable.	Most	companies	will	have	these	two-line	items	on	their	balance	sheets	because	they're	part	of	ongoing	current	and	long-term	operations.	Liabilities	are	a	vital	aspect	of	a	company	because	they're	used	to	finance	operations	and	pay	for	large	expansions.	They	can	also	make	transactions	between	businesses	more	efficient.	A	wine
supplier	typically	doesn't	demand	payment	when	it	sells	a	case	of	wine	to	a	restaurant	and	delivers	the	goods.	It	invoices	the	restaurant	for	the	purchase	to	streamline	the	drop-off	and	make	paying	easier	for	the	restaurant.	The	outstanding	money	that	the	restaurant	owes	to	its	wine	supplier	is	considered	a	liability.	The	wine	supplier	considers	the
money	it	is	owed	to	be	an	asset.	Liability	generally	refers	to	the	state	of	being	responsible	for	something.	The	term	can	refer	to	any	money	or	service	owed	to	another	party.	Tax	liability	can	refer	to	the	property	taxes	that	a	homeowner	owes	to	the	municipal	government	or	the	income	tax	they	owe	to	the	federal	government.	A	retailer	has	a	sales	tax
liability	on	their	books	when	they	collect	sales	tax	from	a	customer	until	they	remit	those	funds	to	the	county,	city,	or	state.	Liability	can	also	refer	to	one's	potential	damages	in	a	civil	lawsuit.	Liability	may	also	refer	to	the	legal	liability	of	a	business	or	individual.	Many	businesses	take	out	liability	insurance	in	case	a	customer	or	employee	sues	them
for	negligence.	It's	a	long-term	liability	if	a	business	takes	out	a	mortgage	that's	payable	over	a	15-year	period	but	the	mortgage	payments	that	are	due	during	the	current	year	are	the	current	portion	of	long-term	debt.	They're	recorded	in	the	short-term	liabilities	section	of	the	balance	sheet.	Analysts	ideally	want	to	see	that	a	company	can	pay
current	liabilities	that	are	due	within	a	year	with	cash.	Some	examples	of	short-term	liabilities	include	payroll	expenses	and	accounts	payable	which	can	include	money	owed	to	vendors,	monthly	utilities,	and	similar	expenses.	Other	examples	include:Wages	payable:This	is	the	total	amount	ofaccrued	incomethat	employees	have	earned	but	haven't	yet
received.	Many	companies	pay	their	employees	every	two	weeks	so	this	liability	changes	often.Interest	payable:Companies	often	use	credit	to	purchase	goods	and	services.	This	represents	the	interest	on	those	short-term	credit	purchases	that	must	be	paid.Dividends	payable:This	represents	the	amount	owed	to	shareholders	after	a	dividend	was
declared	for	companies	that	haveissued	stock	to	investors	and	pay	dividends.Unearned	revenues:This	is	a	company's	liability	to	deliver	goods	and/or	services	at	a	future	date	after	being	paid	in	advance.	The	amount	will	be	reduced	in	the	future	with	an	offsetting	entry	when	the	product	or	service	is	delivered.Liabilities	of	discontinued	operations:This
is	a	unique	liability.	Companies	are	required	to	account	for	the	financial	impact	of	an	operation,	division,	or	entity	that's	currently	being	held	for	sale	or	has	been	recently	sold.	This	also	includes	the	financial	impact	of	aproduct	linethat	has	recently	been	shut	down.	Any	liability	that's	not	near-term	falls	under	non-current	liabilities	that	are	expected	to
be	paid	in	12	months	or	more.	Long-term	debt	is	also	known	as	bonds	payable	and	it's	usually	the	largest	liability	and	at	the	top	of	the	list.	Companies	of	all	sizes	finance	part	of	their	ongoing	long-term	operations	byissuing	bonds	that	are	essentially	loansfrom	each	party	that	purchases	the	bonds.	This	line	item	is	in	constant	flux	as	bonds	are	issued,
mature,	or	called	back	by	theissuer.	Analysts	want	to	see	that	long-term	liabilities	can	be	paid	with	assets	derived	from	future	earnings	or	financing	transactions.	Bonds	and	loans	aren't	the	only	long-term	liabilities	that	companies	incur.	Items	like	rent,	deferred	taxes,	payroll,	and	pension	obligations	can	also	be	listed	as	long-term	liabilities.	Other
examples	include:Warranty	liability:Some	liabilities	aren't	as	exact	as	AP.	They	have	to	be	estimated.	Warranty	liability	is	the	estimated	time	and	money	that	may	be	spent	repairing	products	under	the	agreement	of	awarranty.	It's	a	common	liability	in	the	automotive	industry	because	many	cars	have	long-term	warranties	that	can	be	costly.Contingent



liability	evaluation:	A	contingent	liability	may	or	may	not	occur	depending	on	the	outcome	of	an	uncertain	future	event.Deferred	credits:This	is	a	broad	category	that	can	be	recorded	as	current	or	non-current	depending	on	the	specifics	of	the	transaction.	These	credits	are	revenue	collected	before	it's	recorded	as	earned	on	the	income	statement.	They
can	include	customer	advances,deferred	revenue,or	a	transactionwhere	credits	are	owed	but	not	yet	considered	revenue.	This	item	is	reduced	by	the	amount	earned	and	becomes	part	of	the	company's	revenue	stream	when	the	revenue	is	no	longer	deferred.Post-employment	benefits:These	are	benefits	that	an	employee	or	family	member	may	receive
upon	their	retirement.	They're	carried	as	long-term	liabilities	as	theyaccrue.	This	liability	isn't	to	be	overlooked	with	rapidly	rising	health	care	anddeferred	compensation.Unamortized	investment	tax	credits	(UITC):This	represents	the	net	between	an	asset'shistorical	costand	the	amount	that's	already	been	depreciated.	The	unamortized	portion	is	a
liability	but	it's	only	a	rough	estimate	of	the	assetsfair	market	value.	This	provides	an	analyst	with	some	details	regarding	how	aggressive	or	conservative	a	company	is	with	itsdepreciationmethods.	Assets	are	what	a	company	owns	or	something	that's	owed	to	the	company.	They	include	tangible	items	such	as	buildings,	machinery,	and	equipment	as
well	as	intangibles	such	as	accounts	receivable,	interest	owed,	patents,	or	intellectual	property.The	difference	is	its	owner's	or	stockholders'	equity	if	a	business	subtracts	its	liabilities	from	its	assets.	The	relationship	can	be	expressed	like	this:AssetsLiabilities=OwnersEquity\text{Assets}-\text{Liabilities}=\text{Owner's
Equity}AssetsLiabilities=OwnersEquityThis	accounting	equation	is	commonly	presented	this	way,	however:Assets=Liabilities+Equity\text{Assets}	=	\text{Liabilities}	+	\text{Equity}Assets=Liabilities+Equity	An	expense	is	the	cost	of	operations	that	a	company	incurs	to	generate	revenue.	Expenses	are	related	to	revenue,	unlike	assets	and	liabilities.
Both	are	listed	on	a	company's	income	statement.	Expenses	are	used	to	calculate	net	income.	The	equation	is	revenues	minus	expenses.	It	might	signal	weak	financial	stability	if	a	company	has	had	more	expenses	than	revenues	for	the	last	three	years	because	it's	been	losing	money	for	those	years.	Liabilities	are	listed	on	a	company's	balance	sheet
and	expenses	are	listed	on	a	company's	income	statement.	Expenses	are	the	costs	of	a	company's	operation.	Liabilities	are	the	obligations	and	debts	that	a	company	owes.	Expenses	can	be	paid	immediately	with	cash	or	the	payment	could	be	delayed	which	would	create	a	liability.	Let's	look	at	a	historical	example	using	AT&T's	(T)	2020	balance	sheet.
The	current/short-term	liabilities	are	separated	from	long-term/non-current	liabilities.	AT&T	clearly	defines	its	bank	debt	that's	maturing	in	less	than	one	year	under	current	liabilities.	This	is	often	used	as	operating	capital	for	day-to-day	operations	by	a	company	of	this	size	rather	than	funding	larger	items	which	would	be	better	suited	usinglong-term
debt.	Liabilities	are	carried	at	cost,	notmarket	value,	like	most	assets.	They	can	be	listed	in	order	of	preference	undergenerally	accepted	accounting	principle	(GAAP)rules	as	long	as	they're	categorized.	The	AT&T	example	has	a	relatively	high	debt	level	under	current	liabilities.	Other	line	items	like	accounts	payable	(AP)	and	various	future	liabilities
likepayroll	taxes	will	be	higher	current	debt	obligations	for	smaller	companies.	APtypically	carries	the	largest	balances	because	they	encompass	day-to-day	operations.	AP	can	include	services,raw	materials,	office	supplies,	or	any	other	categories	of	products	and	services	where	nopromissory	noteis	issued.	Most	companies	don't	pay	for	goods	and
services	as	they're	acquired,	AP	is	equivalent	to	a	stack	of	bills	waiting	to	be	paid.	A	liability	is	anything	that's	borrowed	from,	owed	to,	or	obligated	to	someone	else.	It	can	be	real	like	a	bill	that	must	be	paid	or	potential	such	as	a	possible	lawsuit.	A	liability	isn't	necessarily	a	bad	thing.	A	company	might	take	out	debt	to	expand	and	grow	its	business
or	an	individual	may	take	out	a	mortgage	to	purchase	a	home.	Companies	segregate	their	liabilities	by	their	time	horizon	for	when	they're	due.	Current	liabilities	are	due	within	a	year	and	are	often	paid	using	current	assets.	Non-current	liabilities	are	due	in	more	than	one	year	and	most	often	include	debt	repayments	and	deferred	payments.	A
contingent	liability	is	an	obligation	that	might	have	to	be	paid	in	the	future	but	there	are	still	unresolved	matters	that	make	it	only	a	possibility,	not	a	certainty.Lawsuits	and	the	threat	of	lawsuits	are	the	most	common	contingent	liabilities	but	unused	gift	cards,	product	warranties,	and	recalls	also	fit	into	this	category.	An	individual's	or	household's	net
worth	is	also	arrived	at	by	balancing	assets	against	liabilities.	Liabilities	for	most	households	will	include	taxes	due,	bills	that	must	be	paid,	rent	or	mortgage	payments,	loan	interest,	and	principal	due.	The	work	owed	may	also	be	construed	as	a	liability	if	you're	prepaid	for	performing	work	or	a	service,	A	liability	is	anything	you	owe	to	another
individual	or	an	entity	such	as	a	lender	or	tax	authority.	The	term	can	also	refer	to	a	legal	obligation	or	an	action	youre	obligated	to	take.	Both	businesses	and	individuals	can	have	liabilities.	Your	loan	is	a	liability	if	you	borrow	money	to	purchase	a	car.	The	portion	of	the	vehicle	that	youve	already	paid	for	is	an	asset.	Financial	liabilities	can	be	either
long-term	or	short-term	depending	on	whether	youll	be	paying	them	off	within	a	year.	Cash	flow	from	operating	activities	(CFO)	indicates	the	amount	of	money	a	company	generates	from	its	ongoing,	primary	business	activities,	such	as	selling	products	or	providing	services.	It	is	the	first	section	depicted	on	a	company's	cash	flow	statement.	Cash	flow
from	operating	activities	does	not	include	long-term	capital	expenditures	or	investment	revenue	and	expense.	CFO	focuses	only	on	the	core	business,	andis	also	known	as	operating	cash	flow	(OCF)	or	net	cash	from	operating	activities.	Cash	flow	from	operating	activities	is	an	important	benchmark	to	determine	the	financial	success	of	a	company's
core	business	activities.Cash	flow	from	operating	activities	is	the	first	section	depicted	on	a	cash	flow	statement,	which	also	includes	cash	from	investing	and	financing	activities.There	are	two	methods	for	depicting	cash	from	operating	activities	on	a	cash	flow	statement:	the	indirect	method	and	the	direct	method.The	indirect	method	begins	with	net
income	from	the	income	statement,	then	adds	back	noncash	items	to	arrive	at	a	cash	basis	figure.The	direct	method	tracks	all	transactions	in	a	period	on	a	cash	basis	and	uses	actual	cash	inflows	and	outflows	on	the	cash	flow	statement.	CFO	is	a	good	indicator	of	a	company's	operational	performance	and	profitability.Investopedia	/	Daniel	Fishel	Cash
flow	forms	one	of	the	most	important	parts	of	business	operations	and	accounts	for	the	total	amount	of	money	being	transferred	into	and	out	of	a	business.	Since	it	affects	the	company'sliquidity,	it	has	significance	for	multiple	reasons.	It	allows	business	owners	and	operators	to	check	where	the	money	is	coming	from	and	going	to,	it	helps	them	take
steps	to	generate	and	maintain	sufficient	cash	necessary	for	operational	efficiency	and	other	necessary	needs,	and	it	helps	in	making	key	and	efficient	financing	decisions.	The	details	about	the	cash	flow	of	a	company	are	available	in	its	cash	flow	statement,	which	is	part	of	a	company's	quarterly	and	annual	reports.	The	cash	flow	from	operating
activities	depicts	the	cash-generating	abilities	of	a	company's	core	business	activities.	It	typically	includesnet	incomefrom	the	income	statement	and	adjustments	to	modify	net	income	from	an	accrual	accounting	basis	to	a	cash	accounting	basis.	Cash	availability	allows	a	businessthe	option	to	expand,	build	and	launch	new	products,	buy	back	shares	to
affirm	their	strong	financial	position,	pay	out	dividends	to	reward	and	bolster	shareholder	confidence,	or	reduce	debt	to	save	on	interest	payments.	Investors	attempt	to	look	for	companies	whose	share	prices	are	lower	and	whose	cash	flow	from	operationsis	showing	an	upward	trend	over	recent	quarters.	The	disparity	indicates	that	the	company	has
increasing	levels	of	cash	flow,	which,	if	better	utilized,	can	lead	to	higher	share	prices	in	the	near	future.	Positive	(and	increasing)	cash	flow	from	operating	activities	indicates	that	the	core	business	activities	of	the	company	are	thriving.It	provides	as	an	additional	measure/indicator	of	the	profitability	potential	of	a	company,	in	addition	to	the
traditional	ones	like	net	income	or	EBITDA.	The	cash	flow	statement	is	one	of	the	three	main	financial	statements	required	in	standard	financial	reporting,	in	addition	to	the	income	statement	and	balance	sheet.	The	cash	flow	statement	is	divided	into	three	sections:	cash	flow	from	operating	activities,cash	flow	from	investing	activities,	andcash	flow
from	financing	activities.	Collectively,	all	three	sections	provide	a	picture	of	where	the	company's	cash	comes	from,	how	it	is	spent,	and	the	net	change	in	cash	resulting	from	the	firm's	activities	during	a	given	accounting	period.	The	cash	flow	from	investing	section	shows	the	cash	used	to	purchase	fixed	and	long-term	assets,	such	asplant,	property,
and	equipment(PPE),	as	well	as	any	proceeds	from	the	sale	of	these	assets.	The	cash	flow	from	the	financing	section	shows	the	source	of	a	company's	financing	and	capital,	as	well	as	its	servicing	and	payments	on	the	loans.	For	example,	proceeds	from	the	issuance	of	stocks	and	bonds,	dividend	payments,	and	interest	payments	will	be	included	under
financing	activities.	Investors	examine	a	companys	cash	flow	from	operating	activities,	within	the	cash	flow	statement,	to	determine	where	a	company	is	getting	its	money	from.	In	contrast	to	investing	and	financing	activities,	which	may	be	one-time	or	sporadic	revenue,	the	operating	activities	are	core	to	the	business	and	are	recurring	in	nature.	The
cash	flow	from	operating	activities	section	can	be	displayed	on	the	cash	flow	statement	in	one	of	two	ways.	The	first	option	is	the	indirect	method,	where	the	company	begins	with	net	income	on	an	accrual	accounting	basis	and	works	backwards	to	achieve	a	cash	basis	figure	for	the	period.	Under	the	accrual	method	of	accounting,	revenue	is
recognized	when	earned,	not	necessarily	when	cash	is	received.	For	example,	if	a	customer	buys	a	$500	widget	on	credit,	the	sale	has	been	made,	but	the	cash	has	not	yet	been	received.	The	revenue	is	still	recognized	by	the	company	in	the	month	of	the	sale,	and	it	shows	up	in	net	income	on	its	income	statement.	Therefore,	net	income	was
overstated	by	this	amount	on	a	cash	basis.	The	offset	to	the	$500	of	revenue	would	appear	in	the	accounts	receivable	line	item	on	the	balance	sheet.	On	the	cash	flow	statement,	there	would	need	to	be	a	reduction	from	net	income	in	the	amount	of	the	$500	increase	to	accounts	receivable	due	to	this	sale.	It	would	be	displayed	on	the	cash	flow
statement	as	"Increase	in	Accounts	Receivable	-$500."	The	second	option	is	the	direct	method,	in	which	a	company	records	all	transactions	on	a	cash	basis	and	displays	the	information	on	the	cash	flow	statement	using	actual	cash	inflows	and	outflows	during	the	accounting	period.	Examples	of	the	direct	method	of	cash	flows	from	operating	activities
include:	Salaries	paid	out	to	employeesCash	paid	to	vendors	and	suppliersCash	collected	from	customersInterest	income	and	dividends	receivedIncome	tax	paid	and	interest	paid	Many	accountants	prefer	the	indirect	method	because	it	is	simple	to	prepare	the	cash	flow	statement	using	information	from	the	income	statement	and	balance	sheet.	Most
companies	use	the	accrual	method	of	accounting,	so	the	income	statement	and	balance	sheet	will	have	figures	consistent	with	this	method.	TheFinancial	Accounting	Standards	Board	(FASB)	recommends	that	companies	use	the	direct	method	as	it	offers	a	clearer	picture	of	cash	flows	in	and	out	of	a	business.	However,	as	an	added	complexity	of	the
direct	method,	the	FASB	also	requires	a	business	using	the	direct	method	to	disclose	the	reconciliation	of	net	income	to	the	cash	flow	from	operating	activities	that	would	have	been	reported	if	the	indirect	method	had	been	used	to	prepare	the	statement.	The	reconciliation	report	is	used	to	check	the	accuracy	of	the	cash	from	operating	activities,	and
it	is	similar	to	the	indirect	method.	The	reconciliation	report	begins	by	listing	the	net	income	and	adjusting	it	for	noncash	transactions	and	changes	in	the	balance	sheet	accounts.	This	added	task	makes	the	direct	method	unpopular	among	companies.	Different	reporting	standards	are	followed	by	companies	as	well	as	the	different	reporting	entities
which	may	lead	to	different	calculations	under	the	indirect	method.	Depending	upon	the	available	figures,	the	CFO	value	can	be	calculated	by	one	of	the	following	formulas,	as	both	yield	the	same	result:	Cash	Flow	from	Operating	Activities	=Funds	from	Operations	+	Changes	inWorking	Capital	where,	Funds	from	Operations	=	(Net	Income	+
Depreciation,	Depletion,	&	Amortization	+	Deferred	Taxes	&	Investment	Tax	Credit	+	Other	Funds)	This	format	is	used	for	reporting	Cash	Flow	details	by	finance	portals	likeMarketWatch.	Or	Cash	Flow	from	Operating	Activities	=Net	Income	+	Depreciation,	Depletion,	&	Amortization	+	Adjustments	To	Net	Income	+	Changes	In	Accounts
Receivables	+	Changes	In	Liabilities	+	Changes	In	Inventories	+	Changes	In	Other	Operating	Activities	This	format	is	used	for	reporting	Cash	Flow	details	by	finance	portals	likeYahoo!	Finance.	All	the	above-mentioned	figures	included	above	are	available	as	standard	line	items	in	the	cash	flow	statements	of	various	companies.	The	net	incomefigure
comes	from	theincome	statement.	Since	it	is	prepared	on	anaccrual	basis,	the	noncash	expenses	recorded	on	the	income	statement,	such	as	depreciation	and	amortization,	are	added	back	to	the	net	income.	In	addition,	any	changes	in	balance	sheet	accounts	are	also	added	to	or	subtracted	from	the	net	income	to	account	for	the	overall	cash	flow.
