5/14/2018 Bookshelf Online: Financial Accounting

Printing is for personal, private use only. No part of this book may be
reproduced or transmitted without publisher's prior permission. Violators will be prosecuted.

Page 588

Statement of Cash Flows

n the highly competitive beverage market dominated by giants Coca-Cola and PepsiCo, National Beverage
Iaims at value-conscious consumers seeking flavor variety. With over 50 different flavors available in its well-
known Shasta and Faygo carbonated soft drinks, combined with Everfresh juices, LaCroix waters, and Rip It
energy products, National Beverage can meet all of the beverage needs of a wide variety of consumers and
retailers. For its value strategy to earn profits for shareholders, National Beverage must also be a cost-effective
producer. It maintains product quality and cost discipline through centralized purchasing and by owning and
operating all of its production and bottling facilities. Its 12 plants, strategically located near customer
distribution centers in different markets, reduce distribution costs and allow National Beverage to tailor its
products and media promotions to regional tastes. Through difficult economic times, sales and profits at
National Beverage continue to grow. As Nick Caporella, chairman and CEO of the company since its founding,
said in a recent annual report, the keys to the company's strong performance are:

e Brands that sparkle in tough times
Fortress balance sheet

Investor focus that yields appreciation
Investor cash—returned appropriately

Although it may seem puzzling, growing profitable operations do not always ensure positive cash flow. As we
have seen in earlier chapters, this occurs because the timing of revenues and expenses does not always match
cash inflows and outflows. As a consequence, National Beverage must carefully manage cash flows as well as
profits. For the same reasons, financial analysts must consider the information provided in National Beverage's
cash flow statement in addition to its income statement and balance sheet.

Learning Objective

y

After studying this chapter, you should be able to:

12- Classify cash flow statement items as part of net cash flows from operating, investing, and
1 financing activities. p. 590

12- Report and interpret cash flows from operating activities using the indirect method. p. 597
2

12- Analyze and interpret the quality of income ratio. p. 603
3

12- Report and interpret cash flows from investing activities. p. 604
4
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12- Analyze and interpret the capital acquisitions ratio. p. 606

5

12- Report and interpret cash flows from financing activities. p. 607

6

12- Understand the format of the cash flow statement and additional cash flow disclosures. p. 609
7
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National Beverage Corp.

PRODUCING VALUE FOR CUSTOMERS
AND CASH FLOWS FOR
SHAREHOLDERS IN TOUGH TIMES

www.nationalbeverage.com

UNDERSTANDING THE BUSINESS

Clearly, net income is important, but cash flow is also critical to a company's success. Cash flow permits a
company to expand operations, replace worn assets, take advantage of new investment opportunities, and pay
dividends to its owners. Some Wall Street analysts go so far as to say “Cash flow is king.” Both managers and
analysts need to understand the various sources and uses of cash that are associated with business activity.

The cash flow statement focuses attention on a firm's ability to generate cash internally, its management of
operating assets and liabilities, and the details of its investments and its external financing. It is designed to help
both managers and analysts answer important cash-related questions such as these:
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e Will the company have enough cash to pay its short-term debts to suppliers and other creditors without
additional borrowing?

« [s the company adequately managing its accounts receivable and inventory?

¢ Has the company made necessary investments in new productive capacity?

e Did the company generate enough cash flow internally to finance necessary investments, or did it rely on
external financing?

e Is the company changing the makeup of its external financing?
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We begin our discussion with an overview of the statement of cash flows. Then we examine the
information reported in each section of the statement in depth. The chapter ends with a discussion w
of additional cash flow disclosures.
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CLASSIFICATIONS OF THE STATEMENT OF CASH FLOWS

LEARNING OBJECTIVE 12-1

Classify cash flow statement items as
part of net cash flows from operating,
investing, and financing activities.

A CASH EQUIVALENT is a short-term,
highly liquid investment with an original
maturity of less than three months.

Basically, the statement of cash flows explains how the amount of cash on the balance sheet at the beginning of
the period has become the amount of cash reported at the end of the period. For purposes of this statement, the
definition of cash includes cash and cash equivalents. Cash equivalents are short-term, highly liquid
investments that are both

1. Readily convertible to known amounts of cash, and
2. So near to maturity there is little risk that their value will change if interest rates change.
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Generally, only investments with original maturities of three months or less qualify as a cash equivalent under
this definition.! Examples of cash equivalents are Treasury bills (a form of short-term U.S. government debt),
money market funds, and commercial paper (short-term notes payable issued by large corporations).

As you can see in Exhibit 12.1, the statement of cash flows reports cash inflows and outflows in three broad
categories: (1) operating activities, (2) investing activities, and (3) financing activities. Together, these three
cash flow categories explain the change in cash from the beginning balance to the ending balance on the balance
sheet.
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NATIONAL BEVERAGE CORP.
Consolidated Statement of Cash Flows
Year Ended April 30, 2011
{nmounis in thousands)

Cash fows from operating activitics:
Net income
Adjustments to reconcile net income o cash flow from operating activities:
Deprecianen and amortization
Changes in assels and labilities:
Accounts receivable
Inventory
Prepaid expenses
Accounts pavable
Accrued expenses
Net cash provided by operating activities
Cash Hows from inyvesting activities:
Purchases of property, plant. and equipment
Proceeds from disposal of property. plant. and equipment
Purchase of shon-term invesiments
Proceeds from sale of shor-term investments
Net cash used in invesling activities
Cash flows from financing activities:
Repayment of principal on long-term debt
Proceeds from issuance of long-term debt
Purchase of treasury slock
Proceeds from issuance of stock
Pavment of cash dividends
Net cash used in linancing activities
Net decrease in cash and cash equivalents:
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end ol period

*Cerwain wnoums have been adiunted for pedagogical putposes.

Cash Flows from Operating Activities

CASH FLOWS FROM OPERATING
ACTIVITIES (cash flows from

operations) are cash inflows and outflows

directly related to earnings from normal

operations.

$ 40754

10771

(2,078)
1.319
(4.219)

829

3.049
50425

i11.389)

4

6,532
3,406

{9438

(191

4.324

(106,314
{102,181)

61194
68,566

. Fous

F % I 7.4

Page 591

Consolidated Statement
of Cash Flows

aﬁ‘ i ;,

Ye /%"“

REAL WORLD EXCERPT
Annual Report

Cash flows from operating activities (cash flows from operations) are the cash inflows and outflows that relate
directly to revenues and expenses reported on the income statement. There are two alternative approaches for

presenting the operating activities section of the statement:
The DIRECT METHOD of presenting the

operating activities section of the cash flow
statement reports components of cash
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flows from operating activities as gross
receipts and gross payments.

