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Cash Flow Statement Analysis

(1) ghal) Aaild Jula

Statement of Cash Flows 4uaiil) i) Al

The cash flow statement represents one of the basic financial statements that must be
prepared at the end of each financial period (in addition to the income and financial
position statements), through which it shows the effects of the change in cash as a
result of the economic unit exercising its main activities represented by operational,
investment and financing activities.
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Definition Of Cash Flow Statement 4iil) cil8dai) daild iy s

The statement of cash flows is considered as a link between the income statement
and the balance sheet, as its main purpose is to determine the cash inflows and
outflows during a specific period of time. As this list shows the effects of operating,
investing and financing activities on cash.
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Objectives of the statement of cash flows: 4l cilsda) daild il

The main objective of preparing the cash flow statement is to provide users and
stakeholders with information related to the cash receipts and payments of the economic
unit during a certain period of time. These users can also achieve the following
objectives through the cash flow statement:

1-Obtaining information related to operational, investing and financing activities on
a cash basis.

2-Assess the ability of the economic unit to achieve profits and meet the requirements
of investment and expansion and the requirements of paying obligations.

3-Evaluate historical and current cash flows and forecast future cash flows
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Components of the statement of cash flows 48l culidail) daild el Sa

The statement of cash flows consists of all the elements that represent cash inflows
or cash outflows for each of the main activities carried out by the economic unit during
the financial period for which it was prepared, related to: Operational, investment and
financing activities, as follows:
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1-Operational activities dsladal dadsy)

This section of the cash flow statement acquires special importance, as operating
activities are the most important revenue-producing activity in the economic unit, so
the operating activities here will include the monetary effects of the operations that
are included in determining the net income during the financial period. We market
them as an example:

a- Cash receipts and payments resulting from the sale and purchase of goods or the
provision of services.

b- Cash receipts from commissions and other income.
c- Cash payments to employees and workers.

d- Cash payments of interest and taxes.
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2-Investment activities 4 laiiay) daday)

Investment activities include the monetary effects of operations related to the
resources and property of the economic unit used to generate revenue and income
during the financial period or in the future. The following are examples of operations:

a. Cash payments for the purchase of tangible and intangible fixed assets and other
long-term assets;

b. Cash payments in the form of advances and loans, and those paid for the acquisition
of investments.

c. Cash receipts arising from the sale of investments, and the collection of loans and
advances.

d. Cash receipts arising from the sale of tangible and intangible fixed assets and other
long-term assets.
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3-Financing Activities 4l saill dais¥)

Financing activities include all cash inflows and outflows for an economic unit related
to internal sources of financing (equity) and external sources of financing (liabilities).
Examples of financing activities are:

a-Cash receipts from issuing new shares or new bonds.
b- Cash receipts arising from obtaining short or long-term financial loans.

c-Cash payments for loans or bonds arranged on the economic unit.



d-Cash dividends to the shareholders of the economic unit.
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Methods of preparing the statement of cash flows

The statement of cash flows is prepared in two ways: the direct and indirect method, whether
the first or second method is used, the result is the same, and the difference is only in the
presentation of accounting information within the operating activity, and the net cash flows in
this activity are extracted differently under each of the two methods, while the special part is
Finding cash flows from investing and financing activities is the same. In the following, we
explain how to extract cash flows from operating activities under the direct and indirect
methods.
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1-Direct method 5 <lual) 48, Jal)

The seventh international standard recommended that economic units follow the direct method when
preparing a statement of cash flows, because this method can provide useful information when
estimating future cash flows, in addition to following the same approach in presenting the cash flows

of different activities by comparing between cash inflows and cash outflows.

This method is also called the income statement method, where the adjustment from the accrual basis
to the cash basis includes all items of the income statement related to the operating activity (sales, sales

costs, operating expenses)



The following equations are used for this purpose:
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* Cash paid to suppliers = cost of sales + increase in inventory + decrease in creditors or cost of
sales - decrease in inventory - increase in creditors
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After adjusting these items, a comparison is made between cash inflows and cash outflows, as it
includes cash inflows in addition to cash received from customers, including other cash revenues such
as credit interest and dividends, while cash outflows include cash paid to suppliers and cash paid to
operating expenses and expenses. Other cash, such as interest and taxes
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Direct cash flow statement Trade company in 31/12

Details

Jaaldi)

Cash Flows from Operating Activities:
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Cash inflows:
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Cash received from customers
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Cash outflows:
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Cash paid to suppliers

() 9all (gl adal)

Cash paid for operating expenses
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Cash interest paid
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Cash taxes paid

Net cash flows from operating activities
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Cash Flows from Investing Activities:

s i) Anas) (e dgaiil) cilEba)

Cash inflows: (58 (58T
Sale of land oY) &
Sale of cars <l

Cash outflows: Jgaail) )
Buy cars Gl ) ) i

Net cash flows from investing activities
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Cash Flows from Financing Activities:

gyl aaay Cma ;\,3.\33.“ AR EXW|]

Cash inflows:
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Issue of new shares
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Cash outflows:
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Debt repayment
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Dividend (net income-retained earnings)
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Net cash flows from financing activities: 2l gail) AV (ha 4pakll) cilBbail) s

Total net cash flows from activities (change in cash)| sl 4addy) (pe 4088 clsdail) Ala s

() )
First Term Cash 3aa (J o) Aua83
Last Term Cash 3 Al duass

The formula for the statement of cash flows:

Amount of change in cash and cash equivalents = net cash flows from operating activities +
net cash flows from investing activities + net cash flows from financing activities
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The following data is extracted from the books of AL-WISAM Company for the year
2020 (amounts in dinars):

Income statement Trade company in 31/12/2020

Details Total
Net Sales 1200000
-Cost of Sales 600000
=Total Income 600000
-Operating Expenses 320000
=Net Operating Income 280000
+Other Revenues 30000
-Other Expenses 9000
=Net Income Before Tax 301000
-Income Tax 51000
=Net Income After Tax 250000




Financial statement Trade company in 31/12

Assets 2015 2016 Liabilities and 2015 2016
Owners equity
Current Assets Current Liabilities
Cash 50000 | 100000 Creditors 130000 60000
Debtors 60000 130000
Investment 15000 20000
Capture papers 11000 9000
Inventory 4000 11000
Total Current Assets 140000 | 270000 Total Current 130000 60000
Liabilities
Fixed Assets Long Term Liabilities
Lands 15000 10000 Long Term Loans 180000 100000
Buildings 150000 | 150000 Total Liabilities 310000 160000
Machi_nery and 130000 | 105000 Owners’ Equity
equipment
Cars 140000 | 380000 Capital 115000 525000
Total Fixed Assets 435000 | 645000 Retained Earnings 150000 230000
Total Owners Equity 265000 755000
Total Assets 575000 | 915000 Total liabilities and 575000 915000
Owners Equity

Additional information:

1-Sold to land at its book value.

2-Interest and taxes paid in cash.

3-New cars were purchased costing 244000 <and other cars were sold at 80000 dinars in cash

Required: Prepare The cash flow statement of method Direct
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Required: Prepare The cash flow statement of method Direct

Answer:

1)Find the change in cash and cash equivalents:

Details 2015 2016 Change

Cash 50000 100000 50000

Investment 15000 20000 5000

The balance - - 55000
Assets 2015 2016 | Change Liabilities and Owners 2015 2016 | Change

equity
Current Assets Current Liabilities

Debtors 60000 | 130000 | 70000 Creditors 130000 | 60000 | (70000)

Capture papers 11000 | 9000 | (2000)

Inventory 4000 | 11000 7000
Total Current
Assets
Fixed Assets
Lands 15000 | 10000 | (5000) Total Current Liabilities
Buildings 150000 | 150000 | Long Term Liabilities
Machinery and 130000 | 105000 | (25000) Long Term Loans 180000 | 100000 | (80000)
equipment
Cars 140000 | 380000 | 240000 Total Liabilities
Total Fixed Assets Owners’ Equity

Capital 115000 | 525000 | 410000




Total Assets Retained Earnings 150000 | 230000 | 80000
Total Owners Equity
Total liabilities and Owners
Equity
Financial statement Trade company in 31/12
3)Calculation of cash flows from operating activities:
Direct method:
Cash received from customers=1200000 - 70000=1130000
Cash paid to suppliers =600000+ 7000+70000=677000
Cash paid for operating expenses= 320000- 2000= 318000
Details Partial Total
cash flows from operating activities:
Cash inflows:
Cash received from customers 1130000
Cash outflows:
-Cash paid to suppliers (677000)
-Cash paid for operating expenses (318000)
-Cash interest paid (30000)
-Cash taxes paid (51000)
(1076000)
Net cash flows from operating activities 54000
cash flows from investing activities:
Cash inflows:
Sale of land 5000
Sale of cars 80000




85000

Cash outflows:

Buy cars

(244000)

Net cash flows from investing activities

(159000)

cash flows from financing activities:

Cash inflows:

Issue of new shares(capital)

410000

Cash outflows:

Debt repayment

80000

Dividend (net income-retained earnings)

170000

(250000)

Net cash flows from financing activities:

160000

Total net cash flows from activities
(change in cash)

55000

+First Term Cash

48000

Last Term Cash

7000

EXERCISE: The following data is extracted from the books of FATIMA’S Company

for the year 2016 (amounts in dinars):

Income statement Trade company in 31/12/2016

Details Total
Net Sales 1000000
-Cost of Sales 565000
=Gross Income 435000
-Operating Expenses 321000
=Net Operating Income 114000




+Other Revenues 15000
-Other Expenses 2000
=Net Income Before Tax 127000
-Income Tax (20) 25400
=Net Income After Tax 101600

Financial statement Trade company in 31/12

Assets 2015 2016 Liabilities and 2015 2016
Owners equity

Current Assets Current Liabilities

Cash 51000 80000 Short Term Loans

Debtors 50000 130000 | Creditors 100000 80000

Investment 15000 20000

Capture papers 10000 6000

Inventory 9000 14000

Total Current Assets | 135000 | 250000

Fixed Assets Long Term
Liabilities

Lands 100000 | 80000 Long Term Loans 150000 170000

Buildings 100000 | 100000 | Total Liabilities 250000 250000

Machinery and 10000 20000 Owners’ Equity

equipment

Cars 135000 | 200000 | Capital 110000 200000

Total Fixed Assets 345000 | 400000 | Retained Earnings 120000 200000
Total Owners Equity | 230000 400000

Total Assets 480000 | 650000 | Total liabilitiesand | 480000 650000

Owners Equity




Additional information:
1-Sold to land at its book value.
2-Interest and taxes paid in cash.

3-New cars were purchased costing 102000« and other cars were sold during the financial
period costing 62000¢«and they were sold at 95000dinars in cash.

Required: Prepare The cash flow statement of method Direct