Inventories,tax	assets,	accounts	receivable,	and	accrued	revenue	are	common	items	of	assets	for	which	a	change	in	value	will	be	reflected	in	cash	flow	from	operating	activities.Accounts	payable,	tax	liabilities,	deferred	revenue,	and	accrued	expenses	are	common	examples	of	liabilities	for	which	a	change	in	value	is	reflected	in	cash	flow	from
operations.	From	one	reporting	period	to	the	next,	any	positive	change	in	assets	is	backed	out	of	the	net	income	figure	for	cash	flow	calculations,	while	a	positive	change	in	liabilities	is	added	back	into	net	income	for	cash	flow	calculations.Essentially,	an	increase	in	an	asset	account,	such	as	accounts	receivable,	means	that	revenue	has	been	recorded
that	has	not	actually	been	received	in	cash.	On	the	other	hand,	an	increase	in	a	liability	account,	such	as	accounts	payable,	means	that	an	expense	has	been	recorded	for	which	cash	has	not	yet	been	paid.	Lets	look	at	the	cash	flow	details	of	the	leading	technology	company,	Apple	Inc.	(AAPL),	for	the	fiscal	year	ended	September	2018.	The	iPhone
maker	had	a	net	income	of	$59.53	billion,	Depreciation,	Depletion,	&	Amortization	of	$10.9	billion,	Deferred	Taxes	&	Investment	Tax	Credit	of	-$32.59	billion,	and	Other	Funds	of	$4.9	billion.	Following	the	first	formula,	the	summation	of	these	numbers	brings	the	value	for	Fund	from	Operations	as	$42.74	billion.	The	net	Change	in	Working	Capital	for
the	same	period	was	$34.69	billion.	Adding	it	to	Fund	from	Operations	gives	the	Cash	Flow	from	Operating	Activities	for	Apple	as	$77.43	billion.	For	the	second	method,	summing	up	the	available	values	from	Yahoo!	Finance	portal	that	reports	Apple's	FY	2018	Net	Income	$59.531	billion,	Depreciation	$10.903	billion,	Adjustments	To	Net	Income	-
$27.694	billion,	Changes	In	Accounts	Receivables	-$5.322	billion,	Changes	In	Liabilities	9.131	billion,	Changes	In	Inventories	$.828	billion,	and	Changes	In	Other	Operating	Activities	$30.057	billion	gives	the	net	CFO	value	as	$77.434	billion.	Both	methods	yield	the	same	value.	One	must	note	that	working	capital	is	an	important	component	of	cash
flow	from	operations,	and	companies	can	manipulate	working	capital	by	delaying	the	bill	payments	to	suppliers,	accelerating	the	collection	of	bills	from	customers,	and	delaying	the	purchase	of	inventory.	All	these	measures	allow	a	company	to	retain	cash.	Companies	also	have	the	liberty	to	set	their	own	capitalization	thresholds,	which	allow	them	to
set	the	dollar	amount	at	which	a	purchase	qualifies	as	a	capital	expenditure.	Investors	should	be	aware	of	these	considerations	when	comparing	the	cash	flow	of	different	companies.	Due	to	such	flexibility,	where	managers	are	able	to	manipulate	these	figures	to	a	certain	extent,	the	cash	flow	from	operations	is	more	commonly	used	for	reviewing	a
single	company's	performance	over	two	reporting	periods,	rather	than	comparing	one	company	to	another,	even	if	the	two	belong	in	the	same	industry.Whether	youre	a	working	professional,	business	owner,	entrepreneur,	or	investor,	knowing	how	to	read	and	understand	a	cash	flow	statement	can	enable	you	to	extract	important	data	about	the
financial	health	of	a	company.	If	youre	an	investor,	this	information	can	help	you	better	understand	whether	you	should	invest	in	a	company.	If	youre	a	business	owner	or	entrepreneur,	it	can	help	you	understand	business	performance	and	adjust	key	initiatives	or	strategies.	If	youre	a	manager,	it	can	help	you	more	effectively	manage	budgets,	oversee
your	team,	and	develop	closer	relationships	with	leadershipultimately	allowing	you	to	play	a	larger	role	within	your	organization.	Not	everyone	has	finance	or	accounting	expertise.	For	non-finance	professionals,	understanding	the	concepts	behind	a	cash	flow	statement	and	other	financial	documents	can	be	challenging.	To	facilitate	this
understanding,	heres	everything	you	need	to	know	about	how	to	read	and	understand	a	cash	flow	statement.	Free	Resource:	Financial	Statement	TemplatesAccess	your	interactive	balance	sheet,	income	statement,	and	cash	flow	statement	templates	today.	DOWNLOAD	NOW	What	is	a	Cash	Flow	Statement?	The	purpose	of	a	cash	flow	statement	is	to
provide	a	detailed	picture	of	what	happened	to	a	businesss	cash	during	a	specified	period,	known	as	the	accounting	period.	It	demonstrates	an	organizations	ability	to	operate	in	the	short	and	long	term,	based	on	how	much	cash	is	flowing	into	and	out	of	the	business.	The	cash	flow	statement	is	typically	broken	into	three	sections:	Operating	activities
Investing	activities	Financing	activities	Operating	activities	detail	cash	flow	thats	generated	once	the	company	delivers	its	regular	goods	or	services,	and	includes	both	revenue	and	expenses.	Investing	activities	include	cash	flow	from	purchasing	or	selling	assetsthink	physical	property,	such	as	real	estate	or	vehicles,	and	non-physical	property,	like
patentsusing	free	cash,	not	debt.	Financing	activities	detail	cash	flow	from	both	debt	and	equity	financing.	Based	on	the	cash	flow	statement,	you	can	see	how	much	cash	different	types	of	activities	generate,	then	make	business	decisions	based	on	your	analysis	of	financial	statements.	Ideally,	a	companys	cash	from	operating	income	should	routinely
exceed	its	net	income,	because	a	positive	cash	flow	speaks	to	a	companys	ability	to	remain	solvent	and	grow	its	operations.	Its	important	to	note	that	cash	flow	is	different	from	profit,	which	is	why	a	cash	flow	statement	is	often	interpreted	together	with	other	financial	documents,	such	as	a	balance	sheet	and	income	statement.	How	Cash	Flow	Is
Calculated	Now	that	you	understand	what	comprises	a	cash	flow	statement	and	why	its	important	for	financial	analysis,	heres	a	look	at	two	common	methods	used	to	calculate	and	prepare	the	operating	activities	section	of	cash	flow	statements.	Cash	Flow	Statement	Direct	Method	The	first	method	used	to	calculate	the	operation	section	is	called	the
direct	method,	which	is	based	on	the	transactional	information	that	impacted	cash	during	the	period.	To	calculate	the	operation	section	using	the	direct	method,	take	all	cash	collections	from	operating	activities,	and	subtract	all	of	the	cash	disbursements	from	the	operating	activities.	Cash	Flow	Statement	Indirect	Method	The	second	way	to	prepare
the	operating	section	of	the	statement	of	cash	flows	is	called	the	indirect	method.	This	method	depends	on	the	accrual	accounting	method	in	which	the	accountant	records	revenues	and	expenses	at	times	other	than	when	cash	was	paid	or	receivedmeaning	that	these	accrual	entries	and	adjustments	cause	the	cash	flow	from	operating	activities	to
differ	from	net	income.	Instead	of	organizing	transactional	data	like	the	direct	method,	the	accountant	starts	with	the	net	income	number	found	from	the	income	statement	and	makes	adjustments	to	undo	the	impact	of	the	accruals	that	were	made	during	the	period.	Essentially,	the	accountant	will	convert	net	income	to	actual	cash	flow	by	de-accruing
it	through	a	process	of	identifying	any	non-cash	expenses	for	the	period	from	the	income	statement.	The	most	common	and	consistent	of	these	are	depreciation,	the	reduction	in	the	value	of	an	asset	over	time,	and	amortization,	the	spreading	of	payments	over	multiple	periods.	Related:	Financial	Terminology:	20	Financial	Terms	to	Know	How	to
Interpret	a	Cash	Flow	Statement	Whenever	you	review	any	financial	statement,	you	should	consider	it	from	a	business	perspective.	Financial	documents	are	designed	to	provide	insight	into	the	financial	health	and	status	of	an	organization.	For	example,	cash	flow	statements	can	reveal	what	phase	a	business	is	in:	whether	its	a	rapidly	growing	startup
or	a	mature	and	profitable	company.	It	can	also	reveal	whether	a	company	is	going	through	transition	or	in	a	state	of	decline.	Using	this	information,	an	investor	might	decide	that	a	company	with	uneven	cash	flow	is	too	risky	to	invest	in;	or	they	might	decide	that	a	company	with	positive	cash	flow	is	primed	for	growth.	Similarly,	a	department	head
might	look	at	a	cash	flow	statement	to	understand	how	their	particular	department	is	contributing	to	the	health	and	wellbeing	of	the	company	and	use	that	insight	to	adjust	their	departments	activities.	Cash	flow	might	also	impact	internal	decisions,	such	as	budgeting,	or	the	decision	to	hire	(or	fire)	employees.	Cash	flow	is	typically	depicted	as	being
positive	(the	business	is	taking	in	more	cash	than	its	expending)	or	negative	(the	business	is	spending	more	cash	than	its	receiving).	Related:	How	Learning	About	Finance	Can	Jumpstart	Your	Career	No	Matter	Your	Industry	Positive	Cash	Flow	Positive	cash	flow	indicates	that	a	company	has	more	money	flowing	into	the	business	than	out	of	it	over	a
specified	period.	This	is	an	ideal	situation	to	be	in	because	having	an	excess	of	cash	allows	the	company	to	reinvest	in	itself	and	its	shareholders,	settle	debt	payments,	and	find	new	ways	to	grow	the	business.	Positive	cash	flow	does	not	necessarily	translate	to	profit,	however.	Your	business	can	be	profitable	without	being	cash	flow-positive,	and	you
can	have	positive	cash	flow	without	actually	making	a	profit.	Negative	Cash	Flow	Having	negative	cash	flow	means	your	cash	outflow	is	higher	than	your	cash	inflow	during	a	period,	but	it	doesnt	necessarily	mean	profit	is	lost.	Instead,	negative	cash	flow	may	be	caused	by	expenditure	and	income	mismatch,	which	should	be	addressed	as	soon	as
possible.	Negative	cash	flow	may	also	be	caused	by	a	companys	decision	to	expand	the	business	and	invest	in	future	growth,	so	its	important	to	analyze	changes	in	cash	flow	from	one	period	to	another,	which	can	indicate	how	a	company	is	performing	overall.	Cash	Flow	Statement	Example	Here's	an	example	of	a	cash	flow	statement	generated	by	a
fictional	company,	which	shows	the	kind	of	information	typically	included	and	how	it's	organized.	Go	to	the	alternative	version.	This	cash	flow	statement	shows	Company	A	started	the	year	with	approximately	$10.75	billion	in	cash	and	equivalents.	Cash	flow	is	broken	out	into	cash	flow	from	operating	activities,	investing	activities,	and	financing
activities.	The	business	brought	in	$53.66	billion	through	its	regular	operating	activities.	Meanwhile,	it	spent	approximately	$33.77	billion	in	investment	activities,	and	a	further	$16.3	billion	in	financing	activities,	for	a	total	cash	outflow	of	$50.1	billion.	The	result	is	the	business	ended	the	year	with	a	positive	cash	flow	of	$3.5	billion,	and	total	cash	of
$14.26	billion.	The	Importance	of	Cash	Flow	Cash	flow	statements	are	one	of	the	most	critical	financial	documents	that	an	organization	prepares,	offering	valuable	insight	into	the	health	of	the	business.	By	learning	how	to	read	a	cash	flow	statement	and	other	financial	documents,	you	can	acquire	the	financial	accounting	skills	needed	to	make	smarter
business	and	investment	decisions,	regardless	of	your	position.	Are	you	interested	in	gaining	a	toolkit	for	making	smart	financial	decisions	and	the	confidence	to	clearly	communicate	those	decisions	to	key	internal	and	external	stakeholders?	Explore	our	online	finance	and	accounting	courses	and	download	our	course	flowchart	to	determine	which
best	aligns	with	your	goals.	If	you	want	to	dive	into	creating	a	cash	flow	statement,	download	our	free	financial	statement	templates	to	start	practicing.	Data	Tables	Company	A	-	Statement	of	Cash	Flows	(Alternative	Version)	Year	Ended	September	28,	2019	(In	millions)	Cash	and	cash	equivalents,	beginning	of	the	year:	$10,746	OPERATING
ACTIVITIES	Activity	Amount	Net	Income	37,037	Adjustments	to	Reconcile	Net	Income	to	Cash	Generated	by	Operating	Activities:	Depreciation	and	Amortization	6,757	Deferred	Income	Tax	Expense	1,141	Other	2,253	Changes	in	Operating	Assets	and	Liabilities:	Accounts	Receivable,	Net	(2,172)	Inventories	(973)	Vendor	Non-Trade	Receivables	223
Other	Current	and	Non-Current	Assets	1,080	Accounts	Payable	2,340	Deferred	Revenue	1,459	Other	Current	and	Non-Current	Liabilities	4,521	Cash	Generated	by	Operating	Activities	53,666	INVESTING	ACTIVITIES	Activity	Amount	Purchases	of	Marketable	Securities	(148,489)	Proceeds	from	Maturities	of	Marketable	Securities	20,317	Proceeds
from	Sales	of	Marketable	Securities	104,130	Payments	Made	in	Connection	with	Business	Acquisitions,	Net	of	Cash	Acquired	(496)	Payments	for	Acquisition	of	Intangible	Assets	(911)	Other	(160)	Cash	Used	in	Investing	Activities	(33,774)	FINANCING	ACTIVITIES	Activity	Amount	Dividends	and	Dividend	Equivalent	Rights	Paid	(10,564)	Repurchase	of
Common	Stock	(22,860)	Proceeds	from	Issuance	of	Long-Term	Debt,	Net	16,896	Other	149	Cash	Used	in	Financing	Activities	(16,379)	Increase	/	Decrease	in	Cash	and	Cash	Equivalents:	3,513	Cash	and	Cash	Equivalents,	End	of	Year:	$14,259	Go	back	to	the	article.	Cash	is	the	lifeblood	of	every	business.	Run	out	of	cash,	and	youre	dead	in	the
wateryou	cant	pay	your	bills	or	make	payroll.Thats	why	managing	your	cash	flow	is	so	important.	And	to	do	that	well,	you	need	to	understand	your	cash	flow	statement.	The	cash	flow	statement	shows	you	how	much	cash	you	have	in	the	bank,	and	how	cash	is	moving	in	and	out	of	your	business	over	time.Even	if	youre	not	up	and	running	yet,	creating
a	cash	flow	forecast	(which	sets	the	stage	for	a	working	cash	flow	statement)	will	help	you	figure	out	how	much	cash	you	need	to	get	started	and	stay	in	business.A	cash	flow	statement	tracks	how	cash	is	moving	into	and	out	of	your	business	over	a	certain	period	of	time,	such	as	a	month	or	a	quarter.It	shows	where	cash	is	coming	from	and	where	you
are	spending	money.	You	can	use	your	cash	flow	statement	to	calculate	cash	flow	and	determine	if	your	business	is	spending	more	cash	than	it	brings	in	or	accumulating	cash	over	time.Since	cash	is	generated	and	used	in	different	waysthe	statement	is	divided	into	three	main	sections	that	group	specific	cash	flow	activities:Cash	flow	from	operations:
Cash	generated	or	used	for	day-to-day	business	activities.Cash	flow	from	investment:	The	buying	or	selling	assets.Cash	flow	from	financing:	Impact	of	debt	or	equity	financing.The	cash	flow	statement	is	one	of	three	key	financial	statements	used	by	small	businessesthe	other	two,	an	income	statement	(also	known	as	profit	and	loss)	and	a	balance
sheet,	complement	the	cash	flow	statement.When	these	financial	statements	are	analyzed	together	they	provide	a	full	picture	of	your	businesss	finances.You	calculate	your	cash	flow	with	a	simple	formula:	subtract	what	you	paid	out	(bills	paid,	for	example)	from	the	cash	you	brought	in	(your	sales,	new	loans,	and	other	sources	of	cash).Cash	Flow	=
Cash	Received	Cash	Paid	OutFor	example,	last	month,	if	you	paid	$10,000	in	bills	and	received	$15,000	in	cash	transactions	from	your	customers,	your	total	cash	flow	would	be	$5,000.Unfortunately,	real-world	cash	flow	calculations	are	often	trickier	than	the	example	I	shared.So,	I	recommend	using	a	cash	flow	forecasting	tool	like	LivePlan	to	help
you	build	a	cash	flow	statement.	No	complicated	calculations,	checking	formulas,	or	manual	updates	are	required.You	can	also	download	a	free	cash	flow	statement	template.	Theres	more	room	for	manual	error,	but	it	still	comes	pre-built	with	the	correct	formulas	and	formatting	to	build	a	working	cash	flow	statement.	Lets	look	at	each	row	in	a	cash
flow	statement	so	you	can	make	your	own.	Ill	go	line-by-line	and	explain	each	section	and	where	the	numbers	come	from.For	this	article,	Ill	be	using	the	indirect	method	of	calculating	cash	flow,	which	is	what	most	accounting	systems	utilize.	Creating	a	cash	flow	statement	using	the	indirect	method	starts	with	your	net	income	and	adjusts	for	non-cash
and	working	capital	changes.While	I	wont	cover	it	in	this	article,	you	can	also	use	whats	called	the	direct	method	to	create	your	cash	flow	statement.	This	approach	has	you	list	cash	inflows	and	outflows	directly	without	adjusting	from	your	net	income.Both	methods	are	viable	and	will	give	you	the	same	result,	but	since	the	indirect	method	is	most
common	(and	its	what	we	use	at	LivePlan)	thats	what	Ill	be	covering	today.If	you	want	to	see	what	a	complete	cash	flow	statement	looks	like,	skip	ahead	to	the	next	section.The	first	section	of	your	cash	flow	statement	covers	cash	flow	generated	from	operations.	It	serves	as	a	measurement	of	your	businesss	regular	cash	inflows	and	outflows	as	well	as
your	ability	to	pay	off	debt	in	the	short-term.The	net	profit	on	your	cash	flow	statement	is	your	profits	from	your	profit	and	loss	statement	(P&L).If	the	number	is	negative,	this	means	that	you	took	a	lossyour	expenses	were	greater	than	the	sales	that	you	made	during	that	month.Calculating	your	cash	flow	starts	with	your	net	profit	and	then	makes
adjustments	to	it	(additions	and	subtractions)	to	figure	out	exactly	how	much	cash	is	left	in	the	business	at	the	end	of	the	month.When	you	purchase	an	asset	(like	a	vehicle	or	other	large	piece	of	equipment),	the	cost	of	that	asset	is	spread	out	over	time	on	your	Profit	and	Loss	Statement,	even	if	you	paid	cash	up-front	for	the	asset.This	is	called
depreciation.How	an	asset	is	depreciated	is	regulated	by	the	government.	Some	asset	purchases	can	be	expensed	on	the	profit	and	loss	statement	immediately,	while	others	need	to	be	expensed	slowly	over	many	months	or	years.On	the	cash	flow	statement,	we	deal	with	the	depreciation	expense	by	adding	it	back	in,	since	it	was	subtracted	as	an
expense	on	your	profit	and	loss	statement.If	you	bill	your	customers	and	they	pay	you	30	or	60	days	later,	you	have	accounts	receivablethe	amount	of	money	owed	to	you	by	customers.The	accounts	receivable	line	in	your	cash	flow	statement	doesnt	show	the	total	amount	of	money	owed	to	you.	It	instead	shows	the	change	to	accounts	receivable.If	the
number	is	positive,	customers	that	owe	you	from	previous	months	paid	you,	and	you	deposited	their	money	in	your	bank	account.	If	the	number	is	negative,	customers	owe	you	more	money	than	last	month.If	your	company	sells	a	product,	you	probably	have	inventory.When	you	purchase	inventory,	you	dont	count	it	as	an	expense	on	your	profit	and
loss	statement.	Instead,	the	cost	of	that	inventory	purchase	shows	up	here	on	your	cash	flow	statement.Youll	expense	the	inventory	as	you	sell	it,	and	thats	when	it	will	show	up	on	your	profit	and	loss	as	a	cost	of	goods	sold.So,	if	you	have	a	negative	number	here,	that	means	that	youve	purchased	more	inventory	than	youve	sold.	Your	products	are	still
on	your	shelves.If	you	have	a	positive	number,	that	means	that	you	have	purchased	less	inventory	than	you	have	sold.Example:This	might	not	seem	possible	but	consider	this	example:A	bike	shop	might	only	buy	new	bikes	two	or	three	times	a	year.	In	those	months	when	the	shop	purchases	a	lot	of	bikes,	there	will	be	a	big	negative	number	in	the
inventory	line	of	the	cash	flow	statement.	In	the	following	months	as	the	shop	slowly	sells	that	inventory,	the	inventory	number	will	become	positive.Accounts	payable	is	when	you	owe	money	to	your	vendors	and	suppliers.Just	like	how	your	customers	might	not	pay	you	right	away,	you	might	not	pay	your	vendors	right	away	when	you	get	the	bill.