1. The direct method reports the components of cash flows from operating activities as gross receipts and
gross payments.

Inflows Outflows
Gash received from Cash paid for .
Customers Purchase of services jalectricity, ste.)
Divicends and interast on irvestmerts and goods for resale

Salaries and wages
Income taxes
Intereat on liabilities
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The INDIRECT METHOD of presenting
the operating activities section of the cash
flow statement adiusts net income to
compute cash flows from operating
activities.

Use of Diract and Indirect
Mathod by LLS. Companies

1 o

a

= Indirect
Dirsct

e The indirect method starts with net income from the income statement and then eliminates noncash items to
arrive at net cash inflow (outflow) from operating activities.

Net income
+¢— Adjustments for noncash items

Net cash inflow ioutflow) from operating activities

Ninety-nine percent of large U.S. companies, including National Beverage, use the indirect method.“ Notice in
Exhibit 12.1 that in the year 2011, National Beverage reported positive net income of $40.754 but generated

positive cash flows from operating activities of $50.425. Why should income and cash flows from overating
activitiee differ? Rememher that an the itncame atatement revennec are recarded when thev are earned withant

recard to when the related cash inflows occur. Similarlv. exnenses are matched with revenmies and recorded
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Direct Indirect
Cash collected from customers v 508,115 Net income $40,754
Cash payments for interest 1,119 Depreciation 10,77
Cash payments fo suppliers {379,391)  Changes in operating assets and liabilitiss i1,100)
Cash paymernts for other expenses 145,234)
Cash payments for income taxes i21,396)

Het cash provided by operating activities ~ § 50,425

Net cash prowided by operating activities

Cash Flows from Investing Activities

CASH FLOWS FROM INVESTING
ACTIVITIES are cash inflows and
outflows related to the acquisition or sale
of productive facilities and investments in
the securities of other companies.

Cash flows from investing activities are cash inflows and outflows related to the purchase and disposal of

long-lived productive assets and investments in the securities of other companies. Typical cash flows from

investing activities include:

Inflows Outflows
Cash received from Cash paid for
Sale or dizposal of property, plant, Purchase of property, plant,
and equipment and equipment
Sale or maturity of investments in securifiss Purchase of investments in sacurities

The difference between these cash inflows and outflows is called net cash inflow (outflow) from investing

activities.
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For National Beverage, this amount was an outflow of $9,438 for the year 2011. Most of the
activity was related to purchases and sales of short-term investments and the purchase and sale of Page 593
property, plant, and equipment. Since total purchases exceeded cash collected from sales, there

was a net cash outflow.

Cash Flows from Financing Activities

CASH FLOWS FROM FINANCING
ACTIVITIES are cash inflows and
outflows related to external sources of
financing (owners and creditors) for the
enterprise.

Cash flows from financing activities include exchanges of cash with creditors (debtholders) and owners
(stockholders). Usual cash flows from financing activities include the following:

Inflows Outflows
Gash received from Gash paid for
Borrowing on motes, mortgages, bonds, ete., Repayment of principal to creditors {excluding
from creditors interest, which is an operating activity)
lesuing stock fo owners Repurchasing stock from owners

Dividends to owners

The difference between these cash inflows and outflows is called net cash inflow (outflow) from financing
activities.

National Beverage experienced a net cash outflow from financing activities of $102,181 for the year 2011.
The Financing Activities section of its statement shows that National Beverage paid $191 in principal on long-
term debt and $106,314 in dividends, and it received $4,324 for new stock issuances.>

Net Increase (Decrease) in Cash

The combination of the net cash flows from operating activities, investing activities, and financing
activities must equal the net increase (decrease) in cash for the reporting period. For the year 2011, National
Beverage reported a net decrease in cash of $61,194, which explains the change in cash on the balance sheet
from the beginning balance of $68,566 to the ending balance of $7,372.

Net cash provided by cperating activities $ 50,425

Net cash used in investing activities 9438

Het cash used in financing activities i102,181)

Net decrease in cash and sash equivalents 151,194

Cash and cash equivalents at beginning of period 58,566 [ e ——_—
Cash and cash equivalents at end of period $ 7372 f from the balance sheet

We just discussed the three main sections of the cash flow statement: Cash Flows from Operating Activities, which are
related to earning income from normal operations; Cash Flows from Investing Activities, which are related to the
acquisition and sale of productive assets; and Cash Flows from Financing Activities, which are related to external
financing of the enterprise. The net cash inflow or outflow for the year is the same amount as the increase or decrease
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in cash and cash equivalents for the year on the balance sheet. To make sure you understand the appropriate
classifications of the different cash flows, answer the following questions before you move on.
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SELF-STUDY QUIZ
Dr Pepper Snappie Group
Dr Pepper Snapple Group is the third largest nonalcoholic beverage company in the world. A
listing of some of its cash flows follows. Indicate whether each item is disclosed in the Operating Activities (O),
Investing Activities (I), or Financing Activities (F) section of the statement of cash flows.

1. Proceeds from issuance of long-term debt.

2. Collections from customers.

3. Payment of interest on debt.

4. Purchase of property, plant, and equipment.

5. Proceeds from disposal of investment securities.
After you have completed your answers, check them with the solutions at the bottom of the page.
To give vou a better understanding of the statement of cash flows, we now discuss National Beverage's

statement in more detail, including the way in which it relates to the balance sheet and income statement. Then
we examine how each section of the statement describes a cet of imnortant decisions made hv National

Beverage's management. Last. we examine how financial analvsts use each section to evaluate the comnanv's
nerformance.

