
What is a statement of cash flows? 

The statement of cash flows (also called the cash flows statement) is one of the primary financial statements an entity prepares. 
It reflects how cash moves in and out of an entity from cash inflows or receipts and cash outflows or payments. It ultimately reconciles 
the changes in the entity’s cash balance from the beginning to the end of the reporting period. The statement of cash flows is organized 
into three main categories: 

• Cash from or used in operating activities: 
activities or transactions generally related to the 
principal business operations of the entity 

• Cash from or used in investing activities: 
activities that arise in connection with the purchase 
or sale of long-term assets or investments 

• Cash from or used in financing activities: 
activities that directly affect the entity’s owners or 
creditors due to the entity’s need for financing 

Did You Know? 
There are two ways to prepare the statement of cash 
flows—the direct method and the indirect method. 
To calculate cash flows from operating activities: 

• The direct method shows items that directly affect cash 
flows, meaning actual cash receipts or cash expenditures. 

• The indirect method starts with net income and adjusts 
for changes that did not affect cash (such as depreciation), 
and changes in current assets and current liabilities. 

Most domestic companies use accrual-based accounting, whichmore readily aligns with the indirect method. As a result, fewer companies—and generally only smaller ones—use the direct method.
 

The statement of cash flows shows how the entity generates and spends its cash. The beginning cash balance plus the net increase 
in cash (or minus the net decrease in cash) equals the ending cash balance. 

Anatomy of a statement of cash flows 

Operating Activities  show how the entity 
generates or uses cash from its business 
activities, like manufacturing products or 
providing services. 

Cash flows from Operating Activities 

Net income $435,000 

Adjustments to reconcile net income to net cash 
used in operating activities: 

Depreciation $4,500 

Changes in operating assets and liabilities 

Accounts receivable ($4,100) 

Inventory ($23,400) 

Prepaid expenses and other current assets ($2,200) 

Accounts payable $33,800 

Accrued expenses and other current liabilities $1,450 

Net Cash Provided by Operating Activities $445,050 Investing Activities show how the 
entity generates or uses cash from its 
investment activities, like sales or 
purchases of property, plant, and equipment, 
stocks and bonds, or a business unit. 

Cash Flows from Investing Activities 

Purchases of property and equipment ($185,000) 

Net Cash Used in Investing Activities ($185,000) 

Financing Activities show how the entity 
generates or uses cash from its funding 
sources, like selling or repurchasing stock, 
entering into or paying off a long-term 
loan, or paying dividends. 

Cash Flows from Financing Activities 

Proceeds from revolving credit facility $46,000 

Payments on revolving credit facility ($12,000) 

Proceeds from long-term debt $120,000 

Payments on long-term debt ($5,000) 

Net Cash Provided by Financing Activities $149,000 

Net Increase (Decrease) in Cash $409,050 

Cash and Cash Equivalents 

Beginning of period $392,000 

End of period $801,050 

This resource represents the views of the staff of the Office of the Advocate for Small Business Capital Formation. It is not a rule, regulation, or statement 
of the Securities and Exchange Commission (“Commission”). The Commission has neither approved nor disapproved its content. This resource, like all 

staff statements, has no legal force or effect: it does not alter or amend applicable law, and it creates no new or additional obligations for any person. 

https://www.sec.gov/resources-small-businesses/cutting-through-jargon-z#FinStatements
https://www.sec.gov/resources-small-businesses/cutting-through-jargon-z#LTA
https://www.sec.gov/resources-small-businesses/cutting-through-jargon-z#Depreciation
https://www.sec.gov/resources-small-businesses/cutting-through-jargon-z#CA
https://www.sec.gov/resources-small-businesses/cutting-through-jargon-z#CL
http://www.sec.gov/oasb
https://www.sec.gov/resources-small-businesses/cutting-through-jargon-z#AR
https://www.sec.gov/resources-small-businesses/cutting-through-jargon-z#AP
https://www.sec.gov/resources-small-businesses/cutting-through-jargon-z#LTL


ENGAGE WITH US 

smallbusiness@sec.gov                    

202.551.5407                    

www.sec.gov/oasb 

#SECSmallBiz 

mailto:smallbusiness@sec.gov
https://www.sec.gov/oasb/




Accessibility Report





		Filename: 

		oasb-cashflow-stmt-bb-2511-508.pdf









		Report created by: 

		



		Organization: 

		







[Enter personal and organization information through the Preferences > Identity dialog.]



Summary



The checker found no problems in this document.





		Needs manual check: 0



		Passed manually: 3



		Failed manually: 0



		Skipped: 0



		Passed: 29



		Failed: 0







Detailed Report





		Document





		Rule Name		Status		Description



		Accessibility permission flag		Passed		Accessibility permission flag must be set



		Image-only PDF		Passed		Document is not image-only PDF



		Tagged PDF		Passed		Document is tagged PDF



		Logical Reading Order		Passed manually		Document structure provides a logical reading order



		Primary language		Passed		Text language is specified



		Title		Passed		Document title is showing in title bar



		Bookmarks		Passed		Bookmarks are present in large documents



		Color contrast		Passed manually		Document has appropriate color contrast



		Page Content





		Rule Name		Status		Description



		Tagged content		Passed		All page content is tagged



		Tagged annotations		Passed		All annotations are tagged



		Tab order		Passed		Tab order is consistent with structure order



		Character encoding		Passed		Reliable character encoding is provided



		Tagged multimedia		Passed		All multimedia objects are tagged



		Screen flicker		Passed		Page will not cause screen flicker



		Scripts		Passed		No inaccessible scripts



		Timed responses		Passed		Page does not require timed responses



		Navigation links		Passed manually		Navigation links are not repetitive



		Forms





		Rule Name		Status		Description



		Tagged form fields		Passed		All form fields are tagged



		Field descriptions		Passed		All form fields have description



		Alternate Text





		Rule Name		Status		Description



		Figures alternate text		Passed		Figures require alternate text



		Nested alternate text		Passed		Alternate text that will never be read



		Associated with content		Passed		Alternate text must be associated with some content



		Hides annotation		Passed		Alternate text should not hide annotation



		Other elements alternate text		Passed		Other elements that require alternate text



		Tables





		Rule Name		Status		Description



		Rows		Passed		TR must be a child of Table, THead, TBody, or TFoot



		TH and TD		Passed		TH and TD must be children of TR



		Headers		Passed		Tables should have headers



		Regularity		Passed		Tables must contain the same number of columns in each row and rows in each column



		Summary		Passed		Tables must have a summary



		Lists





		Rule Name		Status		Description



		List items		Passed		LI must be a child of L



		Lbl and LBody		Passed		Lbl and LBody must be children of LI



		Headings





		Rule Name		Status		Description



		Appropriate nesting		Passed		Appropriate nesting










Back to Top