Accounts	payable	keeps	track	of	how	much	you	owe.The	cash	flow	statement	shows	how	much	your	accounts	payable	balance	has	changed.If	the	number	here	is	positive,	you	have	received	new	bills	during	the	month	that	you	need	to	pay	but	you	havent	paid	yet.	If	the	number	is	negative,	you	have	paid	down	more	bills	than	you	received	during	the
month.If	you	collect	sales	tax	(or	VAT,	HST,	GST,	and	so	on)	on	sales,	and	then	have	to	give	that	money	to	the	governmentyoull	show	how	much	money	was	paid	out	in	the	sales	tax	payable	row.For	sales	taxes:A	positive	number	=	Collected	tax	from	customers	in	the	past	month	but	not	paid	to	the	government	yet.	A	negative	number	=	Paid	more
money	to	the	government	than	you	collected	from	customers.	This	happens	because	there	is	often	a	lag	of	at	least	a	month	between	when	you	collect	sales	taxes	from	customers	and	pay	sales	taxes	to	the	government.If	you	pay	income	taxes,	youll	record	those	payments	on	an	income	taxes	row.The	income	tax	row	offsets	the	income	taxes	that	you
expensed	on	your	profit	and	loss	statement	but	havent	paid	to	the	government	yet.	When	you	do	make	an	income	tax	payment,	youll	record	that	in	this	row	of	the	cash	flow	statement.This	section	of	your	cash	flow	statement	covers	cash	generated	or	spent	on	longer-term	investments	or	assets	for	your	businesssuch	as	property,	equipment,	or
investment	in	securities.When	you	buy	an	asset,	like	a	vehicle	or	a	piece	of	equipment,	youll	subtract	the	cash	you	used	to	make	that	purchase.If	you	borrow	money	to	buy	an	asset,	youll	deal	with	how	you	receive	the	money	from	the	loan	and	subsequent	loan	payments	in	the	changes	to	debt	lines	of	the	cash	flow	statement.If	you	sell	an	asset,	the
proceeds	from	that	sale	will	show	up	here.Cash	flow	from	financing	activities	involves	transactions	related	to	borrowing	or	repaying	debt	(ie.	loans),	issuing	or	buying	back	stock,	and	paying	dividends	to	shareholders.If	you	get	investors	to	invest	in	your	company,	youll	show	that	incoming	cash	here,	on	this	line.	For	example,	if	an	investor	gives	you
$100,000	in	June,	youll	show	that	entire	influx	of	cash	in	your	June	cash	flow	statement.If	your	company	pays	out	dividends	to	its	owners	or	makes	any	other	kind	of	cash	distribution	that	isnt	salary,	youll	show	that	number	here.These	two	lines,	short	term	debt	and	long	term	debt,	operate	the	exact	same	way,	but	are	split	up	to	differentiate	the	types
of	loans	or	debt	your	company	is	taking	on.Short-term	debt	is	usually	paid	back	within	a	year,	while	long-term	debt	can	take	much	longer	to	pay	off.If	the	numbers	here	are	positive,	youve	brought	more	cash	into	your	business	from	loans	that	month	than	youve	paid	off.	If	the	number	is	negative,	you	are	paying	off	more	than	you	have	borrowed	during
that	month.Example:You	get	a	loan	from	the	bank	in	June	for	$25,000.	Its	payable	over	two	years.	You	dont	start	paying	anything	back	until	August.	So,	$25,000	will	appear	in	the	long-term	debt	row	for	June.	Nothing	will	appear	there	in	July,	and	then	in	August,	you	start	paying	back	in	equal	installments	that	appear	as	negative	numbers.This	is	how
much	cash	you	have	at	the	start	of	the	reporting	period.Here,	youre	only	talking	about	cash	on	hand	in	the	bank.	If	the	reporting	period	for	your	cash	flow	statement	is	one	month,	this	is	how	much	cash	you	had	in	the	bank	at	the	beginning	of	the	month.Youll	apply	all	of	the	various	changes	to	your	cash	that	happened	during	that	period	to	this
numberthats	what	all	the	other	rows	in	the	cash	flow	statement	do.Once	youve	totaled	up	all	of	the	changes	in	cash	that	have	happened	during	your	reporting	period,	youll	show	that	number	here.This	is	your	net	cash	flow.	Its	basically	the	sum	total	of	all	the	lines	that	weve	defined	here	in	this	article	(except	for	cash	at	beginning	of	period).Finally,
take	your	cash	from	the	beginning	of	the	period,	add	(or	subtract)	the	change	in	cash	during	the	period,	and	youll	end	up	with	how	much	cash	you	have	at	the	end	of	the	period.Heres	an	example	of	what	a	complete	cash	flow	statement	looks	like.Keep	in	mind	that	you	need	a	month-to-month	cash	flow	statement	for	at	least	the	current	year	of
operations.	Youll	use	this	to	track	your	performance,	update	your	cash	flow	forecast,	and	do	consistent	monthly	analysis.A	positive	cash	flow	number	means	that	you	are	adding	cash	to	your	bank	account.If	this	is	excess	cash	flow	(ie.	more	than	expected)	it	may	be	a	sign	that	you	can	reinvest	in	your	business,	pay	off	additional	debt,	or	explore	new
growth	opportunities.One	vital	thing	to	remember	is	that	cash	and	profits	are	not	the	same.Businesses	can	be	profitable	and	lose	cash	at	the	same	time.	You	can	also	be	cash	flow	positive	and	not	profitable.These	terms	are	unfortunately	used	interchangeably	all	too	often	when	describing	business	growthwhich	can	get	you	into	trouble	if	you	show	high
profitability	but	run	out	of	cash	in	the	process.Dig	Deeper:	Cash	Flow	Forecasting	vs	Profit	ForecastingA	negative	cash	flow	number	means	that	you	are	burning	through	cash	and	potentially	shrinking	your	cash	runway.	If	left	unchecked,	you	could	run	out	of	cash.If	this	is	unexpected	your	next	steps	are	to	immediately	understand	if:Cash	flow	has
been	trending	down	over	previous	months	Accounts	receivable	have	increasedAccounts	payable	have	decreasedNet	profit	was	lower	than	expectedNegative	cash	flow	can	also	occur	when	a	business	decides	to	reinvest	in	growth.	In	this	case,	a	decrease	in	cash	is	expected	and	should	not	be	cause	for	concern	unless	you	wildly	missed	projections.You
need	to	keep	your	business	operations,	decisions,	and	goals	in	mind	when	reviewing	your	cash	flow	statement.	Depending	on	your	expectations,	negative	or	positive	cash	flow	can	be	a	good	or	bad	sign	for	your	business.This	should	lead	you	to	dig	deeper	and	ask	questions	like:How	is	your	business	performing	from	one	period	to	another?How	liquid	is
your	business?Will	you	run	out	of	cash?	When	will	it	happen?Are	you	reinvesting	cash	to	grow	your	business?Are	payment	terms	stressing	your	cash	flow?So,	use	positive	and	negative	cash	flow	as	your	top-level	signal	for	what	to	look	at	next.	It	can	speed	up	your	review	and	help	you	identify	critical	opportunities	or	issues	with	your	cash	before	its	too
late.Dig	Deeper:	Cash	Flow	Management	Tips	for	Small	BusinessesA	cash	flow	forecast	is	only	different	from	a	cash	flow	statement	in	that	the	forecast	is	predicting	the	future	of	your	cash	flow	while	the	statement	shows	what	happened	in	the	past.If	youre	just	starting	and	have	no	financial	datayoull	start	by	creating	a	cash	flow	forecast.	If	youre	an
up-and-running	business,	you	should	already	have	a	cash	flow	statement	and	can	use	it	to	develop	your	cash	flow	forecast.The	point	is	you	should	have	both.When	you	use	your	cash	flow	statement	and	cash	flow	forecast	together	you	can	review	the	historical	performance	of	your	cash	and	look	ahead	at	your	future	cash	position.Look	back	to	identify
trends	in	cash	flow.	Use	that	context	to	predict	and	plan	for	future	cash	stockpiles	or	cash	crunches.That	way	you	can	identify	issues	or	opportunities	early	on	and	better	understand	how	much	cash	youll	have	in	the	coming	weeks	and	months.	If	you	see	yourself	running	out	of	cash	in	the	near	future,	you	can	start	making	changes	now	before	you	run
out.However,	if	you	dont	review	your	cash	performance	and	update	your	forecast	youll	lack	this	foresight	and	will	keep	burning	through	cash	until	its	too	late.If	you	create	a	cash	flow	forecast,	you	can	update	it	with	your	actual	results	from	your	statement	on	a	monthly	basis.	This	keeps	your	projections	on	track	and	allows	you	to	see	where	real-world
events	differ	from	your	expectations.If	youve	done	the	formulas	in	your	forecast	correctly,	or	if	youre	using	cash	flow	forecasting	software	like	LivePlan,	your	forecast	will	automatically	update	with	more	accurate	predictions	of	the	future	based	on	your	past	performance.For	example,	if	youre	forecasting	for	the	next	12	months	starting	in	January,	you
can	replace	your	forecasted	numbers	for	January	with	your	actual	results	when	January	is	complete.Following	this	pattern	becomes	more	and	more	important	as	each	month	passes.	If	you	dont	update	your	forecast,	it	will	slowly	diverge	from	reality	and	become	less	and	less	accurateleading	to	potential	cash	flow	issues	that	could	have	been
avoided.When	your	forecast	of	future	cash	is	driven	by	the	knowledge	of	what	your	current	cash	balance	is,	youll	get	a	much	more	accurate	picture	of	the	future	health	of	your	business.I	hope	this	helps	you	make	sense	of	your	cash	flow	statement.	While	It	may	seem	complex,	just	remind	yourself	that	its	simply	the	cash	moving	into	and	out	of	your
business.When	you	have	a	solid	understanding	of	your	cash	flow	statement,	it	will	become	an	essential	tool	for	managing	your	business.	It	becomes	especially	important	when	things	arent	going	quite	to	plan	or	theres	a	change	to	the	larger	business	environment	that	is	impacting	your	business.More	importantly,	you	should	forecast	cash	flow
regularly.	Compare	your	forecast	to	what	actually	happened	(your	actuals)	on	your	cash	flow	statement	to	ensure	that	you	have	enough	cash	on	hand	to	keep	your	business	running.After	all,	its	much	easier	to	open	a	line	of	credit	or	get	a	business	loan	when	your	business	is	healthy	rather	than	being	in	the	middle	of	a	cash	crunch.If	you	arent	tracking
your	cash	flow	or	still	dont	feel	sure	where	to	start,	try	signing	up	for	LivePlan.	LivePlans	guided	cash	flow	forecast	builder,	accounting	software	integrations,	and	AI-generated	monthly	review	take	the	guesswork	out	of	small	business	financial	planning	so	you	can	take	control	of	your	cash	flow	instead	of	letting	it	control	you.	Is	a	cash	flow	statement
different	from	a	free	cash	flow	statement?	Yes,	these	statements	are	different.	A	cash	flow	statement	shows	all	cash	inflows	and	outflows,	while	the	free	cash	flow	statement	focuses	on	cash	available	after	operating	expenses	and	capital	expenditures.	What	does	the	cash	flow	statement	show?	Your	cash	flow	statement	shows	how	cash	moves	through	a
business,	detailing	cash	from	operating,	investing,	and	financing	activities.	Where	does	interest	expense	go	on	the	cash	flow	statement?	Any	interest	expense	is	listed	under	operating	activities	within	your	cash	flow	statement.	Where	do	dividends	go	on	the	cash	flow	statement?	Any	dividends	paid	are	recorded	under	financing	activities	within	your
cash	flow	statement.	Expand	your	business	skills	and	engage	with	a	global	network	of	learners	through	our	flexible,	online	courses.	Wherever	you	are	in	your	careeror	the	worldHarvard	Business	School	Online	can	help	you	achieve	your	goals.	Professor	Jeffrey	Bussgang	Gain	proven	frameworks	to	build	a	viable,	valuable	tech	venture	that	can
profitably	scale	and	attract	venture	capital.	CLIMB	enables	new	and	experienced	leaders	to	ignite	their	careers	with	a	combination	of	vital	and	forward-looking	business	skills,	self-reflection,	and	an	immersive	cohort-based	learning	experience	with	a	diverse	global	network.	Our	flexible,	online	programs	are	designed	to	bring	the	Harvard	Business
School	classroom	to	you,	and	are	built	around	three	key	characteristics:	Apply	your	learning	through	real-world	examples	and	experience	Harvard	Business	Schools	signature	case	method.	Business	leaders	will	share	challenges	theyve	faced.	As	the	story	unfolds,	youll	leverage	course	concepts,	vital	tools	and	frameworks,	and	the	diversity	of	your
peers	perspectives	to	analyze	the	problem	and	determine	a	path	forward.	Immerse	yourself	in	a	dynamic,	interactive	learning	experience.	Youll	engage	in	a	new	activity	every	three	to	five	minutes	and	apply	your	knowledge	through	polls,	quizzes,	and	problem-solving	exercises	designed	to	accelerate	and	reinforce	your	learning.	Exchange	ideas	with
your	classmates,	broaden	your	perspective,	and	challenge	your	worldview.	Join	a	global	community	of	business	professionals.	Learn	from	and	network	with	peers	before,	during,	and	after	your	course.	Ask	questions,	collaborate,	give	feedback,	and	share	experiences	and	expertise	across	industries	to	grow	or	transition	your	career.	Youll	build	lasting
connections	that	support	you	wherever	life	takes	you	next.	Learn	More	about	the	HBS	Online	Learning	Model	Cash	flow	statements	are	also	required	by	certain	financial	reporting	standards.	What	makes	a	cash	flow	statement	different	from	your	balance	sheet	is	that	a	balance	sheet	shows	the	assets	and	liabilities	your	business	owns	(assets)	and
owes	(liabilities).	The	cash	flow	statement	simply	shows	the	inflows	and	outflows	of	cash	from	your	business	over	a	specific	period	of	time,	usually	a	month.	Let's	take	a	closer	look	at	what	cash	flow	statements	do	for	your	business,	and	why	they're	so	important.	Then,	we'll	walk	through	an	example	cash	flow	statement,	and	show	you	how	to	create
your	own	using	a	template.What	is	the	purpose	of	a	cash	flow	statement?A	cash	flow	statement	is	a	regular	financial	statement	telling	you	how	much	cash	you	have	on	hand	for	a	specific	period.While	income	statements	are	excellent	for	showing	you	how	much	money	youve	spent	and	earned,	they	dont	necessarily	tell	you	how	much	cash	you	have	on
hand	for	a	specific	period	of	time.Cash	flow	statement	vs.	balance	sheetA	balance	sheet	shows	you	your	businesss	assets,	liabilities,	and	owners	equity	at	a	specific	moment	in	timetypically	at	the	end	of	a	quarter	or	a	year.	What	it	doesnt	show	is	revenue	or	expenses,	or	any	of	the	businesss	other	cash	activities	that	impact	your	companys	day-to-day
health.	Those	activities	are	recorded	on	your	cash	flow	statement.	Cash	flow	statement	vs.	income	statementUsing	only	an	income	statement	to	track	your	cash	flow	can	lead	to	serious	problemsand	heres	why.	If	you	use	accrual	basis	accounting,	income	and	expenses	are	recorded	when	they	are	earned	or	incurrednot	when	the	money	actually	leaves
or	enters	your	bank	accounts.	(The	cash	accounting	method	only	records	money	once	you	have	it	on	hand.	Learn	more	about	the	cash	vs.	accrual	basis	systems	of	accounting.)So,	even	if	you	see	income	reported	on	your	income	statement,	you	may	not	have	the	cash	from	that	income	on	hand.	The	cash	flow	statement	makes	adjustments	to	the
information	recorded	on	your	income	statement,	so	you	see	your	net	cash	flowthe	precise	amount	of	cash	you	have	on	hand	for	that	time	period.For	example,	depreciation	is	recorded	as	a	monthly	expense.	However,	you've	already	paid	cash	for	the	asset	you're	depreciating;	you	record	it	on	a	monthly	basis	in	order	to	see	how	much	it	costs	you	to
have	the	asset	each	month	over	the	course	of	its	useful	life.	But	cash	isn't	literally	leaving	your	bank	account	every	month.The	cash	flow	statement	takes	that	monthly	expense	and	reverses	itso	you	see	how	much	cash	you	have	on	hand	in	reality,	not	how	much	you've	spent	in	theory.Why	do	you	need	cash	flow	statements?So	long	as	you	use	accrual
accounting,	cash	flow	statements	are	an	essential	part	of	financial	analysis	for	three	reasons:They	show	your	liquidity.	That	means	you	know	exactly	how	much	operating	cash	flow	you	have	in	case	you	need	to	use	it.	So	you	know	what	you	can	afford,	and	what	you	cant.They	show	you	changes	in	assets,	liabilities,	and	equity	in	the	forms	of	cash
outflows,	cash	inflows,	and	cash	being	held.	Those	three	categories	are	the	core	of	your	business	accounting.	Together,	they	form	the	accounting	equation	that	lets	you	measure	your	performance.They	let	you	predict	future	cash	flows.	You	can	use	cash	flow	statements	to	create	cash	flow	projections,	so	you	can	plan	for	how	much	liquidity	your
business	will	have	in	the	future.	Thats	important	for	making	long-term	business	plans.On	top	of	that,	if	you	plan	on	securing	a	loan	or	line	of	credit,	youll	need	up-to-date	cash	flow	statements	to	apply.Negative	cash	flow	vs.	positive	cash	flowWhen	your	cash	flow	statement	shows	a	negative	number	at	the	bottom,	that	means	you	lost	cash	during	the
accounting	periodyou	have	negative	cash	flow.	Its	important	to	remember	that	long-term,	negative	cash	flow	isnt	always	a	bad	thing.	For	example,	early	stage	businesses	need	to	track	their	burn	rate	as	they	try	to	become	profitable.When	you	have	a	positive	number	at	the	bottom	of	your	statement,	youve	got	positive	cash	flow	for	the	month.	Keep	in
mind,	positive	cash	flow	isnt	always	a	good	thing	in	the	long	term.	While	it	gives	you	more	liquidity	now,	there	are	negative	reasons	you	may	have	that	moneyfor	instance,	by	taking	on	a	large	loan	to	bail	out	your	failing	business.	Positive	cash	flow	isnt	always	positive	overall.Where	do	cash	flow	statements	come	from?If	you	do	your	own	bookkeeping
in	Excel,	you	can	calculate	cash	flow	statements	each	month	based	on	the	information	on	your	income	statements	and	balance	sheets.	If	you	use	accounting	software,	it	can	create	cash	flow	statements	based	on	the	information	youve	already	entered	in	the	general	ledger.Keep	in	mind,	with	both	those	methods,	your	cash	flow	statement	is	only
accurate	so	long	as	the	rest	of	your	bookkeeping	is	accurate	too.	The	most	surefire	way	to	know	how	much	working	capital	you	have	is	to	hire	a	bookkeeper.	Theyll	make	sure	everything	adds	up,	so	your	cash	flow	statement	always	gives	you	an	accurate	picture	of	your	companys	financial	health.Statements	of	cash	flow	using	the	direct	and	indirect
methodsIn	order	to	figure	out	your	companys	cash	flow,	you	can	take	one	of	two	routes:	The	direct	method,	and	the	indirect	method.	While	generally	accepted	accounting	principles	(US	GAAP)	approve	both,	the	indirect	method	is	typically	preferred	by	small	businesses.The	direct	method	of	calculating	cash	flowUsing	the	direct	method,	you	keep	a
record	of	cash	as	it	enters	and	leaves	your	business,	then	use	that	information	at	the	end	of	the	month	to	prepare	a	statement	of	cash	flow.The	direct	method	takes	more	legwork	and	organization	than	the	indirect	methodyou	need	to	produce	and	track	cash	receipts	for	every	cash	transaction.	For	that	reason,	smaller	businesses	typically	prefer	the
indirect	method.Also	worth	mentioning:	Even	if	you	record	cash	flows	in	real	time	with	the	direct	method,	youll	also	need	to	use	the	indirect	method	to	reconcile	your	statement	of	cash	flows	with	your	income	statement.	So,	you	can	usually	expect	the	direct	method	to	take	longer	than	the	indirect	method.The	indirect	method	of	calculating	cash
flowWith	the	indirect	method,	you	look	at	the	transactions	recorded	on	your	income	statement,	then	reverse	some	of	them	in	order	to	see	your	working	capital.	Youre	selectively	backtracking	your	income	statement	in	order	to	eliminate	transactions	that	dont	show	the	movement	of	cash.Since	its	simpler	than	the	direct	method,	many	small	businesses
prefer	this	approach.	Also,	when	using	the	indirect	method,	you	do	not	have	to	go	back	and	reconcile	your	statements	with	the	direct	method.In	our	examples	below,	well	use	the	indirect	method	of	calculating	cash	flow.How	the	cash	flow	statement	works	with	the	income	statement	and	the	balance	sheetYou	use	information	from	your	income
statement	and	your	balance	sheet	to	create	your	cash	flow	statement.	The	income	statement	lets	you	know	how	money	entered	and	left	your	business,	while	the	balance	sheet	shows	how	those	transactions	affect	different	accountslike	accounts	receivable,	inventory,	and	accounts	payable.So,	the	process	of	producing	financial	statements	for	your
business	goes:Income	Statement	+	Balance	Sheet	=	Cash	Flow	StatementExample	of	a	cash	flow	statementNow	that	weve	got	a	sense	of	what	a	statement	of	cash	flows	does	and,	broadly,	how	its	created,	lets	check	out	an	example.Theres	a	fair	amount	to	unpack	here.	But	heres	what	you	need	to	know	to	get	a	rough	idea	of	what	this	cash	flow
statement	is	doing.Red	dollar	amounts	decrease	cash.	For	instance,	when	we	see	($30,000)	next	to	Increase	in	inventory,	it	means	inventory	increased	by	$30,000	on	the	balance	sheet.	We	bought	$30,000	worth	of	inventory,	so	our	cash	balance	decreased	by	that	amount.Black	dollar	amounts	increase	cash.	For	example,	when	we	see	$20,000	next	to
Depreciation,	that	$20,000	is	an	expense	on	the	income	statement,	but	depreciation	doesnt	actually	decrease	cash.	So	we	add	it	back	to	net	income.Youll	also	notice	that	the	statement	of	cash	flows	is	broken	down	into	three	sectionsCash	Flow	from	Operating	Activities,	Cash	Flow	from	Investing	Activities,	and	Cash	Flow	from	Financing	Activities.