Page 594

Relationships to the Balance Sheet and Income Statement

Preparing and interpreting the cash flow statement requires an analysis of the balance sheet and income
statement accounts that relate to the three sections of the cash flow statement. In previous chaoters. we
emphasized that companies record transactions as journal entries that are posted to T-accounts. which are used

to prepare the income statement and the balance sheet. But companies cannot prepare the statement of cach
flowe neino the amnunte recarded in the T-accoimte hecanee thnee amnunte are haced nn accmal accnnntino

Instead. thev must analvze the numbers recorded under the accrual method and adiust them to a cash basis. To
nrenare the statement of cash flows thev need the followino data:

1. Comparative balance sheets used in calculating the cash flows from all activities (operating. investing.
and financine’

3. Additional details concerning selected accounts where the total change amount in an account bhalance

Anrina tha vsar Aasc nat raveal tha iimmdarlvineg natiire Af the rach flawe

Our annroach to nrenaring and ninderstandine the cash flow statement focuses on the chanoes in the halance

CHAAT AAANATINTS 1T TAITAS AN A Q11T ire weeienaea o
Assets = Liabilities + Stockholders’ Equity
First, assets can be split into cash and noncash assets:
Cash + Noncash Assets = Liabilities + Stockholders' Equity

If we move the noncash assets to the right side of the equation, then:

Cash = Liabilities + Stockholders’ Equity — Noncash Assets

solutions to SELF-STUDY QUIZ

oo

ol S
P

2
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Page 595
o te el s s s )
Gategory Transaction Gash Effect Other Account Affected
Operating Collect accounts receivable +Cash —Accounts Recelvalle (A)
Pay accounts payable —Cash —Accounts Payable (L) Selected Cash Transactions
ﬁ"‘?FjaYt:E":t '“'fﬁi*r +E"*P?'djﬁgt o - and Their Effects on Other
ay intere —Cash —Retained Earnings 15E) Biliiics Shest Ase
Sale for cash +Cash +Retained Earnings 1SE) alnce Sheat Acecnits
Investing Purchase eouipment for cash —Cash +Equipment {4)
Sell investment securities for cash +Cash —Irwestments iA)
Financing Pay back debt to bank —ash —Nates Payahle—Bank iL)
Jasue stock for cash +Cash +Common Stock and Addi-

tional Paicl-in-Capital [SE)

Given this relationship, the changes (A) in cash between the beginning and the end of the period must equal the
changes (A) in the amounts on the right side of the equation between the beginning and the end of the period:

ACash = A Liabilities + A Stockholders’ Equity — A Noncash Assets

Thus, any transaction that changes cash must be accompanied by a change in liabilities, stockholders’
equity, or noncash assets. Exhibit 12.2 illustrates this concept for selected cash transactions.

Preliminary Steps in Preparing the Cash Flow Statement
Based on this logic, we use the following preliminary steps to prepare the cash flow statement:

1. Determine the change in each balance sheet account. From this year's ending balance, subtract this yeat's
beginning balance (i.e., last year's ending balance).

2. Classify each change as relating to operating (O), investing (I), or financing (F) activities by marking them
with the corresponding letter. Use Exhibit 12.3 as a guide.

The balance sheet accounts related to earning income (operating items) should be marked with an O.
These accounts are often called operating assets and liabilities. The accounts that should be marked with an O
include the following:

e Most current assets (other than short-term investments, which relate to investing activities, and cash).*

e Most current liabilities (other than amounts owed to investors and financial institutions,’ all of which
relate to financing activities).

« Retained Earnings because it increases by the amount of net income, which is the starting point for the
operating section. (Retained Earnings also decreases by dividends declared and paid, which is a financing
outflow noted by an F.)

In Exhibit 12.3, all of the relevant current assets and liabilities have been marked with an O. These items
include:

¢ Accounts Receivable
¢ Inventories

https://online.vitalsource.com/#/books/1259591239/cfi/6/62!/4/92/6/2@0:0 3/4



5/14/2018

Comparative Balance Sheet
and Currant Incoms
Statement

Related Cash
Flow Section

Change in Cash

REAL WORLD EXCERPT
Annual Report Iy

OandF

Bookshelf Online: Financial Accounting

NATIONAL BEVERAGE CORP.
Consolidated Balance Sheet
{dollars in thousands)

Assels
Current nssets:
Cash and cash equivalents
Short-lerm investments
Accounts receivable
[ventories
Prepaid expenses

Total current assets
Property, plant, and equipment. net

Total assets

Liakilities and Stockholders” Equity
Current liabilities:
Acecounls pavable
Acerued expenses
Total corrent labilities
Long-term debt
Stockholders” equity:
Centributed capital
Retained earnings

Total stockholders” equity

Total liabilities and stockhelders” equity

April 20,
2011

4

to e R
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e |
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S &

[ |
S
ws QO

15,129

65,207
80336
$182.810

NATIONAL BEVERAGE CORP.

Consolidated Statermment of Ineome

For the Fiscal Year Ended April 30, 2011

{dollars in thousands )

Net sales
Cost of sales

Gross profit
Operating expenses:

Selling. general, and admimistrative expense
Depreciation and amontization expense

Total operating expenses
Operating incoms
[nterest expense

Income before provision for ncome laxes

Provision for income taxes

Net income

Cenain balances have been adjusted to simplify the presemation.
The Avcumudated Depreciation account is also related to operations becase it velates

te depreciation.
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April 30,
2010

3 HhE.5h6
3.367
33,834
34672
4,184
164,623
75.736

3240,350

3 48428
23,297

71,725
27.062

10,805

130,767
141,572
$240,359

$600.193
381.539

218,654

144114
D771

154,885

63,709

(1119

62,650
21896

$ 40,754

Change
—61,194
—-1,874
+2,078
-1319
+4,219

+541

+829
+3,045

—191

+4,324
—65,560
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Prepaid Expenses
o Accounts Payable Page 597
» Accrued Expenses

As we have noted, retained earnings is also relevant to operations.

The balance sheet accounts related to investing activities should be marked with an I. These include all
of the remaining assets on the balance sheet. In Exhibit 12.3 these items include:

¢ Short-term Investments
e Property, Plant, and Equipment, net

The balance sheet accounts related to financing activities should be marked with an F. These include all
of the remaining liability and stockholders’ equity accounts on the balance sheet. In Exhibit 12.3 these
items include:

e Long-term Debt
o Contributed Capital (which includes common stock and additional paid-in capital)
e Retained Earnings (for decreases resulting from dividends declared and paid)

Next, we use this information to prepare each section of the statement of cash flows.

REPORTING AND INTERPRETING CASH FLOWS FROM
OPERATING ACTIVITIES

As noted above, the operating section can be prepared in two formats, and virtually all U.S. companies
choose the indirect method. As a result, we discuss the indirect method here and the direct method in
Supplement A at the end of the chapter.

waoCL OF 1IGdIreet mcuioda.
SR RS RS RSRE i B NSRRI SRR ATAT ALY S9N TEAA AR e A AR AR BAMARAIARN AT TIRA TAMAAAT AT

Reporting Cash Flows from Operating Activities—Indirect Method

LEARNING OBJECTIVE 12-2

Report and interpret cash flows from
operating activities using the indirect
method.

