Text 1. 

Cash Flow Statement
Текст взят из Barker, R. Short Introduction to Accounting / R. Barker. – Cambridge : Cambridge Univ. Press, 2011. – 215 p.

When Albert started his business, he invested $20,000 ($20k) of his own money and he borrowed $15k from the bank. In his first day of business, he used most of this money ($30k) to buy the equipment that is needed to make furniture. Occupying a rented workshop, his business makes furniture in response to direct demand from his customers. In his first year of business, Albert’s cash flow statement was as shown in Table 1 (Albert’s cash flow statement for the past financial year).

	                                                              $k

	Cash flow from operating activities     10

	Cash flow from investing activities    –30

	Cash flow from financing activities      35

	Change in cash                                      15

	Opening cash balance                             0

	Closing cash balance                            15


Table 1. – Albert’s cash flow statement for the past financial year

The cash flow statement is perhaps the simplest of the financial statements to understand, because it is just a summary of amounts paid and received in cash during a period of time.

The basic structure of the cash flow statement is the separate categorisation of operating, investing and financing activities. The bottom line of the cash flow statement is the organisation’s closing cash balance. In Albert’s case, the business was started this year, and so the opening cash balance is zero. The overall change in the cash balance during the year is $15k made up of $10k generated by operating activities, $30k invested in equipment and $35k raised in finance to start the business.

Operating cash flows result from trading activities, for example cash received from customers, or cash paid to suppliers or employees. A positive overall operating cash flow, such as that achieved by Albert, is a good sign, because it means that the cash received from customers exceeds the cash paid out to operate the business.

Investing cash flows arise when long-term assets are bought or sold. The purchase of land, buildings or equipment is an investing cash flow. A negative investing cash flow therefore implies grow thin the operating capacity of the business. This is the case for Albert: he has spent cash to acquire new equipment. A positive investing cash flow, in contrast, would mean divestment of assets, and a corresponding shrinkage in the business. Unlike operating cash flow, where a positive number can be seen as good news, the interpretation of investing cash flow is ambiguous: a negative number is good news if the corresponding investment is a wise one, while a positive number could also be good news if, for example, assets are disposed of at an attractive price. While investing cash flow does give you an indication of growth or shrinkage in the operating capacity of the business, it cannot indicate whether the investment decisions are good ones.

Financing cash flows arise when the organisation transacts with its providers of long-term finance, for example when cash is received from the issue of new shares, or when cash is paid out to redeem a bank loan. As with investing cash flows, the sign of the flow cannot be interpreted unambiguously. A positive financing cash flow simply means that new finance has been raised, while a negative number means repayment of finance. If, for example, a bank loan is taken out in order to fund a profitable new venture, then a positive financing cash flow can be viewed in a positive light. But the cash flow statement cannot provide this information. It records whether there has been borrowing or lending, but it cannot indicate whether these financing decisions are good ones.

The categories in the cash flow statement are related to one another. For example, if a business wishes to grow its operating capacity, meaning that investing cash flows are negative, then this can be achieved in one of three ways. First, the growth can be achieved organically by reinvesting positive operating cash flow. Second, the organisation can borrow, resulting in a positive financing cash flow. Finally, the organisation can use any existing cash balances that it has at the beginning of the reporting period, in which case the negative investing cash flow is matched by a negative change in cash on the bottom line of the cash flow statement. In Albert’s case, $10k is generated organically through operations and $35k is raised through financing. The operating capacity of the business grows by means of a$30k investment in equipment, leaving a closing balance of $15k.

Imagine you were asked to comment on a company’s cash flow statement. The outline above suggests that you might ask questions such as the following.

1. Is the company generating positive operating cash flow?

2. Are investing cash flows negative, meaning that the company is growing? If so, how is this growth being funded?

3. Is the company borrowing, and if so, is the effect to cover negative operating cash flow, to enable investment, or simply to increase the company’s bank balance?