Lets	look	at	what	each	section	of	the	cash	flow	statement	does.The	three	sections	of	a	cash	flow	statementThese	three	activities	sections	of	the	statement	of	cash	flows	designate	the	different	ways	cash	can	enter	and	leave	your	business.Cash	Flow	from	Operating	Activities	is	cash	earned	or	spent	in	the	course	of	regular	business	activitythe	main	way
your	business	makes	money,	by	selling	products	or	services.Cash	Flow	from	Investing	Activities	is	cash	earned	or	spent	from	investments	your	company	makes,	such	as	purchasing	equipment	or	investing	in	other	companies.Cash	Flow	from	Financing	Activities	is	cash	earned	or	spent	in	the	course	of	financing	your	company	with	loans,	lines	of	credit,
or	owners	equity.Using	the	cash	flow	statement	example	above,	heres	a	more	detailed	look	at	what	each	section	does,	and	what	it	means	for	your	business.Cash	Flow	from	Operating	ActivitiesFor	most	small	businesses,	Operating	Activities	will	include	most	of	your	cash	flow.	Thats	because	operating	activities	are	what	you	do	to	get	revenue.	If	you
run	a	pizza	shop,	its	the	cash	you	spend	on	ingredients	and	labor,	and	the	cash	you	earn	from	selling	pies.	If	youre	a	registered	massage	therapist,	Operating	Activities	is	where	you	see	your	earned	cash	from	giving	massages,	and	the	cash	you	spend	on	rent	and	utilities.Cash	Flow	from	Operating	Activities	in	our	exampleTaking	another	look	at	this
section,	lets	break	it	down	line	by	line.Net	income	is	the	total	income,	after	expenses,	for	the	month.	We	get	this	from	the	income	statement.Depreciation	is	recorded	as	a	$20,000	expense	on	the	income	statement.	Here,	its	listed	as	income.	Since	no	cash	actually	left	our	hands,	were	adding	that	$20,000	back	to	cash	on	hand.Increase	in	Accounts
Payable	is	recorded	as	a	$10,000	expense	on	the	income	statement.	Thats	money	we	owein	this	case,	lets	say	its	paying	contractors	to	build	a	new	goat	pen.	Since	we	owe	the	money,	but	havent	actually	paid	it,	we	add	that	amount	back	to	the	cash	on	hand.Increase	in	Accounts	Receivable	is	recorded	as	a	$20,000	growth	in	accounts	receivable	on	the
income	statement.	Thats	money	weve	charged	clientsbut	we	havent	actually	been	paid	yet.	Even	though	the	money	weve	charged	is	an	asset,	it	isnt	cold	hard	cash.	So	we	deduct	that	$20,000	from	cash	on	hand.Increase	in	Inventory	is	recorded	as	a	$30,000	growth	in	inventory	on	the	balance	sheet.	That	means	weve	paid	$30,000	cash	to	get	$30,000
worth	of	inventory.	Inventory	is	an	asset,	but	it	isnt	cashwe	cant	spend	it.	So	we	deduct	the	$30,000	from	cash	on	hand.Net	Cash	from	Operating	Activities,	after	weve	made	all	the	changes	above,	comes	out	to	$40,000.Meaning,	even	though	our	business	earned	$60,000	in	October	(as	reported	on	our	income	statement),	we	only	actually	received
$40,000	in	cash	from	operating	activities.Cash	Flow	from	Investing	ActivitiesThis	section	covers	investments	your	company	has	madeby	purchasing	equipment,	real	estate,	land,	or	easily	liquidated	financial	products	referred	to	as	cash	equivalents.	When	you	spend	cash	on	an	investment,	that	cash	gets	converted	to	an	asset	of	equal	value.If	you	buy	a
$10,000	mower	for	your	landscaping	company,	you	lose	$10,000	cash	and	get	a	$10,000	mower.	If	you	buy	a	$140,000	retail	space,	you	lose	$140,000	cash	and	get	a	$140,000	retail	space.Under	Cash	Flow	from	Investing	Activities,	we	reverse	those	investments,	removing	the	cash	on	hand.	They	have	cash	value,	but	they	arent	the	same	as	cashand
the	only	asset	were	interested	in,	in	this	context,	is	currency.For	small	businesses,	Cash	Flow	from	Investing	Activities	usually	wont	make	up	the	majority	of	cash	flow	for	your	company.	But	it	still	needs	to	be	reconciled,	since	it	affects	your	working	capital.Cash	Flow	from	Investing	Activities	in	our	examplePurchase	of	Equipment	is	recorded	as	a	new
$5,000	asset	on	our	income	statement.	Its	an	asset,	not	cashso,	with	($5,000)	on	the	cash	flow	statement,	we	deduct	$5,000	from	cash	on	hand.Cash	Flow	from	Financing	ActivitiesThis	section	covers	revenue	earned	or	assets	spent	on	Financing	Activities.	When	you	pay	off	part	of	your	loan	or	line	of	credit,	money	leaves	your	bank	accounts.	When	you
tap	your	line	of	credit,	get	a	loan,	or	bring	on	a	new	investor,	you	receive	cash	in	your	accounts.Cash	Flow	from	Financing	Activities	in	our	exampleNotes	payable	is	recorded	as	a	$7,500	liability	on	the	balance	sheet.	Since	we	received	proceeds	from	the	loan,	we	record	it	as	a	$7,500	increase	to	cash	on	hand.Cash	flow	for	the	monthAt	the	bottom	of
our	cash	flow	statement,	we	see	our	total	cash	flow	for	the	month:	$42,500.Even	though	our	net	income	listed	at	the	top	of	the	cash	flow	statement	(and	taken	from	our	income	statement)	was	$60,000,	we	only	received	$42,500.Thats	$42,500	we	can	spend	right	now,	if	need	be.	If	we	only	looked	at	our	net	income,	we	might	believe	we	had	$60,000
cash	on	hand.	In	that	case,	we	wouldnt	truly	know	what	we	had	to	work	withand	wed	run	the	risk	of	overspending,	budgeting	incorrectly,	or	misrepresenting	our	liquidity	to	loan	officers	or	business	partners.Using	a	cash	flow	statement	templateDo	your	own	bookkeeping	using	spreadsheets?	In	that	case,	using	a	cash	flow	statement	template	will	save
you	time	and	energy.Our	Free	Cash	Flow	Statement	Template	is	easy	to	download	and	simple	to	use.How	to	track	cash	flow	using	the	indirect	methodFour	simple	rules	to	remember	as	you	create	your	cash	flow	statement:Transactions	that	show	an	increase	in	assets	result	in	a	decrease	in	cash	flow.Transactions	that	show	a	decrease	in	assets	result
in	an	increase	in	cash	flow.Transactions	that	show	an	increase	in	liabilities	result	in	an	increase	in	cash	flow.Transactions	that	show	a	decrease	in	liabilities	result	in	a	decrease	in	cash	flow.If	youve	already	gone	through	the	example	statement	above	and	you	feel	like	you	have	a	pretty	good	grasp	of	how	to	create	a	cash	flow	statement,	go	ahead	and
start	experimenting	with	our	free	templates:Income	Statement	TemplateBalance	Sheet	TemplateCash	Flow	TemplateBut	if	youd	like	to	get	a	clearer	idea	of	how	it	all	works,	this	quick	example	should	help.Creating	a	cash	flow	statement	from	your	income	statement	and	balance	sheetLets	say	were	creating	a	cash	flow	statement	for	Gregs	Popsicle
Stand	for	July	2019.Our	income	statement	looks	like	this:Note:	For	the	sake	of	simplicity,	this	example	omits	income	tax.And	our	balance	sheet	looks	like	this:Remember	the	four	rules	for	converting	information	from	an	income	statement	to	a	cash	flow	statement?	Lets	use	them	to	create	our	cash	flow	statement.Our	net	income	for	the	month	on	the
income	statement	is	$3,500	that	stays	the	same,	since	its	a	total	amount,	not	a	specific	account.Additions	to	CashDepreciation	is	included	in	expenses	for	the	month,	but	it	didnt	actually	impact	cash,	so	we	add	that	back	to	cash.Accounts	payable	increased	by	$5,500.	Thats	a	liability	on	the	balance	sheet,	but	the	cash	wasnt	actually	paid	out	for	those
expenses,	so	we	add	them	back	to	cash	as	well.Decreases	to	CashAccounts	receivable	increased	by	$4,000.	Thats	an	asset	recorded	on	the	balance	sheet,	but	we	didnt	actually	receive	the	cash,	so	we	remove	it	from	cash	on	hand.Our	net	cash	flow	from	operating	activities	adds	up	to	$5,500.Cash	Flow	from	Investing	ActivitiesGreg	purchased	$5,000	of
equipment	during	this	accounting	period,	so	he	spent	$5,000	of	cash	on	investing	activities.Cash	Flow	from	Financing	ActivitiesGreg	didnt	invest	any	additional	money	in	the	business,	take	out	a	new	loan,	or	make	cash	payments	towards	any	existing	debt	during	this	accounting	period,	so	there	are	no	cash	flows	from	financing	activities.Cash	Flow	for
Month	Ending	July	31,	2019	is	$500,	once	we	crunch	all	the	numbers.	Greg	started	the	accounting	period	with	$5,500	in	cash.	After	accounting	for	all	of	the	additions	and	subtractions	to	cash,	he	has	$6,000	at	the	end	of	the	period.Cash	flow	statements	are	powerful	financial	reports,	so	long	as	theyre	used	in	tandem	with	income	statements	and
balance	sheets.	See	how	all	three	financial	statements	work	together.	Cash	Flow	Statement	Examples	To	help	you	get	a	better	idea	about	determining	your	cash	flow	and	assessing	your	businesss	liquidity,	weve	prepared	a	few	examples	of	different	cash	flow	statements,	available	for	download	here.	Cash	Flow	Statement	Templates	To	give	you	a	head
start	in	preparing	a	cash	flow	statement,	weve	created	3	different	statement	templates,	including	monthly,	quarterly,	and	annual	formats.	To	help	you	get	a	better	idea	about	determining	your	cash	flow	and	assessing	your	businesss	liquidity,	weve	prepared	a	few	examples	of	different	cash	flow	statements,	available	for	download	here.	What	are	the
three	components	of	a	cash	flow	statement?	A	cash	flow	statement	is	comprised	of	the	following	three	components:Operating	activities:	cash	spent	or	earned	from	routine,	day-to-day	business	activity,	such	as	selling	products	or	services,	employee	salary	payments,	and	rent	payments.Investing	activities:	cash	used	in,	or	generated	from,	the	purchase
or	sale	of	long-term	assets,	as	opposed	to	such	as	computers,	vehicles,	and	real	estate	property.Financing	activities:	cash	involved	in	transactions	related	to	funding	your	business,	including	borrowing,	credit,	or	equity.	What	is	the	difference	between	the	direct	and	indirect	cash	flow	methods?	The	difference	between	the	direct	and	indirect	cash	flow
methods	lies	in	the	accounting	method:	cash	accounting	vs.	accrual	accounting.The	direct	method	utilizes	cash	accounting,	requiring	the	calculation	of	each	cash	transaction	rather	than	relying	on	balance	sheets	and	income	statements	to	determine	cash	flow.	The	cash	accounting	method	determines	cash	flow	according	to	when	cash	is	received.The
indirect	method	uses	accrual	accounting,	meaning	cash	is	tallied	based	on	when	it	is	earned	rather	than	when	it	is	received,	and	cash	flow	is	determined	by	balance	sheets	and	income	statements.Most	businesses	use	the	indirect	method	due	to	the	fact	that	it	is	simpler	and	less	time-consuming	than	the	direct	method.	What	is	the	purpose	of	a
statement	of	cash	flows?	The	purpose	of	a	statement	of	cash	flows	is	to	detail	incoming	and	outgoing	cash	flows	for	a	specific	reporting	period,	categorized	according	to	operating,	investing,	and	financing	activities.	Cash	flow	statements	help	analysts,	lenders,	and	investors	assess	the	liquidity	of	a	business	and	determine	its	overall	financial	health,
and	can	help	a	business	produce	a	realistic	financial	forecast.	A	cash	flow	statement	is	comprised	of	the	following	three	components:Operating	activities:	cash	spent	or	earned	from	routine,	day-to-day	business	activity,	such	as	selling	products	or	services,	employee	salary	payments,	and	rent	payments.Investing	activities:	cash	used	in,	or	generated
from,	the	purchase	or	sale	of	long-term	assets,	as	opposed	to	such	as	computers,	vehicles,	and	real	estate	property.Financing	activities:	cash	involved	in	transactions	related	to	funding	your	business,	including	borrowing,	credit,	or	equity.	To	assess	a	company's	financial	health,	you	have	to	understand	its	cash	flow	statement.	It	reveals	how	cash
moves	through	a	business,	including	operations,	investments,	and	financing	activities.	The	cash	flow	statement	highlights	liquidity,	showing	whether	a	company	can	generate	enough	cash	to	sustain	itself,	invest	in	growth	and	meet	its	financial	obligations.	Whether	you're	an	investor,	business	owner,	or	analyst,	learning	how	to	prepare,	read,	and
analyze	a	cash	flow	statement	will	help	you	identify	trends,	spot	red	flags,	and	make	informed	financial	decisions	with	confidence.	Cash	flow	statements	are	essential	to	understanding	a	company's	financial	health.They	consist	of	three	main	sections:	operating,	investing,	and	financing	activities.There	are	two	methods	for	preparing	cash	flow
statements:	direct	and	indirect.Analyzing	cash	flow	statements	helps	identify	financial	trends	and	potential	problems.	Investopedia	/	Matthew	Collins	The	cash	flow	statement	is	a	part	of	a	company's	financial	statement	that	tracks	its	actual	cash	movements,	providing	a	clear	picture	of	liquidity	and	its	financial	lifeblood.	Unlike	the	income	statement,
which	records	revenues	and	expenses	based	on	accrual	accounting,	the	cash	flow	statement	focuses	on	actual	cash	inflows	and	outflows,	helping	stakeholders	assess	a	company's	ability	to	sustain	operations,	invest	in	growth,	and	manage	obligations.	It	complements	the	balance	sheet	by	explaining	changes	in	cash	balances	and	reconciling	non-cash
transactions	from	the	income	statement	to	reveal	how	much	profit	actually	converts	into	cash.	By	analyzing	these	activities,	investors	can	identify	trends,	detect	potential	cash	flow	issues,	and	make	informed	financial	decisions.	The	cash	flow	statement	has	three	main	sections:	operating	activities,	investing	activities	and	financing	activities.	Each
segment	provides	a	detailed	breakdown	of	how	cash	is	generated	and	used	within	a	company	over	the	stated	period.	This	section	of	the	cash	flow	statement	shows	how	cash	flows	from	a	company's	core	business	operations,	and	whether	the	company	can	sustain	itself	without	external	financing.	Cash	inflows	come	from	revenue,	interest,	and	dividends.
Cash	outflows	include	payments	to	suppliers.	employee	wages,	rent,	utilities,	and	taxes.	Positive	operating	cash	flow	means	a	business	is	generating	enough	cash	to	cover	expenses,	whereas	negative	cash	flow	may	signal	inefficiencies	in	working	capital.	The	investing	activities	section	of	the	cash	flow	statement	tracks	cash	movements	related	to	long-
term	investments	that	affect	a	company's	growth.	In	this	section,	cash	inflows	come	from	selling	assets,	divesting	subsidiaries,	or	collecting	payments	on	loans.	Cash	outflows	include	capital	expenditures	(capex),	investments	in	securities,	and	business	acquisitions.	High	capex	can	indicate	expansion,	but	excessive	spending	without	strong	operating
cash	flow	may	strain	liquidity.	Conversely,	frequent	asset	sales	to	generate	cash	might	warn	of	financial	distress.	This	segment	shows	how	a	company	raises	and	repays	capital	through	debt	and	equity	financing.	In	this	segment,	cash	inflows	come	from	issuing	stock	or	borrowing,	while	cash	outflows	include	loan	repayments,	dividend	payments,	and
stock	buybacks.	Raising	cash	through	financing	can	support	expansion,	but	excessive	debt	without	revenue	growth	may	pose	risks.	On	the	other	hand,	consistent	dividends	and	stock	buybacks	signal	financial	strength	and	a	commitment	to	shareholder	value.	Creating	a	cash	flow	statement	involves	gathering	relevant	financial	data,	choosing	a
preparing	method,	and	categorizing	cash	flows	into	operating,	investing	and	financing	activities.	The	general	steps	are	as	follows:	Step	1.	Collect	financial	data:	Collect	the	necessary	data.	This	includes	net	income	and	non-cash	expenses	from	the	income	statement,	changes	in	assets	and	liabilities	from	the	balance	sheet,	and	bank	statements	to	track
the	movement	of	cash.Step	2.	Choose	a	preparation	method:	There	are	two	methods	to	prepare	a	cash	flow	statementdirect	and	indirect.Step	3.	Calculate	cash	flow	from	operating	activities:	If	using	the	indirect	method,	begin	with	net	income,	add	back	non-cash	expenses,	and	adjust	for	changes	to	working	capital.	If	using	the	direction	method,	record
actual	cash	inflows	and	outflows	from	customers,	suppliers,	and	operating	expenses.Step	4.	Calculate	cash	flow	from	investing	activities:	Next,	identify	any	cash	spent	on	capex	from	long-term	assets.	Additionally,	record	cash	inflows	from	asset	sales,	divestitures,	or	loan	collections	from	outflows	for	acquisitions	or	new	investments.Step	5.	Calculate
cash	flow	from	financing	activities:	Include	cash	inflows	from	issuing	stocks	or	borrowing	funds.	Deduct	cash	outflows	from	debt	repayments,	dividend	distributions,	and	stock	buybacks.Step	6.	Reconcile	and	validate	the	cash	flow	statement:	Add	operating,	investing,	and	financing	cash	flows	to	determine	net	change	in	cash.	Ensure	that	the	ending
cash	balance	matches	the	balance	sheet's	cash	account.Step	7.	Review	and	analyze:	Look	for	negative	cash	flow	trends	that	may	indicate	financial	distress.	Assess	if	operating	cash	flow	is	sufficient	to	cover	investments	and	financing	obligations.	Identify	unusual	or	inconsistent	cash	movements	that	may	require	further	investigation.	As	mentioned
previously	there	are	two	ways	to	build	a	cash	flow	statement:	the	direct	method	and	the	indirect	method.	Both	methods	yield	the	same	net	cash	flow	but	they	differ	in	presentation	and	the	information	required.	The	direct	method	presents	actual	cash	receipts	and	payments	from	operating	activities.	Instead	of	starting	with	net	income,	it	lists	cash
inflows	and	outflows	to	core	business	operations.	Alternatively,	the	indirect	method	starts	with	net	income	from	the	income	statement	and	adjusts	it	for	non-cash	items	and	changes	in	working	capital	to	arrive	at	cash	flow	from	operations.	By	analyzing	a	cash	flow	statement,	firstly	with	operating	cash	flow,	investors	can	assess	whether	a	company	is
generating	enough	cash	from	its	core	business,	with	positive	operating	cash	flow	indicating	financial	strength	and	negative	signaling	potential	distress.	Additionally,	investing	cash	flow	shows	how	a	company	allocates	funds	for	growth.	High	capex	often	indicates	expansion,	while	frequent	asset	sales	may	indicate	liquidity	concerns.	Moreover,
financing	cash	flow	reveals	how	a	company	raises	and	repays	capital,	with	excessive	debt	issuance	posing	risks	but	steady	dividend	payments	suggesting	financial	stability.	A	strong	company	typically	has	positive	operating	cash	flow,	strategic	investments,	and	balanced	financing	activities.	On	the	other	hand,	cash	burn,	heavy	reliance	on	debt,	or
frequent	asset	sales	could	indicate	trouble.	Strong	indicators	of	financial	stability	include:	Consistently	positive	operating	cash	flowStrategic	capexBalanced	financing	activities,	such	as	debt	repayments	and	shareholder	returns	Red	flags	include:	Declining	or	negative	operating	cash	flowExcessive	reliance	on	external	financingFrequent	asset	sales	for
liquidityHigh	cash	burn	rate	Generally,	a	company	with	strong	free	cash	flow	and	sustainable	debt	management	is	in	good	financial	standing,	while	persistent	negative	trends	in	cash	flow	indicate	distress.	Investopedia	/	Sabrina	Jiang	The	image	above	shows	the	cash	flow	statement	for	company	XYZ.	The	analysis	of	cash	flow	activities	is	as	follows:
Operating	Activities	Net	Earnings	=	$2,000,000	Depreciation	=	$10,000	Change	in	Inventory	=	-$30,000	Changes	in	Working	Capital	=	Decrease	in	Accounts	Receivable	+	Increase	in	Accounts	Payable	+	Increase	in	Taxes	Payable	=	$15,000	+	$15,000	+	$2,000	=	$32,000	Net	Cash	Flow	from	Operating	Activities	=	$2,000,000	+	$10,000	+	$32,000	-
$30,000	=	$2,012,000	Investing	Activities	Proceeds	from	Equipment	Purchase	=	-$500,000	Financing	Activities	Capital	Raising:	Notes	Payable	=	$10,000	Net	Cash	Flow	=	NetCash	Flow	from	Operating	Activities+	Net	Cash	Flow	from	Investing	Activities	+	Net	Cash	Flow	from	Financing	Activities	=	$2,012,000	-	$500,000	+	$10,000	=	$1,522,000
Therefore,	the	net	cash	flow	for	the	fiscal	year	in	this	example	was	$1,522,000.	Altogether,	a	well	prepared	cash	flow	statement	can	greatly	assist	in	analyzing	a	company's	financial	health,	ensuring	that	cash	is	being	managed	effectively,	and	identifying	potential	risks	or	opportunities.	By	scrutinizing	the	operating,	investing,	and	financing	cash	flows,
businesses	can	make	informed	decisions,	investors	can	assess	sustainability,	and	analysts	can	detect	trends	that	might	affect	long-term	performance.	A	cash	flow	statement	is	a	financialstatement	thatreflects	how	much	cash	comes	in	and	out	of	a	business	over	a	certain	period.	It	is	one	of	the	most	intuitive	financial	statements	because	it	follows	the
cash	earned	by	the	business	through	operating,	investment,	and	financing	activities.	Companies	must	file	cash	flow	statements	to	remain	compliant	with	financial	regulators.	A	cash	flow	statement	highlights	a	company's	cash	inflows	and	outflows	from	its	ongoing	operations	and	external	investment	sources.It	includes	cash	made	by	the	business
through	operations,	investment,	and	financingthe	sum	of	which	is	called	net	cash	flow.The	cash	flow	statement	is	divided	into	three	sections,	which	include	cash	flow	from	operations,	cash	flow	from	investment	activities,	and	cash	flow	from	financing.Public	companies	must	file	cash	flow	statements	to	remain	compliant	with	financial	regulators.You
can	prepare	the	statement	of	cash	flows	using	two	different	methods:	the	direct	method	or	the	indirect	method.	Positive	cash	flow	indicates	the	business	is	generating	more	cash	than	it's	spending.Laura	Porter	/	Investopedia	Every	company	that	sells	and	offers	stock	to	the	public	must	file	financial	reports	and	statements	with	the	Securities	and



Exchange	Commission	(SEC).	The	four	main	financial	statements	are:	Balance	sheet:	This	shows	detailed	information	about	a	companys	assets,	liabilities,	and	shareholders	equity.Income	statement:	This	shows	a	companys	revenue	earned	during	a	set	time,	usually	one	year	or	less,	plus	the	costs	and	expenses	that	went	into	earning	the
revenue.Statement	of	shareholders	equity:	This	shows	changes	in	the	interests	of	the	companys	shareholders	over	time.Cash	flow	statement:	This	shows	all	the	inflows	and	outflows	of	the	companys	cash.	It	helps	interested	parties	gain	insight	into	all	the	transactions	that	go	through	a	company.	Cash	flow	statements	highlight	a	company's	financial
well-being	based	on	its	cash	inflows	and	outflows.	Inflows	are	the	result	of	a	company's	ongoing	operations	and	external	investment	sources	while	outflows	reflect	money	paid	for	business	activities	and	investments	during	a	given	period.There	are	two	different	methods	of	accounting	for	cash	inflow	and	outflow.	They	are:Accrual	accounting:This
method	is	commonly	used	by	public	companies.	It	recognizes	income	when	its	earned,	not	when	its	received,	and	expenses	when	they	are	incurred,	not	when	they	are	paid.The	income	statementis	not	the	same	as	the	companys	cash	position.Cash	accounting:	This	method	recognizes	income	when	the	cash	is	received	and	expenses	when	they	are	paid.