Exhibit 12.3 shows National Beverage's comparative balance sheet and income statement. Remember that the
indirect method starts with net income and converts it to cash flows from overating activities. This involves
adjusting net income for the differences in the timing of accrual basis net income and cash flows. The generai
structure of the overating activities section 1s:
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Operating Activities
Net income
Adjlistrnants to reconcile net insome to cash
flows from operating activities:
+ Depreciation and amortization expensa
— Gain on sale of investing asset
+Loss on sale of investing asset
+Decreases in operating asssts
+Increasas in operating liabilities
—Increassas in operating assets
— Decreases in operating liabilities
Net Cash Flow from Operating Activities

To keep track of all the additions and subtractions made to convert net income to cash flows from operating

activities, it is helpful to set up a schedule to record the computations. We will construct a schedule for National
Beverage in Exhibit 12.4.
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Page 598
GCONVERSION OF NET INCOME TO NET GASH FLOW FROM OPERATING ACTIVITIES
Items Amount Explanation
National Beverage Corp.: Net incomne, accrual basis $40,754 From income staternent.
Sehedule for Net Cash Flow Al {subtract) o convert to cash basis
from Operating Activities, Depreciation and amortization +10,7 7 Add back because depreciation and
Indirect Method {dollars in : : } : amortization expense idoes not affect cash.
thousands) Accounts receivable increase —2078  Subtract be-::aws- cash collested frcm
: customers is less than accrual basis revenues.
Iventory decrease +1,319  Add because punchases are less than coet of
igoods zold expense.
Prepaid expense increase —4,219  Subtract because cash prepayments for sxpenses
are more than acorual basis experses.
Accounts payable increase +820  Add because cash payments to suppliers are less

than amounts purchased on account {bomowsd
from suppliers).

Accrued expenses increase +3,040  Add because cash payments for expenses are
less than acorual basis expenses.
Mt cash provided by operating astivities $50,425  Reported on the statement of cash flows.

we begin our schedule presented 1n EXhibit 12.4 with net income ot »4U. />4 taken from National Beverage's
income statement (Exhibit 12.3). Completing the operating section using the indirect method involves two steps:

Step 1:

Arewps e

PUEENS ORI VIANSER IR COTTHATTHIOKS! 1L ZDMDN 123 CHEDINZ HATL LD 2100/ U

Adjust net income for depreciation and amortization expense and gains and losses on sale of
mvpetmo assets enich ag nrmwrfv nlant and pmnnmpnf and invectmante Dnr-nrrlmn
denrema’rmn and amnmmfmn exnense does not affect the cash acconnt (or anv other (memfmo aqeet
or liahilitv) Tt affects a noncnrrent investino aceet (Pronertv nlant and eaninment net) Since

Aanmaniatinm and amartizatinn avnanca asa cnhteantad in snmnnting nat tnsnma huat da nat

affoant nach wao alwave add cach hark ta rAanvart nat incame tn rach flaur fram Anerating antivitiec
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suptracted ana 10osses on such saies are auucu {0 CONVETL NCL MCOME 1o Cashi LOW [om operaiig
activities. We iiiustrate the reievant compuiations and adjusimenis for gains and iosses on the saie
of lono-term assets in Sunnlement B at the end of the chanter ®
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Add the change when an operating asset decreases or an ooerating liabilitv increases. -
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Understanding what makes these assets and liabilities increase and decrease is the kev to understanding the

1O2IC O LNEeSe 2aaiiONS ANndad SUNracions,

5 BemBRLTN TRR A MAATIBATO 8BS ASABET PR

TooLlt o ZITULOAILEEILS DL WIIISIto. IRLAIEILRIINSUL LIIOAL LITL REILASENIL SLOLLEEILIIL PLIILULY JAIV) PUVLEIUL, UL LIV vadll i w

DLALCLIITIIL  1IIUDL 10LI0LL Ladil LULICLLIVULLD 11U CUDLULLIVID. /AD Uiy LUV WIILIE ALLULLIWLD  fvbulivyaduliv 1=asvvuuttte

CTIRTOMMIATL ACCNTIMIIC TaCAITVANIEA 8 0TAAQAQ

ACCOLNTS Hecewable (A)

C"!"t‘(’f-'r:-‘i Beginning balance 53,834 |
52 4 Sales revenue {on account) 300,193 | Collections from customers 508,115
L s H

| Ending balance 55,012 |

In the National Beverage example, sales revenue reported on the income statement is greater than cash
collections from customers by $600,193 — $598,115 = $2,078. Since less money was coilected from customers.
this amount must be subtracted from net income to convert to cash flows from overating activities. Note that
this amount is also the same as the change in the accounts receivable account:

ENCING Deananis

oD

Channe £ 2078

Tis same underlving logic is used to determine adiustments for the other operating assets and liabilities.

To summarize, the income statement reflects revenues of the period, but cash flow from operating activities
must retlect cash collections from customers. Sales on account increase the balance in accounts receivable. and
collections from customers decrease the balance.

Accounts Receivable (A

https://online.vitalsource.com/#/books/1259591239/cfi/6/62!/4/138/2@0:0 2/4
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I Accounts
Recaivable:

Y Y

Increases Decreases
i% is Lower) {8 is Higher)
Subtract Add

The balance sheet for National Beverage Corp. (Exhibit 12.3) indicates an increase in accounts receivable of
$2,078 for the period, which means that cash collected from customers is lower than revenue. To convert to cash
flows from operating activities, the amount of the increase (the reduced collections) must be subtracted in

Exhibit 12.4. (A decrease is added.)

Change in Inventory

The income statement reflects merchandise sold for the period, whereas cash flow from operating activities
must reflect cash purchases. As shown in the Inventories T-account, purchases of goods increase the balance in
inventory, and recording merchandise sold decreases the balance in inventory.

https://online.vitalsource.com/#/books/1259591239/cfi/6/62!/4/138/2@0:0
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Inventories {4) Inventories |A) Page 600
Beg. bal. Beg. 34872 ——
Purchases Cost of goods sold Decrease 1,319
End. bal. End. 33,353
If Invantory:

Y Y

increases Decreases
{$ is Lower) i$ is Higher)
Subtract Acld
INationai BEVETage s valaice siect (LXiibil i4.0)j iNdiCaics hatl inveniony Geécicascd by bi,o 1Y, wiich means

that the amount of purchases is less than the amount of merchandise sold. The decrease (the extra goods sold

musgt he added to net income to convert to cash flow from operating activities in Exhibit 12 4. (An increase is

ITREITATITIY ANATIVITIAN THMIIOT TaTIANT Tno

VAOLL POy LIV, ASHL PIVPAYLUVLIIL  LHVIVADY WV Valdlive 1l pilvpdiu VAPULIDUD, dliud 1CLULULLE UL CXPCLIdES

Precad Expense

T

O 33
ST W

!
ok | Cesmetse and fov
e | <E OIS LSRG\ BRPENSE)

if Frapaic
Expenses:
|
| |
Increases Decreases
5 is Lower) 1% is Higher)
Y %
Subtract Add

s ioniine. vitaisource.com/#books/ 1 25959 1239/cfii6/621/4/206/2@0:0
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The National Beverage balance sheet (Exhibit 12.3) indicates a $4,219 increase in prepaid expenses, which
means that new cash prepayments.are more than the amount of expenses. The increase (the extra prepayments)

f nansa It T zwizassse
DTS ARMmAarariAafc ot raTiant Aacn ANITAnacoac MITIT AT Al MIIrANAcAC arA TNAY ~Aach  PIIrrenacac nn ar~ronnTt
S e e G0 L SODA DLIO X CUp piivin wevs caool Gooo uiis poyadal.
Arcnninte Dayahls (04 Aecannis D:a,\_’.rf.:hlo o
ACCOUNE Fayabip (1 CLOUNTS Fayagie tl)
S 4
| ey v |
VES pEyITOnNG i Purchasss on acoount '
I End. bal. |
i Avcounis
- Peyehlo:
i
% L 4
7 T
Decreases Increases
I$ is Lower) 1% is Higher)
; é
Subtract Add
Naty

National Beverage's accounts payable increased by $829. which means that cash payments were less than

purchases on account. This increase (the extra purchases on account) must be added in Exhibit 12.4. (A
decrease is subtracted.)

—~
il

The income statement reflects all accrued expenses, but the cash flow statement must reflect actual payments

for those expenses. Recording accrued expenses increases the balance in the liability accrued expenses and cash
payiucu 1ul uic CAPTLdTd UCLLITAadT avuiucu UA}JCMDC&.

AGGTURN EXpenses L) AGGIISN EXPensas (L)

Do off arrniale
b= SR HHR P bl
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= w
7 7
Subtract Add
Summary

We can summarize the typical additions and subtractions that are required to reconcile net income with cash
flow from operating activities as follows:

ADDITIONS AND SUBTRACTIONS
TO RECONGILE NET INCOME TO CASH FLOW
FROM OPERATING ACTIVITIES

Item When ltem Increases When ltem Decreases
Depreciation and amortization + NA
Gain on sale of long-term asset — NA
Leoss on sale of long-tem asset + NA
Accounts receivable - +
Imentory = +
Prepaid expensss - +
Accounts payable + -

%
I

Accrued expenze liabilities
Notice again in this table that to reconcile net income to cash flows from operating activities, you must:

* Add the change when an operating asset decreases or operating liability increases.
* Subtract the change when an oberating asset increases or operating liabilitv decreases.

The cash 1low statement for INational Beverage (Exhibit i2.1) shows the same additions and subtractions o

r#asi//online.vitalsource.com/#/books/1259591239/cfi/6/62!/4/206/2@0:0 3/5



5/14/2018 Bookshelf Online: Financial Accounting

INTERNATIONAL PERSPECTIVE .Q Classification of Interest on the Cash Flow Statement
B - i

U.S. GAAP and IFRS differ in the cash flow statement treatment of interest received and interest paid as follows:

Interest Received Interest Paid
U.S. GAAP Operating Operating
IFRS Operating or Investing Dperating or Financing

Under U.S. GAAP, interest paid and received are both classified as operating cash flows, because the related revenue
and expense enter into the computation of net income. This makes it easier to compare net income to cash flow from
operations. It also benefits the financial statement user by ensuring comparability across companies. IFRS, on the
other hand, allows interest received to be classified as either operating or investing and interest paid to be classified
as either operating or financing. This recognizes that interest received results from investing activities and interest
paid, like dividends paid, are payments to providers of financing. However, the alternative classifications may be
confusing to financial statement readers. These differences are currently on the agenda of the joint FASB/IASB
financial statement presentation project.

https://online.vitalsource.com/#/books/1259591239/cfi/6/62!/4/206/2@0:0 4/5
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Page 602

The indirect mathad far renartino cach flawe fram aneratino activitiec rennrte a convercion at net incame ta net

cash flow from operating activities. The conversion involves additions and subtractions for (1) expenses (such
as depreciation expense) and revenues that do not affect current assets or current liabilities and (2) changes in
each af the individual enirrent accete (ather than cach and chartoterm invectmenta) and current liahilitiee (ather
than short-term debt to financial institutions and current maturities of long-term debt, which relate to financing).
which refiect differences in the timing of accruai basis net income and cash flows. To test whether vou
understand these concepts, answer the tollowing questions before you move on.

SELF - STUDY QUIZ
Dr Pepper Snapple Group

Indicate which nf the follawino iteme taken fram Dir Penner Snannle Gronn'e cach flaw etatement wonld he

added (+), subtracted (), or not included (NA) in the reconciliation of net income to cash flow from operations.
1 Inecreace in inventorieg

-~ T~ . ~ 14

N Anmmadlmndlnan Avrimmeam

4, JCCICEsE 11 dCCOULILS TECEIvVAanle.
5. Increase m accounts payabie.

(o l'rll rease 1n nrun J‘I!l thvr\l-l’nk es
8 = iz Tinas Wd i .

After you have completed your answers, check them with the solutions at the bottom of the page.

GUIDED HELP

www. mhhe.comylibby 8a

Far additinnal cten-hvu-cten viden inctrmetion an nrenarine the aneratino section of the statement of cash flows
using the indirect method, go to the URL or scan the QR code in the margin with your smartphone or iPad.

Interpreting Cash Flows from Operating Activities

The operating activities section of the cash flow statement focuses attention on the firm’s ability to generate cash
mternaUy through operations and 1ts management of current assets and current habilities (also called wWorking

itai) Viost anaiysis DElieve that this is the most impoitant seciion Of the statement because, i the iong run,
operations are the onlv source of cash. That is. investors will not invest in a comnanv if thev do not believe that
cash generated from operations will be available to pav them dividends or expand the company. Similarly.
creditors will not lend monev if thev do not believe that cash eenerated from overations will be available to pav
back the loan. For examnle. manv dot-com comnanies crashed when investors lost faith in their abilitv to turn
business ideas into cash flows from operations.

https://online.vitalsource.com/#/books/1259591239/cfi/6/62!/4/258/2@0:0
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but falling cash flow from operations. Rapidly rising inventories or receivables often predict a slump in profits
and the need for external financing. A true understandine of the meaning of the difference reanires a detailed

In the vear 2011, National Beverage reported that cash flow from operations was higher than net income.