The	cash	flow	statement	is	focused	on	cash	accounting.	Profitable	companies	can	fail	to	adequately	manage	cash	flow,	which	is	why	the	cash	flow	statement	is	important	for	investors	and	analysts.	Even	though	a	company	extends	credit	to	its	customers	and	recognizes	that	sale	as	revenue,	it	doesnt	have	the	cash	yet.	Nevertheless,	it	earns	a	profit	on
the	income	statement	and	pays	income	taxeson	that	profit.	If	it	does	this	too	often,	it	faces	the	danger	of	running	out	of	cash	despite	technically	being	profitable.	Investors	and	analysts	should	use	good	judgment	when	evaluating	changes	to	working	capital,	as	some	companies	may	try	to	boost	their	cash	flow	before	reporting	periods.	A	cash	flow
statement	is	divided	into	three	main	parts:	operations,	investing,	and	financing.	Each	has	a	separate	section	of	the	cash	flow	statement,	which	helps	investors	determine	the	value	of	a	companys	stock	or	the	company	as	a	whole.	The	sum	of	the	cash	generated	by	these	three	segments	is	called	net	cash	flow.	The	first	section	of	the	cash	flow	statement
covers	cash	flows	from	operating	activities.	This	section	beginswith	net	income	and	reconciles	all	noncash	items	to	cash	items	involvingoperational	activities.	Put	simply,	it	is	the	companys	net	income,	but	in	a	cash	version.	This	section	reports	cash	inflows	and	outflows	directly	related	to	a	companys	main	business	activities.	These	may	include	buying
and	selling	inventory	and	supplies,	and	paying	employee	salaries,	but	exclude	investments,	debts,	and	dividends.	Companies	must	generate	sufficient	positive	cash	flow	for	operational	growth	or	they	may	need	financing	to	expand.	For	example,	accounts	receivable	(AR)	is	a	noncash	account.	Higher	AR	means	sales	are	up,	but	no	cash	came	in	at	the
time	of	sale.	Receivables	are	deducted	from	net	income	because	they	are	not	cash.	The	cash	flow	statement	canalso	includeaccounts	payable	(AP),	depreciation,	amortization,	and	numerous	prepaid	items	that	are	booked	as	revenue	or	expenses	with	no	associated	cash	flow.	The	second	section	looks	at	cash	flows	from	investing	and	is	the	result	of
investment	gains	and	losses.	It	also	includes	cash	spent	on	property,	plants,	and	equipment.	It	is	where	analysts	look	to	find	changes	in	capital	expenditures.	When	capital	expenditures	increase,	cash	flow	generally	goes	down.	However,	thats	not	always	a	bad	thing,	as	it	may	indicate	that	a	company	is	investing	in	its	future	operations.	Companies	with
high	capital	expenditures	tend	to	be	those	that	are	growing.	Positive	cash	flows	within	the	CFI	section,	which	can	be	generated	in	such	ways	as	selling	equipment	or	property,	can	be	considered	good.	However,	investors	usually	prefer	that	companies	generate	their	cash	flow	primarily	from	business	operations.	Cash	flows	from	financing	provides	an
overview	of	cash	used	in	business	financing	and	measures	cash	flow	between	a	company	and	its	owners	and	creditors.	The	cash	normally	comes	from	debt	or	equity,	such	as	selling	stocks	and	bonds	or	borrowing	from	a	bank.	These	figures	are	generally	reported	annually	on	a	companys	10-K	report	to	shareholders.	Analysts	use	the	CFF	section	to
determine	how	much	money	the	company	pays	out	via	dividends	or	share	buybacks.	Its	also	useful	to	help	determine	how	a	company	raises	cash	for	operational	growth.	Cash	obtained	or	paid	back	from	capital	fundraising	efforts	and	loans	is	listed	here.	Positive	cash	flow	from	financing	means	more	money	comes	into	the	company	than	flows	out.
When	the	number	is	negative,	it	may	mean	the	company	is	paying	off	debt	or	making	dividend	payments	and/or	stock	buybacks.	Cash	inflows	and	outflows	from	business	activities,	such	as	buying	and	selling	inventory	and	supplies,	paying	salaries,	accounts	payable,	depreciation,	amortization,	and	prepaid	items	booked	as	revenues	and	expenses,	all
show	up	in	operations.	Cash	flow	is	generally	reduced	when	capital	expenditures	increase,	as	the	cash	has	been	used	to	invest	in	future	operations,	thus	promoting	the	companys	growth.	A	negative	number	can	show	that	a	company	is	paying	off	debt,	making	dividend	payments,	or	buying	back	its	stock.	The	cash	flow	statement	has	three	key	sections:
operations,	investments,	and	financing.	Even	if	the	business	uses	accrual	accounting	as	its	main	reporting	system,	the	cash	flow	statement	is	focused	on	cash	accounting,	allowing	managers,	analysts,	and	investors	to	assess	how	well	a	company	is	doing.	Investors	generally	prefer	that	companies	generate	the	bulk	of	their	cash	flow	from	operations
rather	than	investing	and	financing.	After	all,	operations	are	what	a	company	is	created	to	do.	Watch	These	UnitedHealth	Price	Levels	as	Stock	Slumps	on	DOJ	Probe	Confirmation	Jul	25,	2025	Top	CD	Rates	Today,	July	24,	2025	3	New	Offers	Join	the	4.50%+	Club	Jul	24,	2025	Just	Turned	18?	These	Smart	Saving	Tips	Are	Perfect	for	You	Updated	Jul
24,	2025	S&P	500	Gains	and	Losses	Today:	West	Pharmaceutical	Services	Stock	Surges;	Dow,	LKQ	Shares	Fall	Jul	24,	2025	The	Layoffs	Keep	Coming	as	the	Remaking	of	Intel	Rolls	On	Jul	24,	2025	Can	Retirement	Savers	Help	Fix	The	Deficit?	One	Financial	Planner	Thinks	So	Jul	24,	2025	What	Analysts	Think	of	UnitedHealth	Group	Stock	Ahead	of
Earnings	Jul	24,	2025	Elon	Musk	Says	He's	Bringing	Back	Vine.	Here's	What	It's	All	About.	Jul	24,	2025	American's	CEO	Says	The	Airline	Won't	Use	AI	to	'Bait	and	Switch'	Ticket	Shoppers	Jul	24,	2025	Here's	How	Much	Traders	Expect	Intel	Stock	to	Move	After	Earnings	Today	Jul	24,	2025	Today's	Refinance	Rates	by	State	-	July	24,	2025	Jul	24,
2025,the	free	encyclopedia	that	anyone	can	edit.107,590	active	editors	7,028,049	articles	in	EnglishLesley	James	McNair	(25May	1883	25July	1944)	was	a	lieutenant	general	of	the	United	States	Army	who	served	in	both	world	wars,	and	previously	saw	service	in	the	Veracruz	occupation	and	the	Pancho	Villa	Expedition.	During	World	WarI,	he	served
with	the	American	Expeditionary	Forces	on	the	Western	Front.	At	35,	he	became	the	Army's	second-youngest	general	officer.	During	the	early	stages	of	World	WarII,	he	was	the	commander	of	Army	Ground	Forces,	and	played	the	leading	role	in	the	organization,	equipping,	and	training	of	Army	units	before	they	departed	for	overseas	combat.	He	was
killed	on	25July	1944	while	in	France	as	commander	of	the	fictitious	First	United	States	Army	Group,	part	of	Operation	Quicksilver,	a	deception	plan	for	the	invasion	of	Normandy.	McNair	died	when	the	US	Eighth	Air	Force	attempted	to	use	heavy	bombers	in	support	of	ground	combat	troops,	and	several	planes	dropped	payloads	short	of	their
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of	76.A	fighter	jet	crashes	into	a	college	in	Dhaka,	Bangladesh,	killing	more	than	30	people.In	golf,	Scottie	Scheffler	wins	the	Open	Championship.A	tourist	boat	capsizes	during	a	thunderstorm	in	H	Long	Bay,	Vietnam,	leaving	at	least	36	people	dead.Ongoing:	Gaza	warRussian	invasion	of	UkrainetimelineSudanese	civil	wartimelineRecent	deaths:	Des
van	JaarsveldtBryan	BramanPhoebe	AsiyoGary	KarrClaus	PeymannWayne	ThomasNominate	an	articleJuly	25:	National	Day	of	Galicia,	Saint	James's	Day,	Tenjin	MatsuriThe	Concorde	involved	in	the	Air	France	Flight	4590	accident1261	Alexios	Strategopoulos	led	Nicaean	forces	to	recapture	Constantinople,	leading	to	the	reestablishment	of	the
Byzantine	Empire	and	the	end	of	the	Latin	Empire.1893	The	Corinth	Canal	was	formally	opened,	bisecting	the	narrow	Isthmus	of	Corinth	in	Greece	to	connect	the	Ionian	Sea's	Gulf	of	Corinth	with	the	Aegean	Sea's	Saronic	Gulf.1950	Korean	War:	After	American	troops	withdrew,	North	Korean	forces	captured	the	village	of	Yongdong	in	South
Korea.2000	Air	France	Flight4590	(plane	used	pictured),	a	Concorde	en	route	from	Paris	to	New	York,	crashed	in	Gonesse,	France,	killing	all	109	passengers	on	board	and	four	people	on	the	ground.2010	WikiLeaks	published	75,000	classified	documents	about	the	War	in	Afghanistan	in	one	of	the	largest	leaks	in	U.S.	military	history.Sibylla,	Queen	of
Jerusalem	(d.1190)Matt	LeBlanc	(b.1967)Meg	Donnelly	(b.2000)Azimzhan	Askarov	(d.2020)More	anniversaries:	July	24July	25July	26ArchiveBy	emailList	of	days	of	the	yearAboutThe	Carousel	at	Glen	Echo	ParkAmusement	rides	on	the	National	Register	of	Historic	Places	(NRHP)	are	located	throughout	the	United	States.	These	individual	ride	listings
consist	mainly	of	carousels,	but	also	include	roller	coasters,	trains,	and	other	ride	types.	Many	NRHP-listed	rides	operate	within	amusement	parks,	with	more	than	one	present	in	Cedar	Point,	Lagoon,	and	Santa	Cruz	Beach	Boardwalk.	There	are	also	high	concentrations	in	New	York	City,	the	Greater	Binghamton	area	in	New	York	state,	and	Portland,
Oregon.	The	first	NRHP	amusement	ride	listing	was	added	in	1975	for	the	Idora	Park	Merry-Go-Round	(delisted	in	1985).	The	listing	for	the	Crescent	Park	Looff	Carousel	was	added	in	1976	and	is	the	ride	that	has	existed	on	the	NRHP	the	longest.	The	listing	for	the	Portland	Zoo	Railway	Historic	District	was	created	in	2020	and	is	the	newest	ride
entry	on	the	NRHP.	Several	NRHP-listed	rides,	including	the	Leap-the-Dips	roller	coaster,	have	a	higher	National	Historic	Landmark	status.	Of	the	nearly	100,000	NRHP	listings,	fewer	than	100	are	for	amusement	rides.	(Fulllist...)Recently	featured:	Tages	discographyKerivoulinesAccolades	received	by	InceptionArchiveMore	featured	listsHudson
Yards	is	a	28-acre	(11-hectare)	real-estate	development	located	in	Hudson	Yards,	a	neighborhood	of	the	New	York	City	borough	of	Manhattan.	It	is	situated	on	the	waterfront	of	the	Hudson	River,	on	a	platform	built	over	the	West	Side	Yard,	a	storage	depot	for	the	Long	Island	Rail	Road.	Related	Companies	and	Oxford	Properties	are	the	primary
developers	and	major	equity	partners	in	the	project,	with	the	master	plan	designed	by	the	architectural	firm	Kohn	Pedersen	Fox.	Construction	began	in	2012	and	the	first	phase	opened	in	2019,	with	completion	of	the	second	phase	expected	by	2032.	Major	office	tenants	in	the	development	include	Warner	Bros.	Discovery,	L'Oral,	and	Wells	Fargo
among	others.	This	photograph	shows	the	skyscrapers	of	Hudson	Yards,	viewed	across	the	Hudson	River	from	Weehawken,	New	Jersey,	in	2021.Photograph	credit:	Tony	JinRecently	featured:	Emperor	angelfishAmlia	RodriguesAtari	video	game	burialArchiveMore	featured	picturesCommunity	portal	The	central	hub	for	editors,	with	resources,	links,
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research	questions	about	encyclopedic	topics.Content	portals	A	unique	way	to	navigate	the	encyclopedia.Wikipedia	is	written	by	volunteer	editors	and	hosted	by	the	Wikimedia	Foundation,	a	non-profit	organization	that	also	hosts	a	range	of	other	volunteer	projects:	CommonsFree	media	repository	MediaWikiWiki	software	development	Meta-
WikiWikimedia	project	coordination	WikibooksFree	textbooks	and	manuals	WikidataFree	knowledge	base	WikinewsFree-content	news	WikiquoteCollection	of	quotations	WikisourceFree-content	library	WikispeciesDirectory	of	species	WikiversityFree	learning	tools	WikivoyageFree	travel	guide	WiktionaryDictionary	and	thesaurusThis	Wikipedia	is
written	in	English.	Many	other	Wikipedias	are	available;	some	of	the	largest	are	listed	below.	1,000,000+	articles	DeutschEspaolFranaisItalianoNederlandsPolskiPortugusSvenskaTing	Vit	250,000+	articles	Bahasa	IndonesiaBahasa	MelayuBn-lm-gCataletinaDanskEestiEsperantoEuskaraMagyarNorsk	bokmlRomnSimple
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1270s1280sYears1258125912601261	126212631264vte1261	by	topicLeadersPolitical	entitiesState	leadersReligious	leadersBirth	and	death	categoriesBirths	DeathsEstablishments	and	disestablishments	categoriesEstablishments	DisestablishmentsArt	and	literature1261	in	poetryvte1261	in	various	calendarsGregorian	calendar1261MCCLXIAb	urbe
condita2014Armenian	calendar710	Assyrian	calendar6011Balinese	saka	calendar11821183Bengali	calendar667668Berber	calendar2211English	Regnal	year45Hen.346Hen.3Buddhist	calendar1805Burmese	calendar623Byzantine	calendar67696770Chinese	calendar	(MetalMonkey)3958	or	3751to	(MetalRooster)3959	or	3752Coptic
calendar977978Discordian	calendar2427Ethiopian	calendar12531254Hebrew	calendar50215022Hindu	calendars-	Vikram	Samvat13171318-	Shaka	Samvat11821183-	Kali	Yuga43614362Holocene	calendar11261Igbo	calendar261262Iranian	calendar639640Islamic	calendar659660Japanese	calendarBun'	2	/	Kch	1()Javanese	calendar11701171Julian
calendar1261MCCLXIKorean	calendar3594Minguo	calendar651	before	ROC651Nanakshahi	calendar207Thai	solar	calendar18031804Tibetan	calendar(male	Iron-Monkey)1387	or	1006	or	234to(female	Iron-Bird)1388	or	1007	or	235Michael	VIII	Palaiologos	(12231282)Year	1261	(MCCLXI)	was	a	common	year	starting	on	Saturday	of	the	Julian
calendar.March	13	Treaty	of	Nymphaeum:	Emperor	Michael	VIII	Palaiologos	signs	a	trade	and	defense	agreement	with	the	Republic	of	Genoa,	to	counterweight	the	Venetian	presence	in	the	region.	Genoa	agrees	to	ally	with	the	Empire	of	Nicaea,	by	providing	a	fleet	of	up	to	50	galleys	during	the	projected	Nicaean	siege	of	Constantinople,	while	16
galleys	are	to	be	immediately	sent	against	the	Latin	Empire.[1]July	Michael	sends	his	general	Alexios	Strategopoulos	with	a	small	advance	force	of	800	soldiers,	most	of	them	Cumans,	to	keep	watch	on	the	Bulgarians	and	scout	the	defending	positions	of	the	Latin	forces	in	the	surroundings	of	Constantinople.	When	they	reach	the	village	of	Selymbria,
Strategopoulos	is	informed	by	local	farmers	that	the	entire	Latin	garrison	and	the	Venetian	fleet,	are	absent	conducting	a	raid	against	the	Nicaean	island	of	Daphnousia.	He	decides	not	to	lose	such	a	golden	opportunity	and	makes	plans	(without	the	consent	of	Michael)	to	retake	the	capital.[2]July	25	Reconquest	of	Constantinople:	Alexios
Strategopoulos	and	his	men	hide	at	a	monastery	near	the	city	gates,	before	entering	through	a	secret	passage.	After	a	short	struggle,	the	guards	who	are	completely	taken	by	surprise	are	killed	and	the	Venetian	quarter	is	set	ablaze.	Panic	spreads	through	the	capital	and	Emperor	Baldwin	II	rushes	out	to	save	his	life,	evacuating	along	with	many	other
Latins	with	the	help	of	the	Venetian	fleet.	Baldwin	manages	to	escape	to	the	still	Latin-held	parts	of	Greece,	but	Constantinople	is	lost	for	good.[3]August	15	Michael	enters	Constantinople	in	triumph	and	is	crowned	as	emperor	of	the	Byzantine	Empire	at	the	Hagia	Sophia.	To	solidify	his	claim,	the	legitimate	ruler,	John	IV	Laskaris,	is	blinded	on
Michael's	orders	on	December	25,	his	11th	birthday.	Michael	banishes	him	to	a	monastery	and	marries	his	two	sisters	to	lesser	Latin	and	Bulgarian	nobles	in	an	attempt	to	wipe	out	the	Laskarid	dynasty.[4]Kublai	Khan	releases	75	Chinese	merchants	who	were	captured	along	the	border	of	the	Mongol	Empire.	By	doing	this,	Kublai	hopes	to	bolster	his
popularity	and	depend	on	the	cooperation	of	his	Chinese	subjects	to	ensure	that	his	army	receives	more	resources.[5]June	13	Al-Mustansir	II	becomes	the	first	Abbasid	ruler	in	Cairo	(after	his	escape	during	the	Siege	of	Baghdad).	He	is	sent	with	an	army	by	Sultan	Baibars	to	recover	Baghdad,	but	is	killed	in	a	Mongol	ambush	near	Anbar	(modern
Iraq),	on	November	28.	The	Abbasid	caliphs	continue	as	religious	figureheads	for	the	Mamluks	in	Egypt	until	the	16th	century.[6]June	12	King	Henry	III	of	England	obtains	a	papal	bull	to	absolve	himself	from	his	oath	to	maintain	the	Provisions	of	Oxford.	He	hires	an	army	of	300	French	knights	as	a	bodyguard	and	takes	up	position	in	the	Tower	of
London.	He	dismisses	the	baronial	officials	(led	by	Simon	de	Montfort)	who	wish	the	royal	power	to	be	modified	by	the	principle	of	representation.	This	sets	the	stage	for	the	Second	Barons'	War.[7]August	Battle	of	Callann	in	Ireland:	Norman	forces	under	John	FitzThomas	are	defeated	by	a	Gaelic	army	led	by	King	Fnghin	Mac	Carthaigh.	John
FitzGerald	is	killed	during	the	fighting.[8]February	The	Japanese	Bun'	era	ends	and	the	Kch	era	begins	during	the	reign	of	the	11-year-old	Emperor	Kameyama	(until	1264).Early	Following	disputes,	northern	academics	from	the	University	of	Cambridge	in	England	set	up	a	University	of	Northampton	by	royal	charter	but	it	is	suppressed	by	the	Crown
in	1265.[9]The	earliest	extant	Chinese	illustration	of	"Pascal's	Triangle"	is	from	Yang	Hui's	(or	Qianguang's)	book	Xiangjie	Jiuzhang	Suanfa,	published	this	year.May	25	Pope	Alexander	IV	dies	after	a	pontificate	of	6-years	at	Viterbo.	He	is	succeeded	by	Urban	IV	as	the	182nd	pope	of	the	Catholic	Church.August	29	Urban	IV	offers	the	crown	of	Sicily	to
Charles	of	Anjou,	youngest	son	of	King	Louis	VIII	of	France,	hoping	to	strengthen	his	position.Wurmsbach	Abbey	(located	in	Bollingen)	is	established	by	Count	Rudolf	V	of	Rapperswil	in	Switzerland.February	1	Walter	de	Stapledon,	English	bishop	of	Exeter	(d.	1326)February	11	Otto	III,	Duke	of	Bavaria,	king	of	Hungary	and	Croatia	(d.	1312)February
28	Margaret	of	Scotland,	queen	consort	of	Norway	(d.	1283)March	1	Hugh	Despenser	the	Elder,	English	chief	adviser	(d.	1326)July	25	Arthur	II,	Breton	nobleman	(House	of	Dreux)	(d.	1312)October	9	Denis	I	("the	Poet	King"),	king	of	Portugal	(d.	1325)Abu	Abdallah	ibn	al-Hakim,	Andalusian	vizier	and	poet	(d.	1309)November	'Ala'	al-Dawla	Simnani,
Persian	Sufi	mystic	and	writer	(d.	1336)Albertino	Mussato,	Paduan	statesman,	poet	and	chronicler	(d.	1329)Constantine	Palaiologos,	Byzantine	prince	and	general,	son	of	Michael	VIII	(d.	1306)Daniel	of	Moscow	(Aleksandrovich),	Russian	prince	(d.	1303)Zangpo	Pal,	Tibetan	religious	leader	(d.	1323)Elizabeth	of	Sicily,	queen	consort	of	Hungary	(House
of	Anjou)	(d.	1303)Konoe	Iemoto,	Japanese	nobleman	(kugy)	and	regent	(d.	1296)Pier	Saccone	Tarlati	di	Pietramala,	Italian	nobleman	and	condottiero	(d.	1356)Wadysaw	I	okietek	("Elbow-High"),	king	of	Poland	(d.	1333)February	28	Henry	III	("the	Good"),	duke	of	Brabant	(b.	1230)April	1	Ahi	Evran,	Bektashi	Sufi	preacher	and	poet	(b.	1169)May	25
Alexander	IV,	pope	of	the	Catholic	Church	(b.	1199)July	8	Adolf	IV	of	Holstein,	German	nobleman	(House	of	Schaumburg)July	25	Nicephorus	II	of	Constantinople,	Byzantine	patriarchAugust	John	FitzThomas,	1st	Baron	Desmond,	Norman	Irish	nobleman,	killed	in	battleAugust	24	Ela	of	Salisbury,	English	noblewoman	(b.	1187)September	18	Konrad	von
Hochstaden,	German	archbishopSeptember	22/27	Plaisance	of	Antioch,	queen	consort	of	Cyprus	(b.	1235)October	27	Sancho	of	Castile,	Spanish	archbishop	(b.	1233)November	2	Bettisia	Gozzadini,	Bolognese	noblewoman	and	academic	lawyer	(b.	1209)November	9	Sanchia	of	Provence,	Queen	of	the	Romans,	German	queen	consort	(b.