What canced thic relatinnchin? Ta ancwer thece auectione we muct carafully analuze haw Natinnal Reveraae'c

lanrn mara ahant tha havarana indnctra Natinnal Revarace normally renarte hicher cach flow from onerationg

ralenlatinn koaenino thaae tatal chanorae tn a minimnm Manvu analvate comnnte the mality af incame ratin ac o

5\/11\.«1 “uir QAELA Vi v “Ullll_’ w 5\/11\41“&\/ vaoLL LILIUUE.II U}I\alall\}llo.

solutions to SELF-STUDY QUIZ

Lo iNER,
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3 Page 603
[l ANALYTICAL QUESTION

How much cash does each dollar of net income generate?

m RATIO AND COMPARISONS

Cash Flow from Operating Activities
Net Income

Ouality of Income Ratio =

National Beverage Corp.’s ratio for the year 2011 was:

$50,4256 o
$40.754 — 1.24 {124%)
COMPARISONS OVER TIME COMPARISONS WiTH COMPETITORS
National Beverage Coca-Cola PepsiCo
2000 2010 2011 2011 2011
143 1.66 1.24 1.10 1.38

ﬂ INTERPRETATIONS

In General The quality of income ratio measures the portion of income that was generated in cash. All other
things equal, a higher quality of income ratio indicates greater ability to finance operating and other cash needs
from operating cash inflows. A higher ratio also indicates that it is less likely that the company is using
aggressive revenue recognition policies to increase net income, and therefore is less likely to experience a
decline in earnings in the future. When this ratio does not equal 1.0, analysts must establish the sources of the
difference to determine the significance of the findings. There are four potential causes of any difference:

1. The corporate lifecycle (growth or decline in sales). When sales are increasing, receivables and
inventory normally increase faster than accounts payable. This often reduces operating cash flows below
income, which, in turn, reduces the ratio. When sales are declining, the opposite occurs, and the ratio
increases.

2. Seasonality. Seasonal (from quarter to quarter) variations in sales and purchases of inventory can cause
the ratio to deviate from 1.0 during particular quarters.

3. Changes in revenue and expense recognition. Aggressive revenue recognition or failure to accrue
appropriate expenses will inflate net income and reduce the ratio.

4. Changes in management of operating assets and liabilities. Inefficient management will increase
operating assets and decrease liabilities, reducing operating cash flows and the quality of income ratio.
More efficient management, such as shortening of payment terms, will have the opposite effect.

Focus Company Analysis During the past three years, National Beverage's quality of income ratio has
ranged from 1.24 to 1.66. Its ratio is above that of Coca-Cola but below that of PepsiCo. National Beverage's

M1 POATIA YITAIIIA FAMNAPATIITY A0 TTTAITTAA MACITITIAIT? MTT AMAITNTOTO NI IXZATIIAN MEAIMANRT THIOMA TR #ans TS Mands s eoass far e

M RO § AITINnG I NA MIIATITY AT 1TROATNA PATIA AN RS TATATNTATOT FACAr MATIIOT S 03 14 o rass mees s Sr = s
MW L duauns NS QUALILY O MHNCULNLNT TAuU Cuill UV MIleI i wivis  UGUws Uil Y WAl W1 WAIMAWE OUeliteiite Wi uiw

AAMASNTY'E KTITAINACC ANATATINNG anad CIraTeou HAar aYvamnile a 1IN ratin Tnr a namarter can he ANe arMmMmniuv Tn narmal
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test for these possibilities, analysts often analyze this ratio in tandem with the accounts receivable turnover and
inventory turnover ratios.

[ SR SN IS

[Rasev isuisaii]

LEARNING OBJECTIVE 12-3

Analyze and interpret the quality of
income ratio.

Selected Focus
Company Compansons

Home Depot 171
Starbucks 1.29
Apple 171

https://online.vitalsource.com/#/books/1259591239/cfi/6/62!/4/258/2@0:0 4/5
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Page 604
B

The cach flow ctatement aften oivee ontciders the firet hint that financial datementc mav contain errore and

irregniarities The importance of this indicaior as a predictor is receiving more aftention in the United States and

. . . . . .
intavaatinnallsy Tanctama Mhwnniala vanantly; ranartad An an an~Aintine frannd at o AArmmnaraial Avadit ~nrmnancs
ARAVVAMMMAV AAMAL Y e L0V LDV U B UIIVLEL AVVVLLWLY AV VALV ULl Wil UWLWWU ML Aluus we W UOLLIavh vina creail coimeany.

Agures sHouid .. . Dove SeTved as 4 Warning, Arter ali, whal use s a coropany 1o avone it i
repons only accounting profits which ave vever transiared into cash?

}" eATner cCNANTers 11Nernical manacers Somermes arremnr TO reach earnines 1arcers NV maniniiarnoe
aremale and deferrals of revenues and exnenses to inflate income. Since these adiusting entries do not affect the

2zh nzzount thev have no effect on the cash flow statement. A growing difference between net income and cash
Tiow trom onerationg can he a 1on nt Qich maninuiatinneg { hig earlv warnino Q1on hag 1onaled come rfamanng

bankruntcies. such as that of W. T. Grant in 1975 The comnanv had inflated income bv failing to make adeanate
accruals of exnenses for uncollectible accounts receivable and obsolete inventorv. The more astute analvsts noted

tha orawiino ditterenca haturaen nat incnmea and rach tlaw traom aneratiane and recnmmended callino the ctnelke

lono hefore the hankmintev
SOURCHD 19MAS (_Nanman_ " Teanive ACCOnmnime: bvnaeani fmocioes § i
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Investors Chronicle

REPORTING AND INTERPRETING CASH FLOWS FROM
INVESTING ACTIVITIES

Reporting Cash Flows from Investing Activities

LEARNING OBJECTIVE 12-4

KEport ana Interpret casn IIOWS Irom
mvesting acriviries.