1225)November	26	Hj	Shigetoki,	Japanese	samurai	(b.	1198)November	27	Athanasius	III	of	Alexandria,	Egyptian	popeNovember	28	Al-Mustansir	II,	Abbasid	ruler	(caliph)	of	Cairo,	killedAbu	Bakr	Ibn	Sayyid	al-Ns,	Andalusian	theologian	(b.	1200)An-Nasir	Dawud,	Kurdish	ruler,	Ayyubid	ruler	(emir)	of	Damascus	(b.	1206)Benedict	II	of	Esztergom,
Hungarian	chancellor,	governor	and	archbishopConrad	I,	Burgrave	of	Nuremberg	("the	Pious"),	German	nobleman	and	knight	(b.	1186)Qin	Jiushao,	Chinese	mathematician	and	writer	(b.	1202)Sayf	al-Din	Bakharzi,	Persian	poet	and	sheikh	(b.	1190)Stephen	of	Bourbon,	French	Dominican	preacher	(b.	1180)^	Steven	Runciman	(1952).	A	History	of	The
Crusades.	Vol	III:	The	Kingdom	of	Acre,	p.	240.	ISBN978-0-241-29877-0.^	Bartusis,	Mark	C.	(1997).	The	Late	Byzantine	Army:	Arms	and	Society,	12041453,	pp.	4041.	University	of	Pennsylvania	Press.	ISBN0-8122-1620-2.^	Nicol,	Donald	M.	(1993).	The	Last	Centuries	of	Byzantium,	12611453,	p.	35	(Second	ed.).	Cambridge:	Cambridge	University
Press.	ISBN978-0-521-43991-6.^	Hackel,	Sergei	(2001).	The	Byzantine	Saint,	p.	71	(2001	ed.).	St.	Vladimir's	Seminary	Press.	ISBN0-88141-202-3.^	Rossabi,	Morris	(1988).	Khubilai	Khan:	His	Life	and	Times,	p.	51.	Los	Angeles:	University	of	California	Press.	ISBN978-0-520-06740-0.^	Lock,	Peter	(2013).	The	Routledge	Companion	to	the	Crusades.
Routledge.	p.112.	ISBN9781135131371.^	Williams,	Hywel	(2005).	Cassell's	Chronology	of	World	History.	London:	Weidenfeld	&	Nicolson.	pp.144146.	ISBN0-304-35730-8.^	BBC	History,	July	2011,	p.	12.^	Lawrence,	C.	H.	(1984).	"The	University	in	State	and	Church".	In	Aston,	T.	H.;	Catto,	J.	I.	(eds.).	The	History	of	the	University	of	Oxford.	Vol.1.
Oxford	University	Press.Retrieved	from	"	3One	hundred	years,	from	1101	to	1200See	also:	Renaissance	of	the	12th	centuryMillennia2ndmillenniumCenturies11thcentury12thcentury13thcenturyTimelines11thcentury12thcentury13thcenturyState
leaders11thcentury12thcentury13thcenturyDecades1100s1110s1120s1130s1140s1150s1160s1170s1180s1190sCategories:Births	Deaths	Establishments	DisestablishmentsvteEastern	Hemisphere	at	the	beginning	of	the	12th	centuryThe	12th	century	is	the	period	from	1101	to	1200	in	accordance	with	the	Julian	calendar.	In	the	history	of	European
culture,	this	period	is	considered	part	of	the	High	Middle	Ages	and	overlaps	with	what	is	often	called	the	"'Golden	Age'	of	the	Cistercians".	The	Golden	Age	of	Islam	experienced	significant	development,	particularly	in	Islamic	Spain.In	Song	dynasty	China,	an	invasion	by	Jurchens	caused	a	political	schism	of	north	and	south.	The	Khmer	Empire	of
Cambodia	flourished	during	this	century,	while	the	Fatimids	of	Egypt	were	overtaken	by	the	Ayyubid	dynasty.	Following	the	expansions	of	the	Ghaznavids	and	Ghurid	Empire,	the	Muslim	conquests	in	the	Indian	subcontinent	took	place	at	the	end	of	the	century.Main	article:	1100sThe	Ghurid	Empire	converted	to	Islam	from	Buddhism.1101:	In	July,	the
Treaty	of	Alton	is	signed	between	Henry	I	of	England	and	his	older	brother	Robert,	Duke	of	Normandy	in	which	Robert	agrees	to	recognize	Henry	as	king	of	England	in	exchange	for	a	yearly	stipend	and	other	concessions.	The	agreement	temporarily	ends	a	crisis	in	the	succession	of	the	Anglo-Norman	kings.11011103:	David	the	Builder	takes	over
Kakheti	and	Hereti	(now	parts	of	Georgia).1102:	King	Coloman	unites	Hungary	and	Croatia	under	the	Hungarian	Crown.1102:	Muslims	conquer	Seoro	de	Valencia.11031104:	A	church	council	is	convened	by	King	David	the	Builder	in	Urbnisi	to	reorganize	the	Georgian	Orthodox	Church.1104:	In	the	Battle	of	Ertsukhi,	King	David	the	Builder	defeats	an
army	of	Seljuks.1104:	King	Jayawarsa	of	Kadiri	(on	Java)	ascends	to	the	throne.[citation	needed]1106:	Battle	of	Tinchebray.11071111:	Sigurd	I	of	Norway	becomes	the	first	Norwegian	king	to	embark	on	a	crusade	to	the	Holy	Land.	He	fights	in	Lisbon	and	on	various	Mediterranean	isles	and	helps	the	King	of	Jerusalem	to	take	Sidon	from	the
Muslims.1108:	By	the	Treaty	of	Devol,	signed	in	September,	Bohemond	I	of	Antioch	has	to	submit	to	the	Byzantine	Empire,	becoming	the	vassal	of	Alexius	I.1109:	On	June	10,	Bertrand	of	Toulouse	captures	the	County	of	Tripoli	(northern	Lebanon/western	Syria).1109:	In	the	Battle	of	Nako,	Boleslaus	III	Wrymouth	defeats	the	Pomeranians	and	re-
establishes	Polish	access	to	the	sea.1109:	On	August	24,	in	the	Battle	of	Hundsfeld,	Boleslaus	III	Wrymouth	defeats	Emperor	Henry	V	of	Germany	and	stops	German	expansion	eastward.Main	article:	1110s1111:	On	April	14,	during	Henry	V's	first	expedition	to	Rome,	he	is	crowned	Holy	Roman	Emperor.1113:	Paramavishnulok	is	crowned	as	King
Suryavarman	II	in	Cambodia.	He	expands	the	Khmer	Empire	and	builds	Angkor	Wat	during	the	first	half	of	the	century.	He	establishes	diplomatic	relations	with	China.1115:	The	Georgian	army	occupies	Rustavi	in	the	war	with	the	Muslims.1115:	In	Java,	King	Kamesvara	of	Kadiri	ascends	to	the	throne.	Janggala	ceases	to	exist	and	comes	under	Kadiri
domination,	highly	possible	under	royal	marriage.	During	his	reign,	Mpu	Dharmaja	writes	Kakawin	Smaradahana,	a	eulogy	for	the	king	which	become	the	inspiration	for	the	Panji	cycle	tales,	which	spread	across	Southeast	Asia.[1]1116:	The	Byzantine	army	defeats	the	Turks	at	Philomelion.1116:	Death	of	doa	Jimena	Daz,	governor	of	Valencia	from
1099	to	1102.c.	1119:	The	Knights	Templar	are	founded	to	protect	Christian	pilgrims	in	Jerusalem.Main	article:	1120sA	Black	and	White	Photo	of	the	12th	century	Cuenca	Cathedral	(built	from	1182	to	1270)	in	Cuenca,	Spain1120:	On	January	16,	the	Council	of	Nablus,	a	council	of	ecclesiastic	and	secular	lords	in	the	crusader	Kingdom	of	Jerusalem,
establishes	the	first	written	laws	for	the	kingdom.1120:	On	November	25,	William	Adelin,	the	only	legitimate	son	of	King	Henry	I	of	England,	drowns	in	the	White	Ship	Disaster,	leading	to	a	succession	crisis	which	will	bring	down	the	Norman	monarchy	of	England.1121:	On	August	12,	in	the	Battle	of	Didgori,	the	greatest	military	victory	in	Georgian
history,	King	David	the	Builder	with	45,000	Georgians,	15,000	Kipchak	auxiliaries,	500	Alan	mercenaries	and	100	French	Crusaders	defeats	a	much	larger	Seljuk-led	Muslim	coalition	army.1121:	On	December	25,	St.	Norbert	and	29	companions	make	their	solemn	vows	in	Premontre,	France,	establishing	the	Premonstratensian	Order.1122:	The	Battle
of	Beroia	(Modern-day	Stara	Zagora,	Bulgaria)	results	in	the	disappearance	of	the	Pechenegs	Turkish	tribe	as	an	independent	force.1122:	On	September	23,	the	Concordat	of	Worms	(Pactum	Calixtinum)	is	drawn	up	between	Emperor	Henry	V	and	Pope	Calixtus	II	bringing	an	end	to	the	first	phase	of	the	power	struggle	between	the	papacy	and	the
Holy	Roman	Empire.1122:	King	David	the	Builder	captures	Tbilisi	and	declares	it	the	capital	city	of	Georgia,	ending	400	years	of	Arab	rule.1123:	The	Jurchen	dynasty	of	China	forces	Koryo	(now	Korea)	to	recognize	their	suzerainty.1124:	In	April	or	May,	David	I	is	crowned	King	of	the	Scots.1125:	On	June	11,	in	the	Battle	of	Azaz,	the	Crusader	states,
led	by	King	Baldwin	II	of	Jerusalem,	defeat	the	Seljuk	Turks.1125:	In	November,	the	Jurchens	of	the	Jin	dynasty	declare	war	on	the	Song	dynasty,	beginning	the	JinSong	wars.1125:	Lothair	of	Supplinburg,	duke	of	Saxony,	is	elected	Holy	Roman	Emperor	instead	of	the	nearest	heir,	Frederick	of	Swabia,	beginning	the	great	struggle	between	Guelphs
and	Ghibellines.1127:	The	Northern	Song	dynasty	loses	power	over	northern	China	to	the	Jin	dynasty.1128:	On	June	24,	the	Kingdom	of	Portugal	gains	independence	from	the	Kingdom	of	Len	at	the	Battle	of	So	Mamede;	(recognised	by	Len	in	1143).Main	article:	1130sThe	temple	complex	of	Angkor	Wat,	built	during	the	reign	of	Suryavarman	II	in
Cambodia	of	the	Khmer	Era.11301180:	50-year	drought	in	what	is	now	the	American	Southwest.11301138:	Papal	schism,	Pope	Innocent	II	vs.	Antipope	Anacletus	II.1130:	On	March	26,	Sigurd	I	of	Norway	dies.	A	golden	era	of	95	years	comes	to	an	end	for	Norway	as	civil	wars	between	the	members	of	Harald	Fairhair's	family	line	rage	for	the
remainder	of	the	century.1130:	On	Christmas	Day,	Roger	II	is	crowned	King	of	Sicily,	the	royal	title	being	bestowed	on	him	by	Antipope	Anacletus	II.1132:	The	Southern	Song	dynasty	establishes	China's	first	permanent	standing	navy,	although	China	had	a	long	naval	history	prior.	The	main	admiral's	office	is	at	the	port	of	Dinghai.11321183:	the
Chinese	navy	increases	from	a	mere	3,000	to	52,000	marine	soldiers	stationed	in	20	different	squadrons.	During	this	time,	hundreds	of	treadmill-operated	paddle	wheel	craft	are	assembled	for	the	navy	to	fight	the	Jin	dynasty	in	the	north.1135:	King	Jayabaya	of	Kadiri	ascends	to	the	throne.[2]11351154:	The	Anarchy	takes	place,	during	a	period	of
civil	war	in	England.1136:	Suger	begins	rebuilding	the	abbey	church	at	St	Denis	north	of	Paris,	which	is	regarded	as	the	first	major	Gothic	building.1137:	On	July	22,	the	future	King	Louis	VII	of	France	marries	Eleanor,	the	Duchess	of	Aquitaine.1138:	On	October	11,	the	1138	Aleppo	earthquake	devastates	much	of	northern	Syria.1139:	in	April,	the
Second	Lateran	Council	ends	the	papal	schism.1139:	On	July	5,	in	the	Treaty	of	Mignano,	Pope	Innocent	II	confirms	Roger	II	as	King	of	Sicily,	Duke	of	Apulia,	and	Prince	of	Capua	and	invests	him	with	his	titles.1139:	On	July	25,	the	Portuguese	defeat	the	Almoravids	led	by	Ali	ibn	Yusuf	in	the	Battle	of	Ourique;	Prince	Afonso	Henriques	is	acclaimed
King	of	Portugal	by	his	soldiers.Main	article:	1140sAverroes	in	a	14th-century	painting	by	Andrea	di	Bonaiuto11401150:	Collapse	of	the	Ancestral	Puebloan	culture	at	Chaco	Canyon	(modern-day	New	Mexico).1141:	The	Treaty	of	Shaoxing	ends	the	conflict	between	the	Jin	dynasty	and	Southern	Song	dynasty,	legally	establishing	the	boundaries	of	the
two	countries	and	forcing	the	Song	dynasty	to	renounce	all	claims	to	its	former	territories	north	of	the	Huai	River.	The	treaty	reduces	the	Southern	Song	into	a	quasi-tributary	state	of	the	Jurchen	Jin	dynasty.1143:	Manuel	I	Komnenos	is	crowned	as	Byzantine	emperor	after	the	death	of	John	II	Komnenos.1143:	Afonso	Henriques	is	proclaimed	King	of
Portugal	by	the	cortes.1143:	The	Treaty	of	Zamora	recognizes	Portuguese	independence	from	the	Kingdom	of	Len.	Portugal	also	recognizes	the	suzerainty	of	the	pope.1144:	On	December	24,	Edessa	falls	to	the	Atabeg	Zengi.11451148:	The	Second	Crusade	is	launched	in	response	to	the	fall	of	the	County	of	Edessa.1147:	On	October	25,	the	four-
month-long	Siege	of	Lisbon	successfully	brings	the	city	under	definitive	Portuguese	control,	expelling	the	Moorish	overlords.1147:	A	new	Berber	dynasty,	the	Almohads,	led	by	Emir	Abd	al-Mu'min,	takes	North	Africa	from	the	Almoravides	and	soon	invades	the	Iberian	Peninsula.	The	Almohads	began	as	a	religious	movement	to	rid	Islam	of
impurities.1147:	The	Wendish	Crusade	against	the	Polabian	Slavs	(or	"Wends")	in	what	is	now	northern	and	eastern	Germany.Main	article:	1150s1150:	Ramon	Berenguer	IV,	Count	of	Barcelona	marries	Petronilla,	the	Queen	of	Aragon.1151:	The	Treaty	of	Tudiln	is	signed	by	Alfonso	VII	of	Len	and	Raymond	Berengar	IV,	Count	of	Barcelona,
recognizing	the	Aragonese	conquests	south	of	the	Jcar	and	the	right	to	expand	in	and	annex	the	Kingdom	of	Murcia.1153:	The	Treaty	of	Wallingford,	ends	the	civil	war	between	Empress	Matilda	and	her	cousin	King	Stephen	of	England	fought	over	the	English	crown.	Stephen	acknowledges	Matilda's	son	Henry	of	Anjou	as	heir.1153:	The	First	Treaty	of
Constance	is	signed	between	Emperor	Frederick	I	and	Pope	Eugene	III,	by	the	terms	of	which,	the	emperor	is	to	prevent	any	action	by	Manuel	I	Comnenus	to	reestablish	the	Byzantine	Empire	on	Italian	soil	and	to	assist	the	pope	against	his	enemies	in	revolt	in	Rome.1154:	the	Moroccan-born	Muslim	geographer	Muhammad	al-Idrisi	publishes	his
Geography.1154:	On	December	27,	Henry	II	is	crowned	King	of	England	at	Westminster	Abbey.1155:	Pope	Adrian	IV	grants	overlordship	of	Ireland	to	Henry	II	of	England	in	the	bull	Laudabiliter.1156:	On	June	18,	the	Treaty	of	Benevento	is	entered	into	by	Pope	Adrian	IV	and	the	Norman	Kingdom	of	Sicily.	After	years	of	turbulent	relations,	the	popes
finally	settles	down	to	peace	with	the	Hauteville	kings.	The	kingship	of	William	I	is	recognized	over	all	Sicily,	Apulia,	Calabria,	Campania,	and	Capua.	The	tribute	to	the	pope	of	600	schifati	agreed	upon	by	Roger	II	in	1139	at	Mignano	is	affirmed	and	another	400	shift	is	added	for	the	new	lands.1158:	The	Treaty	of	Sahagn	ends	the	war	between	Castile
and	Len.Main	article:	1160sThe	Liuhe	Pagoda	of	Hangzhou,	China,	11651161:	the	Song	dynasty	Chinese	navy,	employing	gunpowder	bombs	launched	from	trebuchets,	defeats	the	enormous	Jin	dynasty	navy	in	the	East	China	Sea	in	the	Battle	of	Tangdao	and	on	the	Yangtze	River	in	the	Battle	of	Caishi.1161:	Kilij	Arslan	II,	Sultan	of	Rum,	makes	peace
with	the	Byzantine	Empire,	recognizing	the	emperor's	primacy.1161:	In	the	siege	of	Ani,	troops	from	the	Kingdom	of	Georgia	take	control	over	the	city,	only	to	have	it	sold	for	the	second	time	to	the	Shaddadids,	a	Kurdish	dynasty.1162:	Genghis	Khan,	the	founder	of	the	Mongol	Empire,	is	born	as	Temjin	in	present-day	Mongolia.1163:	The	Norwegian
Law	of	Succession	takes	effect.11651182:	Tensions	and	disputes	between	the	Pagan	Empire	and	the	Kingdom	of	Polonnaruwa	causes	the	Sinhalese	under	Parakramabahu	the	Great	to	raid	Burma.1168:	King	Valdemar	I	of	Denmark	conquers	Arkona	on	the	Island	of	Rgen,	the	strongest	pagan	fortress	and	temple	in	northern	Europe.1169:	Political
disputes	within	the	Pandya	Empire	sparks	the	decade-long	Pandyan	Civil	War.1169:	On	May	1,	the	Norman	invasion	of	Ireland	begins.	Richard	fitzGilbert	de	Clare	('Strongbow')	allies	with	the	exiled	Irish	chief,	Dermot	MacMurrough,	to	help	him	recover	his	kingdom	of	Leinster.Main	article:	1170sThe	defense	of	the	Carroccio	during	the	battle	of
Legnano	(1176)	by	Amos	Cassioli	(18321891)1170:	The	Treaty	of	Sahagn	is	signed	by	Alfonso	VIII	of	Castile	and	Alfonso	II	of	Aragon.	Based	on	the	terms	of	the	accord,	Alfonso	VIII	agrees	to	provide	Alfonso	II	with	three	hostages,	to	be	used	as	tribute	payments	owed	by	Ibn	Mardan	of	Valencia	and	Murcia.1170:	On	December	29,	Thomas	Becket	is
murdered	in	Canterbury	Cathedral.1171:	Saladin	deposes	the	last	Fatimid	Caliph	Al-'id	and	establishes	the	Ayyubid	dynasty.1171:	On	November	11,	Henry	II	of	England	lands	in	Ireland	to	assert	his	claim	as	Lord	of	Ireland.1172:	The	Pandyan	city	of	Madurai	is	sacked	by	the	Sinhalese	army	due	to	an	attempt	to	drive	off	the	rival	throne	claimant,
Kulasekara	Pandyan.1173:	Sinhalese	king	Parakramabahu	the	Great	gains	a	decisive	victory	by	invading	the	Chola	Empire	as	an	ally	of	the	Pandyas	in	the	Pandyan	Civil	War.1174:	On	July	12,	William	I	of	Scotland	is	captured	by	the	English	in	the	Battle	of	Alnwick.	He	accepts	the	feudal	overlordship	of	the	English	crown	and	pays	ceremonial
allegiance	at	York.1175:	Hnen	Shnin	(Genk)	founds	the	Jdo	sh	(Pure	Land)	sect	of	Buddhism.1175:	The	Treaty	of	Windsor	is	signed	by	King	Henry	II	of	England	and	the	High	King	of	Ireland,	Ruaidr	Ua	Conchobair.1176:	On	May	29,	Frederick	Barbarossa's	forces	are	defeated	in	the	Battle	of	Legnano	by	the	Lombard	League	which	results	in	the
emperor's	acknowledgment	of	the	pope's	sovereignty	over	the	Papal	States	and	Alexander	acknowledging	the	emperor's	overlordship	of	the	imperial	Church.1176:	On	September	17,	The	Battle	of	Myriokephalon	(Myriocephalum;	Turkish:	Miryakefalon	Sava)	is	fought	between	the	Byzantine	Empire	and	the	Seljuk	Turks	in	Phrygia.	It	is	a	serious
reversal	for	the	Byzantine	forces	and	will	be	the	final,	unsuccessful,	effort	by	the	Byzantines	to	recover	the	interior	of	Anatolia	from	the	Seljuk	Turks.1177:	The	Treaty	or	Peace	of	Venice	is	signed	by	the	papacy	and	its	allies,	and	Frederick	I,	Holy	Roman	Emperor.	The	Norman	Kingdom	of	Sicily	also	participates	in	negotiations	and	the	treaty	thereby
determines	the	political	course	of	all	of	Italy	for	the	next	several	years.1178:	Chinese	writer	Zhou	Qufei,	a	Guangzhou	customs	officer,	writes	of	an	island	far	west	in	the	Indian	Ocean	(possibly	Madagascar),	from	where	people	with	skin	"as	black	as	lacquer"	and	with	frizzy	hair	were	captured	and	purchased	as	slaves	by	Arab	merchants.1179:	The
Treaty	of	Cazola	(Cazorla)	is	signed	by	Alfonso	II	of	Aragon	and	Alfonso	VIII	of	Castile,	dividing	Andalusia	into	separate	zones	of	conquest	for	the	two	kingdoms,	so	that	the	work	of	the	Reconquista	would	not	be	stymied	by	internecine	feuding.Main	article:	1180s1180:	The	Portuguese	Navy	defeats	a	Muslim	fleet	off	the	coast	of	Cape
Espichel.11801185:	the	Genpei	War	in	Japan.1181:	Parakramabahu	the	Great	conducts	a	large-scale	raid	on	Burma,	after	a	ship	transporting	a	Sinhalese	princess	to	the	Khmer	Empire	is	attacked	by	Burmese	naval	fleets.1182:	Religious	reformations	of	Theravada	Buddhism	in	Pagan	Burma	under	the	patronage	of	Narapatisithu	are	continued	with	the
end	of	the	Polonnaruwa-Pagan	War.1182:	Revolt	of	the	people	of	Constantinople	against	the	Latins,	whom	they	massacre,	proclaiming	Andronicus	I	Comnenus	as	co-emperor.1183:	On	January	25,	the	final	Peace	of	Constance	between	Frederick	Barbarossa,	the	pope	and	the	Lombard	towns	is	signed,	confirming	the	Peace	of	Venice	of	1177.1183:	On
September	24,	Andronicus	I	Comnenus	has	his	nephew	Alexius	II	Comnenus	strangled.1184:	On	March	24,	Queen	Tamar,	King	of	Georgia,	accedes	to	the	throne	as	sole	ruler	after	reigning	with	her	father,	George	III,	for	six	years.1184:	Diet	of	Pentecost	organised	by	Emperor	Frederick	I	in	Mainz.1185:	The	Uprising	of	Asen	and	Peter	against	the
Byzantine	Empire	leads	to	the	restoration	of	the	Bulgarian	Empire.1185:	Andronicus	I	Comnenus	is	deposed	and,	on	September	12,	executed	as	a	result	of	the	Norman	massacre	of	the	Greeks	of	Thessalonika.1185:	The	cathedral	school	(Katedralskolan)	in	Lund,	Sweden,	is	founded.	The	school	is	the	oldest	in	northern	Europe	and	one	of	the	oldest	in
all	of	Europe.1185:	Beginning	in	this	year	the	Kamakura	shogunate	deprives	the	emperor	of	Japan	of	political	power.1186:	On	January	27,	the	future	Holy	Roman	Emperor	Henry	VI	marries	Constance	of	Sicily,	the	heiress	to	the	Sicilian	throne.1187:	On	July	4,	in	the	Battle	of	Hattin,	Saladin	defeats	the	king	of	Jerusalem.1187:	In	August,	the	Swedish
royal	and	commercial	center	Sigtuna	is	attacked	by	raiders	from	Karelia,	Couronia,	and/or	Estonia.[3]1188:	The	Riah	were	introduced	into	the	Habt	and	south	of	Tetouan	by	the	Almohad	caliph,	Abu	Yusuf	Yaqub	al-Mansur,	and	Jochem	and	Acem	were	introduced	in	Tamesna.[4]1189:	On	September	3,	Richard	I	is	crowned	King	of	England	at
Westminster.1189:	On	November	11,	William	II	of	Sicily	dies	and	is	succeeded	by	his	illegitimate	cousin	Tancred,	Count	of	Lecce	instead	of	Constance.11891192:	The	Third	Crusade	is	an	attempt	by	European	leaders	to	wrest	the	Holy	Land	from	Saladin.Main	articles:	1190s	and	1200sRichard	I	of	England,	or	Richard	the	Lionheart.1190:	On	June	10,
Emperor	Frederick	Barbarossa	drowns	in	the	River	Salef,	leaving	the	Crusader	army	under	the	command	of	the	rivals	Philip	II	of	France	and	Richard	I	of	England,	which	ultimately	leads	to	the	dissolution	of	the	army.1191:	Holy	Roman	Emperor	Henry	VI	attacked	the	Kingdom	of	Sicily	from	May	to	August	but	fails	and	withdrawn,	with	Empress
Constance	captured	(released	1192).1191:	On	September	7,	Saladin	is	defeated	by	Richard	I	of	England	at	the	Battle	of	Arsuf.1192:	In	April,	Isabella	I	begins	her	reign	as	Christian	Queen	of	the	Kingdom	of	Jerusalem1192:	In	the	Battle	of	Jaffa,	King	Richard	the	Lionheart	defeats	Saladin.1192:	In	June,	the	Treaty	of	Ramla	is	signed	by	Saladin	and
Richard	Lionheart.	Under	the	terms	of	the	agreement,	Jerusalem	will	remain	under	Muslim	control.	However,	the	city	will	be	open	to	Christian	pilgrims.	The	Latin	Kingdom	is	reduced	to	a	coastal	strip	that	extends	from	Tyre	to	Jaffa.1192:	Minamoto	no	Yoritomo	is	appointed	Sei-i	Taishgun,	"barbarian-subduing	great	general",	shgun	for	short,	the	first
military	dictator	to	bear	this	title.1192:	Sultan	Shahbuddin	Muhammad	Ghori	establishes	the	first	Muslim	empire	in	India	for	14	years	(11921206)	by	defeating	Prithviraj	Chauhan.1193:	Nalanda,	the	great	Indian	Buddhist	educational	centre,	is	destroyed.1194:	Emperor	Henry	VI	conquers	the	Kingdom	of	Sicily.1195:	On	June	16,	the	struggle	of
Shamqori.	Georgian	forces	annihilate	the	army	of	Abu	Baqar.1198:	The	brethren	of	the	Crusader	hospital	in	Acre	are	raised	to	a	military	order	of	knights,	the	Teutonic	Knights,	formally	known	as	the	Order	of	the	Knights	of	the	Hospital	of	St.	Mary	of	the	Teutons	in	Jerusalem.1199:	Pope	Innocent	III	writes	to	Kaloyan,	inviting	him	to	unite	the
Bulgarian	Church	with	the	Roman	Catholic	Church.1200:	Construction	begins	on	the	Grand	Village	of	the	Natchez	near	Natchez,	Mississippi.	This	ceremonial	center	for	the	Natchez	people	is	occupied	and	built	until	the	early	17th	century.[5]Eastern	Hemisphere	at	the	end	of	the	12th	centuryChina	is	under	the	Northern	Song	dynasty.	Early	in	the
century,	Zhang	Zeduan	paints	Along	the	River	During	the	Qingming	Festival.	It	will	later	end	up	in	the	Palace	Museum,	Beijing.In	southeast	Asia,	there	is	conflict	between	the	Khmer	Empire	and	the	Champa.	Angkor	Wat	is	built	under	the	Hindu	king	Suryavarman	II.	By	the	end	of	the	century,	the	Buddhist	Jayavarman	VII	becomes	the	ruler.Japan	is	in
its	Heian	period.	The	Chj-jinbutsu-giga	is	made	and	attributed	to	Toba	Sj.	It	ends	up	at	the	Kzan-ji,	Kyoto.In	Oceania,	the	Tui	Tonga	Empire	expands	to	a	much	greater	area.Europe	undergoes	the	Renaissance	of	the	12th	century.	The	blast	furnace	for	the	smelting	of	cast	iron	is	imported	from	China,	appearing	around	Lapphyttan,	Sweden,	as	early	as
1150.Alexander	Neckam	is	the	first	European	to	document	the	mariner's	compass,	first	documented	by	Shen	Kuo	during	the	previous	century.Christian	humanism	becomes	a	self-conscious	philosophical	tendency	in	Europe.	Christianity	is	also	introduced	to	Estonia,	Finland,	and	Karelia.The	first	medieval	universities	are	founded.	Pierre	Abelard
teaches.Middle	English	begins	to	develop,	and	literacy	begins	to	spread	outside	the	Church	throughout	Europe.[6]	In	addition,	churchmen	are	increasingly	willing	to	take	on	secular	roles.	By	the	end	of	the	century,	at	least	a	third	of	England's	bishops	also	act	as	royal	judges	in	secular	matters.[7]The	Ars	antiqua	period	in	the	history	of	the	medieval
music	of	Western	Europe	begins.The	earliest	recorded	miracle	play	is	performed	in	Dunstable,	England.Gothic	architecture	and	trouvre	music	begin	in	France.During	the	middle	of	the	century,	the	Cappella	Palatina	is	built	in	Palermo,	Sicily,	and	the	Madrid	Skylitzes	manuscript	illustrates	the	Synopsis	of	Histories	by	John	Skylitzes.Fire	and	plague
insurance	first	become	available	in	Iceland,	and	the	first	documented	outbreaks	of	influenza	there	happens.The	medieval	state	of	Serbia	is	formed	by	Stefan	Nemanja	and	then	continued	by	the	Nemanji	dynasty.By	the	end	of	the	century,	both	the	Capetian	dynasty	and	the	House	of	Anjou	are	relying	primarily	on	mercenaries	in	their	militaries.	Paid
soldiers	are	available	year-round,	unlike	knights	who	expected	certain	periods	off	to	maintain	their	manor	lifestyles.[8]In	India,	Hoysala	architecture	reaches	its	peak.In	the	Middle	East,	the	icon	of	Theotokos	of	Vladimir	is	painted	probably	in	Constantinople.	Everything	but	the	faces	will	later	be	retouched,	and	the	icon	will	go	to	the	Tretyakov	Gallery
of	Moscow.The	Georgian	poet	Shota	Rustaveli	composes	his	epic	poem	The	Knight	in	the	Panther's	Skin.Shahab	al-Din	Suhrawardi	founds	his	"school	of	illumination".In	North	Africa,	the	kasbah	of	Marrakesh	is	built,	including	the	city	gate	Bab	Agnaou	and	the	Koutoubia	mosque.In	sub-Saharan	Africa,	Kente	cloth	is	first	woven.In	France,	the	first
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may	limit	how	you	use	the	material.	Corporate	finance	is	a	subfield	of	finance	that	deals	with	how	corporations	address	funding	sources,	capital	structuring,	accounting,	and	investment	decisions.	Corporate	finance	is	also	often	concerned	with	maximizing	shareholder	value	through	long-	and	short-term	financial	planning	and	implementing	various
strategies.	Corporate	finance	activities	range	from	capital	investment	to	tax	considerations.	Corporate	finance	is	concerned	with	how	businesses	fund	their	operations	to	maximize	profits	and	minimize	costs.It	deals	with	the	day-to-day	demands	on	business	cash	flows	and	long-term	financing	goals	(e.g.,	issuing	bonds).Corporate	finance	also	involves
monitoring	cash	flows,	accounting,	preparing	financial	statements,	and	taxation.Determining	whether	or	not	to	issue	a	dividend	is	another	corporate	finance	activity.	Investopedia	/	Julie	Bang	Corporate	finance	has	three	main	areas:	capital	budgeting,	capital	financing,	and	working	capital	management.	Capital	budgeting	is	the	process	of	prioritizing
funds	toward	the	most	profitable	projects.	Capital	financing	is	determining	how	a	company's	investments	and	endeavors	will	be	financed.	Working	capital	management	is	concerned	with	cash	flow	for	day-to-day	operations	and	maintaining	liquidity.	While	not	necessarily	an	area	of	corporate	finance,	dividend	distributions	to	shareholders	are	also	a
main	concern	because,	in	a	publicly-owned	company,	shareholders	are	usually	owners	and	expect	returns	for	their	investments.	Corporate	finance	tasks	include	capital	investing,	financing,	and	liquidity	management.	The	capital	investment	decision	process	is	primarily	concerned	with	capital	budgeting.	Through	capital	budgeting,	a	company	identifies
capital	expenditures,	estimates	future	cash	flows	from	proposed	capital	projects,	compares	planned	investments	with	potential	proceeds,	and	decides	which	projects	to	include	in	its	capital	budget.	Making	capital	investments	is	perhaps	the	most	important	corporate	finance	task	and	can	have	serious	business	implications.	Poor	capital	budgeting	(e.g.,
excessive	investing	or	under-funded	investments)	can	compromise	a	company's	financial	position,	either	because	of	increased	financing	costs	or	inadequate	operating	capacity.	Corporate	financing	includes	the	activities	involved	with	a	corporation's	financing,	investment,	and	capital	budgeting	decisions.	Corporate	finance	also	involves	sourcing
capital	in	the	form	of	debt	or	equity.	A	company	may	borrow	from	commercial	banks	and	other	financial	intermediaries	or	may	issue	debt	securities	in	the	capital	markets	through	investment	banks.	A	company	may	also	choose	to	sell	stocks	to	equity	investors,	especially	when	it	needs	large	amounts	of	capital	for	business	expansions.	Capital	financing
is	a	balancing	act	involving	decisions	about	the	necessary	amounts	of	debt	and	equity.	Having	too	much	debt	may	increase	default	risk,	and	relying	heavily	on	equity	can	dilute	earnings	and	value	for	early	investors.	In	the	end,	though,	capital	financing	must	provide	the	capital	needed	to	implement	capital	investments.	The	goal	of	capital	management
is	to	ensure	that	there	is	enough	liquidity	in	the	short	term	to	carry	out	continuing	operations.	Short-term	financial	management	concerns	current	assets	and	current	liabilities,	working	capital,	and	operating	cash	flows.	A	company	must	be	able	to	meet	all	its	current	obligations	when	they	are	due.	This	involves	having	enough	current	liquid	assets	to
avoid	disrupting	a	company's	operations.	Short-term	financial	management	may	also	involve	getting	additional	credit	lines	or	issuing	commercial	paper	as	liquidity	backup.	Corporate	finance	attracts	many	job	seekers.	In	fact,	there's	typically	a	lot	of	competition	for	corporate	finance	jobs.	According	to	the	job	site	Indeed,	these	are	the	national
average	annual	salaries	for	the	following	corporate	finance	jobs	as	of	2025.	Chief	financial	officer:	$144,563Financial	planning	and	analysis	manager:	$120,148Cost	analyst:	$78,672Financial	analyst:	$73,812Treasurer:	$73,856Corporate	accountant:	$69,655	Corporate	finance	departments	focus	on	making	solid	decisions	for	profitable	financial
results.	Corporate	finance	involves	activities	that	relate	to	the	budgeting	of	capital,	the	debt	and	equity	used	to	finance	operations,	management	of	working	capital,	and	shareholder	dividends.	Corporate	finance	is	a	subfield	of	finance.	Other	subfields	include	public	(or	government)	finance	and	personal	finance.	The	main	areas	of	corporate	finance	are
capital	budgeting	(e.g.	for	investing	in	company	projects),	capital	financing	(deciding	how	to	fund	projects/operations),	and	working	capital	management	(managing	assets	and	liabilities	to	operate	efficiently).	Corporate	finance	is	a	subset	of	the	field	of	finance.	It	involves	proper	budgeting,	raising	capital	to	meet	company	needs	and	objectives	with
debt	and/or	equity,	and	the	efficient	management	of	a	company's	current	assets	and	liabilities.Cash	flow	is,	understandably,	one	of	a	companys	most	significant	concerns.	To	stay	on	top	of	this	vital	financial	metric,	business	owners	rely	on	accurate,	consistent	cash	flow	statements.	These	documents	provide	a	comprehensive	understanding	of	how
money	moves	in	and	out	of	a	business,	highlighting	income	sources	and	areas	of	expenditure.	By	reviewing	cash	flow	statements	regularly,	business	owners	can	better	manage	finances,	anticipate	cash	shortages	and	make	informed	decisions	for	growth.	Well	explain	more	about	cash	flow	statements	and	how	organizations	can	best	use	this	essential
accounting	report.A	cash	flow	statement	also	called	a	statement	of	cash	flows	is	a	financial	document	showing	how	money	flows	in	and	out	of	a	business.	Common	financial	activities,	such	as	applying	for	a	business	loan	or	presenting	an	idea	to	business	investors,	often	require	cash	flow	statements	and	other	financial	reports.Editors	note:	Looking	for
the	right	accounting	software	for	your	business?	Fill	out	the	below	questionnaire	to	have	our	vendor	partners	contact	you	about	your	needs.According	to	Robert	Reynolds,	chief	financial	officer	and	chief	operating	officer	of	Tersa,	the	cash	flow	statement	is	a	critical	tool	for	small	businesses.	It	represents	the	financial	oxygen	a	business	needs	to
survive,	Reynolds	explained.	As	a	startup	executive,	I	find	our	cash	flow	statement	to	be	the	most	important	report,	as	cash	is	vital	for	navigating	daily	operations	and	growth.Preparing	a	cash	flow	statement	is	a	crucial	way	to	evaluate	a	business's	financial	health	and	provide	a	comprehensive	picture	of	how	the	company	spends	and	invests	its	money.
In	the	short	term,	insufficient	cash	flow	can	prevent	a	business	from	paying	its	bills.	In	the	long	run,	it	can	stop	your	business	from	achieving	profitable	growth.	Investors	and	lenders	carefully	scrutinize	cash	flow	statements	before	doing	business	with	you	and	many	financial	activities	and	analyses	rely	on	accurate	cash	flow	reporting.Consider	the
following	six	critical	ways	cash	flow	statements	are	used.A	proper	cash	flow	statement	accurately	reflects	the	timing	of	expected	revenue.	For	companies	that	receive	immediate	payment,	such	as	e-commerce	or	retail	stores,	this	involves	using	sales	forecasts	to	estimate	cash	inflows.	For	companies	that	extend	credit	to	clients	or	provide	services,
such	as	consulting	firms,	it	requires	estimating	both	when	a	sale	will	be	made	and	when	payment	will	be	received.	These	forecasts	should	be	updated	continually	as	new	data	becomes	available	to	maintain	accuracy.Aileen	Wigotow,	certified	public	accountant	(CPA)	and	founder	of	Wigotow	Consulting,	offered	the	following	example:	Lets	say	a
businesss	profit	and	loss	(P&L)	statement	reports	$50,000	in	revenue	from	clients	for	a	given	period.	The	cash	flow	statement	might	show	that	only	$25,000	of	that	revenue	was	actually	received,	putting	the	business	in	a	negative	cash	flow	position	for	that	period.Wigotow	explained	that	business	owners	can	use	this	information	to	plan	for	the
following	month	or	consider	offering	a	small	discount	to	clients	for	early	payment	to	help	collect	more	revenue	in	the	same	period	it	was	earned.If	the	cash	flow	statement	shows	a	dip	in	forecasted	revenue,	the	company	can	take	action	to	increase	revenue.	For	example,	it	could	announce	additional	employee	bonuses	to	salespeople	who	hit	short-term
sales	targets	or	run	a	promotion	to	unload	excess	inventory.The	cash	flow	statement	will	inform	management	about	what	marketing	or	sales-boosting	tactics	are	best	at	the	time.	Here	are	some	examples:Low	cash	outlook:	In	a	very	low	cash	outlook,	the	company	might	focus	on	performance-based	methods,	such	as	affiliate	marketing,	sales
commission	bumps	or	bonuses	to	be	paid	later.Forecasted	low	cash	flow:	If	the	cash	situation	is	OK	now	but	is	expected	to	get	worse,	the	company	might	opt	to	spend	some	money	on	digital	marketing	strategies	to	generate	sales	leads	that	will	close	when	needed.When	many	accounts	receivable	(AR)	are	late	and	causing	a	cash	flow	problem,	youll
know	its	time	to	focus	on	collection	strategies.	Depending	on	your	situation,	you	may	do	one	or	all	of	the	following	to	improve	cash	flow:Require	a	deposit	from	new	clients	to	get	some	cash	up	front.Tighten	credit	terms	for	current	clients.Expedite	the	debt	collection	process	for	delinquent	accounts.Turn	to	collection	agencies	or	attorneys	for
help.When	the	company	has	cash	in	hand,	it	can	decide	when	to	pay	larger	bills	to	vendors	with	credit	lines	or	payment	terms.	When	the	company	is	flush	with	cash,	payments	can	be	made	immediately	to	ensure	products	or	raw	materials	continue	to	flow.	Conversely,	payment	can	be	delayed	or	the	company	could	even	renegotiate	its	terms	during	a
slow	period.If	your	business	is	profitable	on	paper	but	short	on	cash	flow,	your	cash	flow	statement	will	help	determine	if	you	need	short-term	financing,	such	as	a	bridge	loan.	In	this	situation,	your	business	may	be	a	strong	candidate	for	a	lender	and	the	funding	can	help	you	cover	expenses	until	revenue	from	sales	starts	flowing	in.	The	cash	flow
statement	also	indicates	how	much	to	borrow	so	you	avoid	paying	interest	on	funds	you	dont	need.The	best	business	loans	can	help	you	cover	temporary	cash	flow	difficulties	and	keep	operations	running	smoothly	until	revenue	picks	up.Startup	businesses	should	create	cash	flow	statements	as	part	of	their	pro	forma	financial	documents.	These
statements	outline	the	businesss	startup	costs,	the	founders	investments	and	any	shortfalls.	If	a	shortfall	is	identified,	you	may	consider	seeking	funding	from	an	angel	investor	or	venture	capitalist	to	bridge	the	gap.While	there	may	be	variations	by	industry	and	region,	the	following	three	elements	are	typically	included	in	a	cash	flow	statement.Cash
flow	from	operating:	Often	referred	to	as	cash	from	operating	activities,	this	section	is	typically	first.	It	covers	the	incoming	cash	from	sales	or	contracts	and	the	outgoing	payments	for	operational	expenses,	such	as	overhead	costs,	taxes,	staff	or	manufacturing	costs.Cash	flow	from	investing:	The	investing	section	records	capital	expenditures,
acquisitions	and	divestments.	Expenditures	and	acquisitions	are	both	cash	outflows	while	divestments	are	cash	inflows.	Its	not	unusual	for	this	section	to	primarily	consist	of	cash	outflows,	as	many	thriving	businesses	spend	more	money	investing	than	cashing	out	investments.Cash	flow	from	financing:	This	section	details	how	your	company	is	funded
and	distributes	its	funds.	Data	in	this	portion	may	include	debt	transactions	(incoming	loan	proceeds	and	outgoing	loan	payments)	and	equity.	If	your	company	pays	dividends	to	shareholders,	you	would	capture	that	here.You	may	experience	low	or	negative	cash	flow	when	opening	another	business	location	or	otherwise	growing	your	company.