Preparing this section of the cash flow statement requires an analysis of the accounts related to provertv. plant.

s v EY ~ .. . -~ a1 .
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Gash Flow
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Sale of property, plant, and equspmem Inflow
of intangibie assats for cash
Shiort- or long-term investments Purchase of investment securities Outflow
jstocks and bonds of cther companies) for cash
Sale {maturity) of investment securities Iriflows
for cash
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Page 605

Gash Inflows
ltems {Ontflows) Explanation

Purzhase of property, plant, and equipment $i11,380) Payment in cash for equipment _ ) .
Proceads from dispoeal of property, Receipt of cash from sale of , National Beverage Corp.:

plant, and equipment 7 exquipment Schedule for Net Cash Flow
Purchase of short-temn investments i5,532) ayment in cash for new investments from Investing Activities
Proceeds from sale of shot-temn Receipt of cash from sale of idollars in thousansls!

investments 5,406 investments
Met cash inflows joutflows) from investing Reported on the statement of cash

ativities $ 12,438) flows

In National Beverage's case, the balance sheet (Exhibit 12.3) shows two investing assets (noted with an I) that
have changed during the period: Property, Plant, and Equipment, Net, and Short-Term Investments. To determine
the causes of these changes, accountants need to search the related company records.

Property, Plant, and Equipment, Net

Analysis of National Beverage Corp.’s records reveals that the company purchased new property, plant, and
equipment for $11,389 in cash, which is a cash outflow. The company also sold old equipment for $77 in cash, an
amount equal to its net book value. This is a cash inflow. These investing items are listed in the schedule of
investing activities in Exhibit 12.5. These items, less the amount of depreciation expense added back in the
Operations section ($10,771), explain the increase in property, plant, and equipment, net, of $541.

Property, Plant. and Equipment, Net |A)

Beg. 75,736 | Sold 77
Purchased 11,389 | Depreciation 10,771
Endl. 76,277

Investments

National Beverage's records indicate that it purchased $6,532 in short-term investments during the year for cash,
which is an investing cash outflow. The company also sold short-term investments for $8,406, an amount equal to
their net book value. These investing items are listed in the schedule of investing activities in Exhibit 12.5. They
explain the $1,874 decrease in shortterm investments reported on the balance sheet. Changes in long-term

FUTRUDTUD U [ [ PR SR S B S o
1Y UDLILIVIILY VY ULIU UL UVALVG 111 LIV DULLIV 101 LL.

DU el NVESUIET 1S LAY

DoAnT

e aonviion FOSUILLLE LU LISST 1UUL HEHIS 15 d DY 430 OUlHOW (5CC CXNIDIT 1£.0)
Interpreting Cash Flows from Investing Activities

HMmMOon wavs 1o assess a companv's abiiitv to Iniernaiiv inance 1is expansion needs are the caoitai
acamisitions ratio and free cash flow.
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w068 on diaposal O propeny, pian, &Nt equipmien: ow
Nt Gl oW rovited by opeiating eciviies
Cash flows from invesiing aciivities
Fmhagas ot pronerhy ;;.i.nn'fr, anei o pipmgni .
Froceeds froin dispueal of propetly, plant, and equipinent 5,000

Met zash used in investing activities

Chapter Supplement C

T-Account Annvonch (Indivect Method)

sEoes S - —r— H =y

When we began our discussion of preparing ihe statement of cash fiows, we noted that changes in cash musi
Arvinl 4lhia cvin AF 4 A Ahnwann o a1l Athae lalasman clhant aancvrede Danad nw thin idan vern siaad s CAll averionn 4hsenn

WA S LAV DRI WL LIV WL G WL 111 Ll VLILIVE VUGV DLV L UMV LD, 12 U0WA UL 11110 ANy VY W LAOWNE LAWY LSRN VY trg v

gtene tn nranare tha atatemant nt pach tlaura-
=T rT rYTrETT=T =

Abncrinncann dlan Alhniann faa A alaman Aliaad annassan 4 Tanans 4laln cvmnaln e Aiee v laaTaan nn mealadiaan e 4l vl
Lo L/7CIVEUHUL LUV VHAUEL 11 VAU Uatdiive SOl aCCUuitt, 1 LU0 uiid JLQL D VHUINE Udidiivy, SUULLAUL 110 yvar o

heoainnina halancs (1 o lact vear'c andina halancs)
o2 g cazance (1.c., care endmg caiance).

Aiiiasas AcaD ey
o

2. Identify the cash flow category or categories to which each account relates,
3. Create scheduies that summarize operating, invesiing, and financing cash fiows.

w

Instead of creating separate schedules for each section of the statement, many accountants prefer to prepare
singie iarge T-account to represent the changes that have taken piace in cash subdivided into the three sections
Gl Lo vash Hiow staiciicil. dSuchi ail acooulil is picseiicd 1w Fauel A ol Dl 12.9. 1ie casia A4CCUUILL 1 Fanel
A shows increases in cash as debits and decreases in cash as credits. Note how each section matches the three
schedules that we nrenared for National Reverace's cach flawe nrecented in Fyhihite 174 17 5 and 17 6 Paneal
B INCNKIES THEe SAME 1-aCCOnmIS TOF The NONCASH NAIANCS SNeer ACCATTRTS We 1Ean N anr (Aieeneeinn ofF Pach racn
tlow ctatement cectinn i the hadv ot the chanter Nate haow each rhanoe 1n the nancach halance cheet acconinre
TRES EIITMASY raTtarancing The rhanoe 1n The £rach accomt ThAat 1T accomnanieg I he erarement of cach TINwS

TrscenTAn 1N HYntt | ) | can e NrANaran 1h nrnner Tnrmart haoen an the MMTArMaAtIAN 1N The cach TN | .accnint

12-1. Classify cash flow statement items as part of net cash flows from operating, investing, and financing
activities. p. 590

The statement has three main sections: Cash Tiows from Overating Activitics. whi

; W 11ULE LEVOSUNE ACUVIUCS, WILCH di€ ICiaicd W ule
ACUULS1LIOIL dill 5diC U1 PIOUUCLIVE dSSELS, dNa Ldsil rIOWS 1roim riancing ACuvitles, wnicn are related 1o

1~ =TSR o ¢ 2 g ) ¢ L ALY svr B i civsvnons i B msvwmwssn w5 wwind wwen 41

FrEieL e i siesiiaacas i ZEiidiiie B Liwid iU %
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hiochlv Hanid invaatmenta with aricinal matiritiae af thres mantha ar laca

12-2. Report and interpret cash flows from operating activities using the indirect method. p. 597