Consider	investments	or	loans	to	cover	expenses	until	your	revenue	catches	up.To	calculate	your	businesss	cash	flow,	start	by	adjusting	your	net	income	using	information	from	your	balance	sheet	and	P&L	statement.	Adjustments	are	made	to	account	for	noncash	items	included	in	net	income,	such	as	revenue,	expenses	and	credit
transactions.Consider	the	following	methods	and	adjustments	used	to	calculate	cash	flow.>>	FREE	TOOL:	Cash	Flow	CalculatorThe	Financial	Accounting	Standards	Board	prefers	this	method	because	it	shows	the	actual	flow	of	cash	in	and	out	of	a	business.	To	calculate,	start	by	analyzing	all	cash	payments	and	receipts	using	your	accounts	beginning
and	ending	balances.Youll	group	cash	transactions	by	type:Operating	cash	flow:	Cash	received	from	customers,	cash	paid	to	suppliers	and	other	operating	expenses,	such	as	salaries,	rent	and	raw	materials:Cash	received	from	customers	=	Sales	+	decrease	or	increase	in	ARCash	paid	to	suppliers	=	Cost	of	goods	sold	+	increase	or	decrease	in
inventory	+	decrease	or	increase	in	accounts	payable	(AP)Cash	paid	for	operations	=	Operating	expenses	+	increase	or	decrease	in	prepaid	expenses	+	decrease	or	increase	in	accrued	liabilitiesFinancing	cash	flow:	Interest	payments	received	and	interest	paidCash	interest	=	Interest	expense	increase	or	+	decrease	in	interest	payable	+	amortization
of	bond	premium	or	discountTaxes	cash	flow:	Income	tax	refund	received	and	income	tax	paid	(sales	tax	received	and	paid	should	be	equivalent)Cash	for	income	taxes	=	Income	taxes	+	decrease	or	increase	in	income	tax	payable	income	tax	refundOther	cash	flow:	Any	other	cash	received,	such	as	investment	capitalThis	method	starts	with	net	income
from	your	income	statement.	It	only	accounts	for	revenue	earned.	Next,	you	adjust	net	income	for	noncash	items	and	changes	in	working	capital	that	impact	cash	flow.	Then,	you	add	back	transactions	that	do	not	affect	cash	flow,	such	as	depreciation.Cash	flow	from	operations	=	Net	income	+	depreciation	and	amortization	+	AR	+	inventory	+
APCash	flow	from	investing	Incoming	investment	cash	outgoing	investment	cashCash	flow	from	financing	=	Incoming	financing	cash	outgoing	financing	cashNet	change	in	cash	balance	=	Operating	cash	flow	+	investing	cash	flow	+	financing	cash	flowCash	balance	at	the	end	of	the	period	=	Net	change	in	cash	balance	+	cash	balance	at	the	start	of
the	periodSpecific	adjustments	are	essential	for	calculating	cash	flow	accurately.	Here	are	two	common	adjustments:AR:	Cash	flow	statements	should	always	include	changes	in	AR	during	each	accounting	period.	A	decrease	in	AR	indicates	an	increase	in	cash	from	customers	who	have	paid	off	their	accounts.	This	results	in	an	increase	in	cash	flow.
However,	an	increase	in	AR	should	be	deducted	from	net	earnings	because	it	is	not	an	increase	in	cash.Inventory	value:	An	increase	in	inventory	should	be	reflected	as	a	deduction	from	net	earnings	because	it	indicates	money	your	company	has	spent	(if	it	was	paid	in	cash).	Inventory	purchased	on	credit	would	be	reflected	on	the	balance	sheet	as	an
increase	in	AP,	with	the	amount	added	back	to	net	earnings	in	the	cash	flow	statement.While	cash	flow	statements	are	a	valuable	tool,	theyre	not	the	only	financial	information	you	should	use	when	making	decisions	and	assessing	your	businesss	financial	health.	Here	are	two	risks	of	relying	only	on	cash	flow	statements.If	you	look	at	your	cash	flow
statement	and	see	that	cash	isnt	flowing,	you	may	be	unnerved.	However,	dont	panic.	Its	important	to	examine	additional	financial	data	to	uncover	the	true	causes.	Have	you	recently	purchased	equipment?	Such	a	purchase	may	put	a	dent	in	your	cash	flow	now	but	eventually	lower	your	operating	costs.	Are	you	about	to	receive	investment	funds	or
sales	revenue?	Look	at	the	bigger	picture	and	examine	other	accounting	data	to	learn	your	actual	cash	flow	state.Ways	to	improve	your	small	business's	cash	flow	include	using	best	practices	for	billing,	staying	ahead	of	tax	deadlines	and	finding	ways	to	expand	your	revenue	sources.Your	cash	flow	statement	may	make	you	feel	flush	with	cash.
However,	dont	relax	just	yet,	as	a	rosy	cash	flow	statement	can	be	misleading.	For	example,	you	may	have	received	a	chunk	of	revenue,	but	significant	expenditures	may	be	on	the	horizon.Examine	other	accounting	reports	to	truly	understand	your	financial	position.	Review	your	balance	sheet	and	income	statement	and	ensure	you	have	a	clear	picture
of	your	revenue	and	expenditure	forecasts.John	Bell,	senior	partner	and	insolvency	practitioner	at	Clarke	Bell,	emphasized	that	cash	flow	statements	are	excellent	tools	for	understanding	where	your	cash	went,	but	they	cant	tell	you	whats	coming	next.	We	recommend	using	[cash	flow	statements]	with	cash	flow	forecasts,	Bell	advised.	Forecasts	allow
you	to	anticipate	your	financial	needs	based	on	trends,	combining	past	data	with	a	look	forward.While	cash	flow	statements,	income	statements	and	balance	sheets	are	all	standard	financial	reports	and	there	is	some	overlap	they	are	all	distinct	financial	tracking	tools.Cash	flow	statements:	Cash	flow	statements	show	how	and	when	cash	flows	into	and
out	of	a	business.	The	amount	of	cash	you	have	on	hand	determines	your	ability	to	invest,	pay	bills	and	assess	whether	you	need	to	focus	on	generating	additional	revenue.Income	statement:	Income	statements	reveal	a	companys	profit	(or	loss)	in	a	given	period.	They	include	AR	on	the	income	side,	even	if	that	money	has	not	yet	been	collected	and	AP
on	the	expense	side,	even	if	it	hasnt	yet	been	paid.	The	income	statement	also	includes	depreciation	expense,	which	is	not	an	actual	cash	expense	but	rather	a	portion	of	the	original	cost	of	a	business	asset,	such	as	equipment,	that	is	deducted	over	time	as	it	becomes	older	and	less	valuable.Jackie	Rockwell,	co-founder	of	Brass	Jacks,	an	online
bookkeeping	academy,	explained	that	while	cash	flow	statements	allow	companies	to	see	actual	cash	changes	over	a	given	period,	income	statements	dont	reveal	the	same	information.	If	the	company	is	using	credit	cards,	loans	or	sends	invoices	that	get	paid	in	a	later	period,	the	numbers	on	the	income	statement	may	not	represent	the	actual	money
that	has	changed	hands,	Rockwell	noted.Balance	sheets:	Balance	sheets	show	the	companys	financial	position	by	representing	its	overall	value.	Value	is	determined	by	subtracting	liabilities	(what	the	company	owes)	from	assets	(what	the	company	owns).	The	result	or	value	of	the	company	is	the	shareholders	equity.	Cash	on	hand	and	AR	are	counted
among	the	assets,	while	AP	is	one	of	the	liabilities.	Other	assets	include	real	estate,	vehicles	and	equipment	that	are	already	paid	for	and,	therefore,	do	not	have	an	associated	ongoing	cash	payment.Heres	an	example	of	a	cash	flow	statement	created	with	the	direct	method:A	cash	flow	statement	shows	the	incoming	and	outgoing	cash	expenditures
that	have	already	occurred	during	a	specific	period.	In	contrast,	a	cash	flow	forecast	is	a	month-to-month	projection	showing	anticipated	cash	flow	over	a	year.	Startups	typically	use	this	forecast	as	part	of	the	pro	forma	financial	statements	included	in	their	business	plan	to	help	anticipate	future	cash	needs.The	cash	flow	statement	is	usually	prepared
by	a	business's	chief	financial	officer,	controller,	accountant	or	bookkeeper.	In	a	startup,	it	might	be	prepared	by	an	outside	CPA	or	by	the	founder.A	high	profit	margin	indicates	that	a	company	keeps	a	substantial	portion	of	revenue	as	profit	after	expenses,	which	can	improve	cash	flow	over	time.	However,	despite	robust	profit	margins,	a	company
can	still	have	problematic	cash	flow	if	the	sales	cycle	is	long	or	customers	are	slow	to	pay.	Additionally,	a	profitable	startup	or	a	company	undergoing	growth	investment	might	show	low	or	negative	cash	flow	due	to	initial	or	short-term	expenditures.	Higher	profit	margins	generally	contribute	to	a	more	cash	flow-positive	position	in	the	long	term,
enabling	the	company	to	cover	expenses	and	reinvest	more	effectively.Net	income	is	the	bottom	line	on	your	income	statement,	showing	you	how	much	the	company	made	after	expenses	during	the	period.	Cash	flow	only	shows	the	changes	in	cash	balances	from	one	period	to	the	next.Yes.	Cash	flow	will	be	negative	when	you	spend	more	than	you
bring	in	during	the	period	in	question.	Continued	negative	cash	flow	can	signal	financial	trouble	for	your	business.	However,	cash	flow	shortages	aren't	always	a	cause	for	alarm;	they	may	reflect	a	large,	one-time	purchase	or	indicate	a	need	to	boost	revenue,	cut	business	costs,	ramp	up	collections	activity	or	secure	a	loan	or	investment.The	best
accounting	software	applications	offer	preconfigured	cash	flow	statement	templates	to	simplify	tracking	and	reporting.	Standalone	online	templates	provide	similar	functionality	for	businesses	without	dedicated	accounting	software.The	United	States	Securities	and	Exchange	Commission	publishes	many	helpful	guides,	such	as	the	Beginner's	Guide	to
Financial	Statement.	If	you've	never	read	a	balance	sheet	or	put	together	a	P&L	statement,	this	guide	will	give	you	the	background	you	need.	When	an	asset	can	be	efficiently	converted	into	ready	cash	without	affecting	itsmarket	value,	it	is	considered	a	liquid	asset.	The	ability	to	convert	it	quickly	and	efficiently	is	called	liquidity.	Consequently,	the
availability	of	cash	to	make	such	conversions	is	the	biggest	influence	on	whether	a	market	can	move	efficiently.	The	more	liquid	an	asset	is,	the	easier	and	more	efficient	it	is	to	turn	it	back	into	cash.	Less	liquid	assets	take	more	time	and	may	have	a	higher	cost.	Liquidity	refers	to	the	ease	with	which	an	asset,	or	security,	can	be	converted	into	ready
cash	without	affecting	its	market	price.The	two	main	types	of	liquidity	are	market	liquidity	and	accounting	liquidity.Current,	quick,	and	cash	ratios	are	most	commonly	used	to	measure	liquidity.	Tara	Anand	/	Investopedia	Liquidity	describes	the	degree	to	which	an	asset	can	be	quickly	bought	or	sold	in	the	market	at	a	price	reflecting	its	intrinsic	value.
Tangible	assets,	such	as	real	estate,	fine	art,	and	collectibles,	are	all	relatively	illiquid.	Other	financial	assets,	ranging	from	equities	to	partnership	units,	fall	at	various	places	on	the	liquidity	spectrum.	For	example,	if	a	person	wants	a	$1,000	refrigerator,	cash	is	the	asset	that	can	most	easily	be	used	to	obtain	it.	If	that	person	has	no	cash	but	a	rare
book	collection	that	has	been	appraised	at	$1,000,	they	are	unlikely	to	find	someone	willing	to	trade	the	refrigerator	for	their	collection.	Instead,	they	will	have	to	sell	the	collection	and	use	the	cash	to	purchase	the	refrigerator.	That	may	be	fine	if	the	person	can	wait	for	months	or	years	to	make	the	purchase,	but	it	could	present	a	problem	if	the
person	has	only	a	few	days.	They	may	have	to	sell	the	books	at	a	discount,	instead	of	waiting	for	a	buyer	who	is	willing	to	pay	the	full	value.	Rare	books	are	an	example	of	an	illiquid	asset.	There	are	two	main	measures	of	liquidity:	market	liquidity	and	accounting	liquidity.	Market	liquidity	refers	to	the	extent	to	which	a	market,	such	as	a	countrys	stock
market	or	a	citys	real	estate	market,	allows	assets	to	be	bought	and	sold	at	stable,	transparent	prices.	In	the	example	above,	the	market	for	refrigerators	in	exchange	for	rare	books	is	so	illiquid	that	it	does	not	exist.	The	stock	market,	on	the	other	hand,	is	characterized	by	higher	market	liquidity.	If	an	exchange	has	a	high	volume	of	trade	that	is	not
dominated	by	selling,	the	price	that	a	buyer	offers	per	share	(the	bid	price)	and	the	price	that	the	seller	is	willing	to	accept	(the	ask	price)	will	be	fairly	close	to	each	other.	Investors,	then,	will	not	have	to	give	up	unrealized	gains	for	a	quick	sale.	When	the	spread	between	the	bid	and	ask	prices	tightens,	the	market	is	more	liquid;	when	it	grows,	the



market	instead	becomes	more	illiquid.	Markets	for	real	estate	are	usually	far	less	liquid	than	stock	markets.	The	liquidity	of	markets	for	other	assets,	such	as	derivatives,	contracts,	currencies,	or	commodities,	often	depends	on	their	size	and	how	many	open	exchanges	exist	for	them	to	be	traded	on.	Accounting	liquidity	measures	the	ease	with	which
an	individual	or	company	can	meet	their	financial	obligations	with	the	liquid	assets	available	to	themthe	ability	to	pay	off	debts	as	they	come	due.	In	the	example	above,	the	rare	book	collectors	assets	are	relatively	illiquidand	would	probably	not	be	worth	their	full	value	of	$1,000	in	a	pinch.	In	investment	terms,	assessing	accounting	liquidity	means
comparing	liquid	assets	to	current	liabilities,	or	financial	obligations	that	come	due	within	one	year.	There	are	several	ratios	that	measure	accounting	liquidity,	which	differ	in	how	strictly	they	define	liquid	assets.	Analysts	and	investors	use	these	to	identify	companies	with	strong	liquidity.	It	is	also	considered	a	measure	of	depth.	Financial	analysts
look	at	a	firms	ability	to	use	liquid	assets	to	cover	its	short-term	obligations.	Generally,	when	using	these	formulas,	a	ratio	greater	than	one	is	desirable.	The	current	ratio	is	the	simplest	and	least	strict.	It	measures	current	assets	(those	that	can	reasonably	be	converted	to	cash	in	one	year)	against	current	liabilities.	Its	formula	would	be:	Current	Ratio
=	Current	Assets	Current	Liabilities	The	quick	ratio,	or	acid-test	ratio,	is	slightly	more	strict.	It	excludes	inventories	and	other	current	assets,	which	are	not	as	liquid	as	cash	and	cash	equivalents,	accounts	receivable,	and	short-term	investments.	The	formula	is:	Quick	Ratio	=	(Cash	and	Cash	Equivalents	+	Short-Term	Investments	+	Accounts
Receivable)	Current	Liabilities	A	variation	of	the	quick/acid-test	ratio	simply	subtracts	inventory	from	current	assets,	making	it	a	bit	more	generous:	Acid-Test	Ratio	(Variation)	=	(Current	Assets	-	Inventories	-	Prepaid	Costs)	Current	Liabilities	The	cash	ratio	is	the	most	exacting	of	the	liquidity	ratios.	Excluding	accounts	receivable,	as	well	as
inventories	and	other	current	assets,	it	defines	liquid	assets	strictly	as	cash	or	cash	equivalents.	More	than	the	current	ratio	or	acid-test	ratio,	the	cash	ratio	assesses	an	entitys	ability	to	stay	solvent	in	case	of	an	emergencythe	worst-case	scenarioon	the	grounds	that	even	highly	profitable	companies	can	run	into	trouble	if	they	do	not	have	the	liquidity
to	react	to	unforeseen	events.	Its	formula	is:	Cash	Ratio	=	Cash	and	Cash	Equivalents	Current	Liabilities	In	terms	of	investments,	equities	as	a	class	are	among	the	most	liquid	assets.	However,	not	all	equities	or	other	fungible	securities	are	created	equal	in	terms	of	liquidity.	Some	options	and	stocks	trade	more	actively	than	others	on	stock
exchanges.	More	activity	means	that	there	is	more	of	a	market	for	them.	In	other	words,	they	attract	greater,	more	consistent	interest	from	traders	and	investors.	In	addition	to	trading	volume,	other	factors	such	as	the	width	of	bid-ask	spreads,	market	depth,	and	order	book	data	can	provide	further	insight	into	the	liquidity	of	a	stock.	So,	while	volume
is	an	important	factor	to	consider	when	evaluating	liquidity,	it	should	not	be	relied	upon	exclusively.	These	liquid	stocks	are	usually	identifiable	by	their	daily	volume,	which	can	be	in	the	millions	or	even	hundreds	of	millions	of	shares.	When	a	stock	has	high	volume,	it	means	that	there	are	a	large	number	of	buyers	and	sellers	in	the	market,	which
makes	it	easier	for	investors	to	buy	or	sell	the	stock	without	significantly	affecting	its	price.	On	the	other	hand,	low-volume	stocks	may	be	harder	to	buy	or	sell,	as	there	may	be	fewer	market	participants	and	therefore	less	liquidity.	For	example,	on	March	13,	2023,	69.6	million	shares	of	Amazon.com	Inc.	(AMZN)	traded	on	exchanges.	By	comparison,
Intel	Corp.	(INTC)	saw	a	volume	of	just	48.1	million	shares,	indicating	it	was	somewhat	less	liquid.	However,	Ford	Motor	Co.	(F)	had	a	volume	of	118.5	million	shares,	making	it	the	most	active	and	presumably	the	most	liquid	among	these	three	stocks	on	that	day.	If	markets	are	not	liquid,	it	becomes	difficult	to	sell	or	convert	assets	or	securities	into
cash.	You	may,	for	instance,	own	a	very	rare	and	valuable	family	heirloom	appraised	at	$150,000.	However,	if	there	is	not	a	market	(i.e.,	no	buyers)	for	your	object,	then	it	is	irrelevant	since	nobody	will	pay	anywhere	close	to	its	appraised	valueit	is	very	illiquid.	It	may	even	require	hiring	an	auction	house	to	act	as	a	broker	and	track	down	potentially
interested	parties,	which	will	take	time	and	incur	costs.Liquid	assets,	however,	can	be	easily	and	quickly	sold	for	their	full	value	and	with	little	cost.	Companies	also	must	hold	enough	liquid	assets	to	cover	their	short-term	obligations	like	bills	or	payroll;	otherwise,	they	could	face	a	liquidity	crisis,	which	could	lead	to	bankruptcy.	Cash	equivalents	are
the	most	liquid	assets,	which	are	things	like	money	market	accounts,	certificates	of	deposit	(CDs),	or	time	deposits.	Marketable	securities,	such	as	stocks	and	bonds	listed	on	exchanges,	are	often	very	liquid	and	can	be	sold	quickly	via	a	broker.	Gold	coins	and	certain	collectibles	may	also	be	readily	sold	for	cash.	Securities	that	are	traded	over	the
counter	(OTC),	such	as	certain	complex	derivatives,	are	often	quite	illiquid.	For	individuals,	a	home,	a	time-share,	or	a	car	are	all	somewhat	illiquid	in	that	it	may	take	several	weeks	to	months	to	find	a	buyer,	and	several	more	weeks	to	finalize	the	transaction	and	receive	payment.	Moreover,	broker	fees	tend	to	be	quite	large	(e.g.,	5%	to	7%	on
average	for	a	real	estate	agent).	The	most	liquid	stocks	tend	to	be	those	with	a	great	deal	of	interest	from	various	market	actors	and	a	lot	of	daily	transaction	volume.	Such	stocks	will	also	attract	a	larger	number	of	market	makers	who	maintain	a	tighter	two-sided	market.Illiquid	stocks	have	wider	bid-ask	spreads	and	less	market	depth.	These	names
tend	to	be	lesser	known,	have	lower	trading	volume,	and	often	have	lower	market	value	and	volatility.	Thus,	the	stock	for	a	large	multinational	bank	will	tend	to	be	more	liquid	than	that	of	a	small	regional	bank.	Liquidity	is	the	ease	of	converting	an	asset	or	security	into	cash.	Other	liquid	assets	include	stocks,	bonds,	and	other	exchange-traded
securities.	Tangible	items	tend	to	be	less	liquid,	meaning	that	it	can	take	more	time,	effort,	and	cost	to	sell	them	(e.g.,	a	home).	Market	liquidity	and	accounting	liquidity	are	two	main	classifications	of	liquidity,	and	financial	analysts	use	various	ratios,	such	as	the	current	ratio,	quick	ratio,	acid-test	ratio,	and	cash	ratio,	to	measure	it.	Liquid	assets	are
essential	for	individuals	and	firms,	as	they	enable	them	to	settle	their	short-term	debts	and	obligations,	thereby	avoiding	a	liquidity	crisis.Cash	flow	statements	sound	pretty	basic.	First,	they	list	all	of	your	business's	sources	of	cash,	including	sales	and	investments.	Then	they	list	everything	you	spend	money	on,	such	as	employee	salaries,	debt
payments,	and	equipment	maintenance.But	since	this	is	accounting	we're	talking	about,	creating	a	cash	flow	statement	isn't	quite	as	simple	as	it	sounds.	(Don't	worrywe're	100%	confident	you	can	figure	it	out	with	a	little	help.)Cash	flow	statements	split	your	inflow	and	outflow	of	cash	into	three	main	categories:Cash	flow	from	operating
activitiesCash	flow	from	investing	activitiesCash	flow	from	financing	activitiesCash	flow	from	operating	activities	means	all	cash	that	comes	from	or	goes	into	your	businesss	daily	operations.	You	can	also	think	of	cash	from	operating	activities	as	cash	related	to	revenue,	so	any	money	you	spend	or	make	on	a	product,	plus	any	wages	you	pay	workers
who	help	make	that	product,	falls	under	this	category.	So	do	income	taxes,	rent	payments,	interest	rates,	and	any	other	cash	flow	that	impacts	how	much	money	your	business	earns	in	daily	profit.Cash	flow	from	investing	activities	means	any	cash	earned	or	lost	on	activities	like	buying	or	selling	an	assetsay,	a	piece	of	property	or	equipment.	Unlike
operating	activities,	which	include	daily,	short-term	gains	and	expenses,	investing	activities	are	all	about	the	long	term.	Money	from	assets	like	equipment	or	long-term	investments	falls	under	this	category.	These	types	of	assets	are	also	called	non-current	assets.

How	would	you	define	a	cash	flow	statement.	What	is	a	cash	flow	statement	and	why	is	it	important	in	a	business.	Cash	flow	accounting.	Cash	flow	step	by	step.	What	does	a	cash	flow	statement	show.	What	can	a
cash	flow	statement	tell	you.	Analysing	cash	flow	statements.	What	is	a	cash	flow	statement.
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