Nips://oniine.vitaisource.Com/#/D00KS/ 1259541 23Y/CT/0/o2!14/400/ TUUIZ(@U:U 14
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| he Indirect method tor reporting cash tlows Irom operating activiues reports a conversion oI net income
(o net cash flow from operating activities. 1he conversion involves additions and subtractions for (1)
noncurrent accruals INCIUAINg eXnenses (SUch as aenreciation exnense) and revenues that ao not arrect
current assets or current liabilities and (2) changes in each of the individual current aceete (ather than
cash and shorf-rerm invesrments) and current iiahilities (other than short-term debt 1 Ciai
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Page 618

T-Account Approach to Preparing the Statement of Cash Flows {Indirect Methad)

Panel A: Changes in Gash Account

Cash )

Operating
i1) Net Income

40,754

2 078(3) Accounts Receivable

12) Depreciation and Amortization 10,771 4.219{5) Prepaid Expense
id) nventory 1,319
18) Accounts Payable 829
i7) Accrued Expenses 3,049
Net cash flow provided by operating activities 50,425

Investing
{9) Disposals of Property, Plant & Equipment

77| 11,389 18) Purchased Property, Plant & Equipment

{11) Sales of Short-term Investments 8,408 | 8532(10) Purchased Short-term Investments
9,438 Net cash used in investing activities

Financing

{13) Proceeds from Stock lssuance 4,324 191 {12) Payrent of Long-term Debt

106,314 (14) Payrnent of Dividends

102,181 Net cash used by financing activities

51,194 Net decrease in cash and cash equivalents

Panel B: Changes in Honcash Accounts

AGGOUnDS Recenvabie 1A)

HIVEMDES 13)

Prepait capeises (A

e ooTes |
] 31
877!

1A
R

} Decrease

AARA I

4218 |

Do Rl R0 RA

Ing. bal 53834 1

LA L P I N7 1

{3 inorease 2,078

[ Crnan
3t he LR B

A amioe Dgepninio A )
FRSLERS e

nn nEa i
DEDE RO e T

Becrusd Expenses (L)

n oann i
L, el

Temrisring WESIERRE- T i ORI s RIS £ )
Vroperdy, Mant & Eguipment, Kei iy

T

i Beg. bal 48,478 i Beo. bai End. bai 77
1 {B) increase 829 1 {7) increase {8) Furcnases i
i i -
i Fogl hyat AL 287 i g hat Engd el ReTT
Shori-term Investments Long-ferm Debt {i) Contributed Capital {5F)
den. D 3,367 1 OB D6 i S, D, 1,0ub
0P ; 8,832 ; {11) Disposals 5,408 191 | Borowings Stodk repurshased 3 {13 Siockissued 4324
1,483 | | Eng. bal. | End. bal 15,128

]
H

109N 707
wind 4 a3

40,754

{ e

https://online.vitalsource.com/#/books/1259591239/cfi/6/62!/4/400/100/2@0:0

g
85,207
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12-3. Analyze and interpret the quality of income ratio. p. 603 D 210

‘ine qnainy of mcome rano (Casn Fiow itom Uneraimg Acnviiies — INel income) measures ine & T

v rrreearne raiie cudiesies vrenier

ahilitv o finance nnpmhno and onther rach neede fram nnpmtmo' naeh inflnwe A hmhpr rqu alen indicatec that

A lamn Bl ades 4l as +Lf. AOIAEmATT 10 IS ASoEnaius vaUAnIIe mannonitinn nalining 4n inpenaqe nnt innoon

o
oy

-
B

l. Report and interpret cash flows from investing activities. p. 604

Invpohnn artixnitiee rannrtad an the cach tinw ctatement 1neclnde rach nauvmente tn acamire tived a
ren - 2 : 8 nan cinde cach navmentc fo acomre fnivec 24

PRI TNV I RIARD REET S EONET P TaTTYE 3R/ a0T I ianio angdd SOaO0n MIPNGananc Tene A OGia AT TIVAN acoars imTan T
casaaa N perana s e ERON T

.. Analyze and interpret the capital acquisitions ratio. p. 606

The canital acoicitinng ratin H ‘ach Flow from (Oneratinog Activities =+
1he canyial bromy Unerating fivitieg

B Aanimmentl refiactc ThAa nAriian A RNTehaces AT ArANnATTY niant  and emunmeaent Tinancen  fram  anaratine
Simesesross msiooooioo fos Soitois T URILAWT st Wi DALy SLNUSHIE UL 4T SUiT UL ULES: LIVOUIESTIND Uz LINCW UuLTW
Rl S
A THZI TALIU DEHEHLS LS COHIOATNTY DECAUSE 1L DTUVRICS LHE CUMoany witlt UnDUILLMIHLEN 101 ST ALSY (0 aCuusitions.

». Report and interpret cash flows from financing activities. p. 607

Cach inflowe from fi nanmna activities inciude cach nro aceede from the icenance of chort- and iong-term debt
S
and comman ctack { ach arfinwe incinde cach nrincinal navmente on chori- and lInnoterm rdeht cach naid for

DDAV, taah WA WV AULAALE UL 3 AL TD . LML G

. Understand the format of the cash flow statement and additional cash flow disclosures. p. 609
I Ne Crarsment OF Cagn TINWE EnFe Trancaciinna mnar aimect cacn inin inree cCarsonriec: | Meranineg  Invearing  ana

e Y AGEALEY SAA S 888 Y SITLEE A AASFSA 686 sRAdresdeds MAG/GE B S MSAUS Al Eesl WA S ERFA TEY e A08 w Al MeRAIETE. 8 4bbsy  shimcisacas o= o - s
& =) o s B oo
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Cash Flow from Dperating Activities

Quality of Income Ratie —
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Balance Sheat

Changes in Assets. Liabilities, and

Swockholders” Equity

Statement of Cash Flows

Cash Flows from Operating Activities
Cash Flows from [nvesting Achivities

Cash Flows from Financing Activilies

Separale Schedule {or note .

Noncash investing :nd financing activities

[nterest and taxes paid

Cash Equivalent p. 590
Cash Flows from Financing Activities p. 593
Cash Flows from Investing Activities p. 592

Page 620

Income Statement

Net Income and Noncurrent Accruals

Motes

Under Summary of Significant
Accounnng Policies:
Definition of cash equivalents

Under Separate Note
if not listed on cash flow stalement:
Noncash investing and financing activities
Interest and taxes paid

Cash Flows from Operating Activities (Cash Flows from Operations) p. 591

Direct Method p. 591
Free Cash Flow p. 606

Indirect Method p. 592
Noncash Investing and Financing Activities p. 610
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